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THE U.S. POSTAL SERVICE: 101

TUESDAY, APRIL 17, 2007

HOUSE OF REPRESENTATIVES,
SUBCOMMITTEE ON FEDERAL WORKFORCE, POSTAL
SERVICE, AND THE DISTRICT OF COLUMBIA,
COMMITTEE ON OVERSIGHT AND GOVERNMENT REFORM,
Washington, DC.

The subcommittee met, pursuant to notice, at 10:04 a.m. in room
2247, Rayburn House Office Building, Hon. Danny K. Davis of Illi-
nois (chairman of the subcommittee) presiding.

Present: Representatives Davis of Illinois, Norton, Sarbanes,
Cummings, Kucinich, Clay, Lynch, Maloney, Marchant, and
McHugh.

Staff present: Tania Shand, staff director; Lori Hayman, counsel,
Cecelia Morton, clerk; Alex Cooper, minority professional staff
member; and Kay Lauren Miller, minority staff assistant.

Mr. Davis oF ILLINOIS. The subcommittee will come to order.

Let me apologize for being a few minutes tardy. I had 45 young
people from the Kip Charter School that I had promised to see.
They got caught in traffic and were a little late. But thank you all
for coming.

Let me welcome Ranking Member Marchant, members of the
subcommittee, hearing witnesses, and all of those in attendance.
Welcome to the Federal Workforce, Postal Service, and the District
of Columbia Subcommittee hearing on the U.S. Postal Service: 101.

Hearing no objection, the Chair, ranking member, and sub-
committee members will each have 5 minutes to make an opening
statement, and all Members will have 3 days to submit statements
for the record.

Ranking Member Marchant, who is stuck in a storm, members
of the subcommittee, hearing witnesses, and the entire postal com-
munity, welcome to the first hearing the subcommittee will hold on
the U.S. Postal Service in the 110th Congress. As I understand it,
this hearing is long overdue. There has not been an oversight hear-
ing on the Postal Service in close to a decade, and this will be the
first of many.

The U.S. Postal Service performs a valuable national service. It
delivered over 213 billion pieces of mail to over 146 million delivery
points in 2006. Almost $72 billion was s pent in providing these
and other postal services required as part of the meeting of Postal
Service needs and the universal service mandate.

To ensure the financial service of the Service and its primary
function of mail delivery, last year the Congress passed the Postal
Accountability and Enhancement Act of 2006. The act is a direct
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result of the postal community coming together and reaching agree-
ment on work sharing, rate setting, pricing, flexibility, diversity,
and a number of other provisions to ensure that the Service can
compete in today’s marketplace.

To ensure compliance with the act, the subcommittee is going to
conduct aggressive postal oversight and monitoring the implemen-
tation of the Postal Accountability and Enhancement Act of 2006.

In addition to the act, the subcommittee will look into mail deliv-
ery services in Chicago, diversity in Service’s upper management,
and it will engage the postal community in a discussion about out-
sourcing the delivery of U.S. mail. Highway contract routes, are a
long-established and accepted postal transportation contracts that
are used for bulk mail and delivery services in rural areas. What
is less established is the Service’s use of contractors to deliver mail
to suburban and rural areas and whether or not this practice is
good public policy. These issues and others raised during this hear-
ing will be the basis for future subcommittee hearings.

Before I thank today’s witnesses for taking the time to testify be-
fore this subcommittee, I also want to announce that today Senator
Akaka and I will introduce legislation honoring public servants
during Public Service Recognition Week, May 7th through May
13th. The mail does not get delivered and the Government cannot
function without dedicated public servants. I am pleased to make
this announcement during this hearing, because the Postal Service,
through its employees, ensures equal access to secure, efficient and
affordable mail service, and they should be commended for it.

In closing, I ask unanimous consent to submit for the record the
statement of Representative Jan Schakowsky, a Democrat from Illi-
nois, and other Members wishing to submit statements for the
record.

Hearing no objection, those will be submitted.

[The prepared statement of Hon. Danny K. Davis follows:]
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STATEMENT OF CHAIRMAN DANNY K, DAVIS
AT THE SUBCOMMITTEE ON FEDERAL WORKFORCE,
POSTAL SERVICE, AND THE DISTRICT OF COLUMBIA

HEARING ON “THE U.S. POSTAL SERVICE: 101”
April 17, 2007

Ranking Member Marchant, Members of the Subcommittee, hearing witnesses, and the
entire postal community, welcome to the first hearing the Subcommittee will hold on the United
States Postal Service of the 110™ Congress. As I understand it, this hearing is long overdue.
There has not been an oversight hearing on the Postal Service in close to a decade and this will
be the first of many.

The U.S. Postal Service (the Service) performs a valuable National service. It delivered
over 213 billion pieces of mail to over 146 million delivery points in 2006. Almost $72 billion
was spent in providing these and other postal services required as part of meeting the Services’
universal mandate. To ensure the financial soundness of the Service and its primary function of
mail delivery, last year the Congress passed the Postal Accountability and Enhancement Act of
2006 (the Act).

The Act is a direct result of the postal community coming together and reaching
agreement on worksharing, rate-setting, pricing flexibility, diversity, and a number of other
provisions to ensure that the Service can compete in today’s marketplace. To ensure compliance
with the Act, the Subcommittee is going to conduct aggressive postal oversight, and monitor the
implementation of the Postal Accountability and Enhancement Act of 2006.

In addition to the Act, the Subcommittee will look into mail delivery services in Chicago,
diversity in the Services’ upper management, and it will engage the postal community in a
discussion about outsourcing the delivery of U.S. mail. Highway Contract Routes are long-
established and accepted postal transportation contracts that are used for bulk mail and delivery
services in rural areas. What is less established is the Service’s use of contractors to deliver the
mail {Contract Delivery Service) to suburban and rural areas and whether or not this practice is
good public policy. These issues and others raised during this hearing will be the basis for future
Subcommitiee hearings.
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Before | thank today’s witnesses for taking the time to testify before the Subcommittee, 1
want to announce that today, Senator Akaka and I will-introduce legislation honoring public
servants during Public Service Recognition Week, May 7 through May 13*. The mail does not
get delivered, and the government cannot function, without dedicated public servants.

I 'am pleased to make this announcement during this hearing because the Postal Service,
through its employees, ensure equal access to secure, efficient, and affordable mail service and
they should be commended for it

In closing, [ ask unanimous consent to submit for the record the statement of
Representative Jan Schakowsky (D-IL), and other members wishing to submit statements for the
record.

* %ok
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Mr. DAvis oOF ILLINOIS. At this time I would like to extend 5 min-
utes for an opening statement to members of the subcommittee.
The gentleman from New York, Mr. McHugh?

Mr. McHUGH. Mr. Chairman, thank you. I will not take 5 min-
utes.

This is deja vu all over again for some of us, Mr. Chairman. I
do have a statement that I am going to ask unanimous consent can
be entered in its entirety in the record.

Mr. Davis oF ILLINOIS. Without objection.

Mr. McHUGH. I would say to you, Mr. Chairman, congratula-
tions, not just for holding this hearing, although certainly that is
important, but for taking up this gavel. I look forward to working
with you as we have in the past on these kinds of very critical
issues.

It has been 10 years, as you noted. I think that is why we have
a lot of pent-up interest here today. Obviously, this is a new era
based on a new paradigm for the Postal Service. Many, many folks
in this room joined us in working long and hard in helping to con-
struct the first postal reform legislation in more than 35 years. I
am looking forward to hearing some of the perspective held by
those individuals in the early days of this new reform.

So, Mr. Chairman, again with my words of appreciation and an-
ticipation toward our four panels, I would yield back the balance
of my time.

Mr. DAvis oF ILLINOIS. Thank you so very much. I appreciate the
comments of the gentleman from New York, who has labored long
and hard on these issues. We look forward to working with you
continuously through this session.

Mr. Lynch.

Mr. LYNCH. Thank you, Mr. Chairman.

I will take an opportunity to use a brief amount of time. I would
like to thank you and Ranking Member Marchant for holding this
hearing. I would also like to thank today’s panelists.

Last year witnessed the enactment of H.R. 6407, the Postal Ac-
countability and Enhancement Act. That was the first major reform
of the U.S. Postal Service in over 35 years and the result of a dec-
ade-long effort led by the distinguished chairman of our sub-
committee, Mr. Davis, the chairman and ranking member of our
full committee, and Mr. Waxman and Mr. Davis of Virginia and
Mr. McHugh of New York.

However, while this legislation constitutes an important first
step toward addressing the financial challenges faced by the Postal
Service, we must continue to exercise proper oversight of this insti-
tution to ensure the responsible implementation of the act and
safeguard the best interests of our postal workers, our partners,
our greatest asset toward effecting a meaningful postal reform.

The bravery, dedication, and sacrifices made by our Postal Serv-
ice workers was never more evident than in the weeks following
September 11th, during which a series of anthrax attacks were con-
ducted through the U.S. mail system. Tragically, two employees of
the Brentwood mail sorting facility, Joseph Curseen, Jr., and
Thomas Morris, Jr., were among the victims of these attacks. At
the time, every one of our postal workers—every clerk, every car-
rier, every mail handler—was faced with the very difficult choice
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between continuing to come to work under very difficult and dan-
gerous conditions and staying at home, and thereby risking the sta-
bility of our own economy. It was a special responsibility and di-
lemma for our Postal union representatives, who had the dilemma
of sending their members, sending their workers into an area
where we knew there was anthrax contamination.

Behind the scenes on the September 11th attacks and thereafter,
there was much hanging in the balance. At the end of the day, the
postal unions and the postal workers went to work and the mail
kept running; however, not without great concern.

As we all know, America’s postal workers chose to come to work
because they considered it their patriotic duty to do so. Accord-
ingly, I believe it is our duty to safeguard the best interests of
America’s postal workers as the long process of modernization of
the U.S. Postal Service moves forward. To this end, I welcome the
continued input of our postal worker unions, the American Postal
Workers Union, the National Association of Letter Carriers and the
National Postal Mail Handlers Union and the National Rural Mail
Carriers Association in this hearing.

Thank you, Mr. Chairman. I yield back the balance of my time.

[The prepared statement of Hon. Stephen F. Lynch follows:]
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REP. STEPHEN F. LYNCH
Subcommittee on Federal Workforce, Postal Service, and the District of Columbia
“U.S. Postal Service: 1017”
April 17, 2007
10AM, 2247 RHOB

Opening Statement

THANK YOU, MR. CHAIRMAN.

I’D LIKE TO THANK YOU AND RANKING MEMBER
MARCHANT (MAHR-CHANT) FOR HOLDING THIS
HEARING. I’D ALSO LIKE TO THANK TODAY’S
PANELISTS FOR HELPING THE SUBCOMMITTEE WITH

ITS WORK.

LAST YEAR WITNESSED THE ENACTMENT OF H.R. 6407,
THE POSTAL ACCOUNTABILITY AND ENHANCEMENT
ACT - THE FIRST MAJOR REFORM OF THE UNITED
STATES POSTAL SERVICE IN OVER THIRTY-FIVE
YEARS AND THE RESULT OF A DECADE-LONG EFFORT

LED BY THE DISTINGUISHED CHAIRMAN OF OUR
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SUBCOMMITTEE, MR. DAVIS, THE CHAIRMAN AND
RANKING MEMBER OF OUR FULL COMMITTEE, MR.
WAXMAN AND MR. DAVIS OF VIRGINIA, AND MR.

MCHUGH OF NEW YORK.

HOWEVER, WHILE THIS LEGISLATION CONSTITUTES
AN IMPORTANT FIRST STEP TOWARDS ADDRESSING
THE FINANCIAL CHALLENGES FACED BY THE POSTAL
SERVICE, WE MUST CONTINUE TO EXERCISE PROPER
OVERSIGHT OF THIS INSTITUTION TO ENSURE THE
RESPONSIBLE IMPLEMENTATION OF THE ACT AND
SAFEGUARD THE BEST INTERESTS OF OUR POSTAL
WORKERS - OUR PARTNERS AND OUR GREATEST
ASSET TOWARDS AFFECTING MEANINGFUL POSTAL

REFORM.

THE BRAVERY, DEDICATION, AND SACRIFICES MADE

BY OUR POSTAL WORKERS WAS NEVER MORE
2



9

EVIDENT THAN IN THE WEEKS FOLLOWING
SEPTEMBER 11™, DURING WHICH A SERIES OF
ANTHRAX ATTACKS WERE CONDUCTED THROUGH
THE U.S. MAIL SYSTEM. TRAGICALLY, TWO
EMPLOYEES OF THE BRENTWOOD MAIL SORTING
FACILITY, JOSEPH CURSEEN, JR. AND THOMAS
MORRIS JR., WERE AMONG THE VICTIMS OF THESE

ATTACKS.

AT THE TIME, EVERY ONE OF OUR POSTAL WORKERS
— EVERY CLERK, EVERY CARRIER, AND EVERY MAIL
HANDLER - WERE FACED WITH THE VERY DIFFICULT
CHOICE BETWEEN CONTINUING TO COME TO WORK
EVERY DAY UNDER VERY DIFFICULT AND
DANGEROUS CONDITIONS AND STAYING AT HOME,
THEREBY RISKING THE STABILITY OF OUR OWN

ECONOMY, UPSETTING THE FLOW OF COMMERCE,



10

AND SHAKING THE CONFIDENCE OF THE AMERICAN

PEOPLE.

AS WE ALL KNOW, AMERICA’S POSTAL WORKERS
CHOSE TO COME TO WORK BECAUSE THEY

CONSIDERED IT THEIR PATRIOTIC DUTY TO DO SO.

ACCORDINGLY, IT IS OUR DUTY TO SAFEGUARD THE
BEST INTERESTS OF AMERICA’S POSTAL WORKERS AS
THE LONG PROCESS OF MODERNIZING THE UNITED

STATES POSTAL SERVICES MOVES FORWARD.

TO THIS END, I WELCOME THE CONTINUED INPUT OF
OUR POSTAL WORKERS UNIONS - THE APWU, THE
NATIONAL ASSOCIATION OF LETTER CARRIERS, THE
NATIONAL POSTAL MAIL HANDLERS UNION, AND THE

NATIONAL RURAL LETTER CARRIERS’ ASSOCIATION.
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THANK YOU, MR. CHAIRMAN. 1 YIELD THE BALANCE

OF MY TIME.
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Mr. Davis ofF ILLINOIS. Thank you, Mr. Lynch.

Delegate Norton.

Ms. NORTON. Thank you, Mr. Chairman. I very much appreciate
that we are having an early oversight hearing on the Postal Service
and that our committee has reincorporated the Postal Service into
this subcommittee. It is very important oversight.

What your chairmanship and the new committee configuration
promises is the kind of continuous oversight that this most very
important service of the United States of America deserves.

The Postal Service and I have gone through a lot together be-
cause of the trauma at Brentwood and the heroic way in which
both the employees and management faced that extraordinary and
unique situation. There were bumps along the way, but if one
walks into that new facility and to the other facilities here in the
region, one sees the resiliency of postal workers and of the way in
which management and workers have worked together, not only to
recover but to move forward in ways that we believe provide far
greater safety.

The new Brentwood is no longer the Brentwood. It has been ap-
propriately renamed for the two employees who lost their lives. I
think that the entire country now has come to grips with the im-
portance of safety first, particularly given the way in which we all
depend upon a vital service like the Postal Service. So my con-
gratulations go to employees and to management for the way in
which they have come to grips with this unique and awful crisis.

Mr. Chairman, I heard the piece on NPR this morning. I don’t
know if you have mentioned it. I was in the shower this morning
and I heard the melodious voice of our own chairman. It is a voice
that you could recognize anywhere. He was describing the upcom-
ing hearing. What I was surprised to hear about, however, was
that there had been some slippage since the bad, old days.

I am not sure what the figures show in the District of Columbia,
but I have very painful recollections of the early 1990’s when this
region was at the bottom in delivery time, and I must tell you I
have never seen anything like what the Postal Service in this re-
gion did. It went to the very top. So I have seen what the Postal
Service can do. I have seen what the Postal Service can do in the
midst of the worst crisis imaginable, the anthrax crisis. And I have
seen what the Postal Service can to when this region, in particular,
is in the pits and then rises to the top.

I was concerned that Chicago had not had the same experience
we had, or perhaps you are having the same experience we had,
that you are now below the average and you yearn to be at least
average and perhaps where I suppose we still are—and I will have
to check that out—but where we were was at the very top.

This hearing comes, I think, in time and with the kind of over-
sight that I can tell you that with oversight, with oversight the
Postal Service, in fact, corrected the problem in this region. With
oversight, I have no doubt that the very same will happen in the
Chicago region.

I thank you again for this hearing, Mr. Chairman.

Mr. DAvis oF ILLINOIS. Thank you very much. I can assure you
that Chicago shall follow the District of Columbia and in the next
hearing we will see tremendous improvements.
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Our first panel is seated and I would like to just introduce them
before they testify.

Panel one: John Potter was named 72nd Postmaster General of
the United States of America on June 1, 2001. Jack Potter has led
the Postal Service to record numbers of service, efficiency, and fi-
nancial performance.

Our second witness, Mr. James C. Miller III, was elected chair-
man of the Board of Governors of the U.S. Postal Service in 2005.
In addition to serving on the Board, he is senior advisor to the
international law firm of Blackwell, Sanders, Pepper and Martin.
The Postmaster General and Deputy Postmaster General serve at
the pleasure of the Governors.

Our third witness, whom we have known in another life, Mr.
Dan Blair, serves as the first chairman of the Independent Postal
Regulatory Commission, the successor agency to the former Postal
Rate Commission. He was unanimously confirmed as a commis-
sioner of the former Postal Rate Commission on December 9, 2006,
by the U.S. Senate, and designated chairman by President George
W. Bush on December 15, 2006.

Gentlemen, thank you very much.

It is our policy that all witnesses are sworn in, so if you would
rise and raise your right hands.

[Witnesses sworn.]

Mr. DAvis oF ILLINOIS. The record will show that each witness
answered in the affirmative.

Thank you very much.

Of course, your entire statements will be placed in the record.
You have been through this many, many times, so you know the
drill. The green light indicates that you have 5 minutes to summa-
rize your statement. The yellow light means that time is running
down and that you have 1 minute remaining to complete the state-
ment. Of course, the red light means that time has expired and we
would hope that witnesses would stop.

We will begin with our Postmaster General. Mr. Potter, welcome
and thank you very much for being here.

STATEMENTS OF JOHN E. POTTER, POSTMASTER GENERAL/
CEO, U.S. POSTAL SERVICE; JAMES C. MILLER III, CHAIR-
MAN, BOARD OF GOVERNORS, U.S. POSTAL SERVICE; AND
DAN G. BLAIR, CHAIRMAN, POSTAL REGULATORY COMMIS-
SION

STATEMENT OF JOHN E. POTTER

Mr. POTTER. Good morning, Mr. Chairman and Ranking Member
Marchant and all the members of the subcommittee. I am honored
to be here as America’s postal system enters a new era.

It is appropriate that I am joined by Board of Governors Chair-
man Jim Miller and Postal Regulatory Commission Chairman Dan
Blair. Our ability to work together as roles are changing is critical
to the success of the new law. The Postal Reorganization Act of
1970 converted a heavily subsidized Post Office Department into a
self-supporting Postal Service, one defined by excellent service, cus-
tomer satisfaction, and productivity improvement. Our people have
done an outstanding job.
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Unfortunately, significant changes in the communications and
delivery markets have made continued success under the original
law problematic. That is why our Nation is fortunate that so many
have recognized this and acted to preserve affordable, universal
Postal services.

I appreciate the efforts of this committee, both houses of Con-
gress, Comptroller General David Walker, the administration, and
the President’s Commission on the U.S. Postal Service. It is my
hope that 30 years from today a future Postmaster General will sit
at this table and report on the progress made possible by the Post-
al Accountability and Enhancement Act of 2006.

Unfortunately, our business model remains broken, even with
the positive pricing and product changes in the new law. With the
diversion of messages and transactions to the Internet from the
mail, we can no longer depend on printed volume growing at a rate
sufficient to produce the revenue needed to cover the costs of an
ever-expanding delivery network.

This is not to say that the new law does not offer opportunities.
We are in a better position than ever to respond quickly to market
conditions, and we will operate far more nimbly in the expedited
and packaged product sectors. Growth is our greatest challenge, as
we shift from a transaction-based mail stream to one centered on
lower-margin marketing and advertising mail.

People are also finding new uses for their mail. The State of Or-
egon conducts elections through the mail, resulting in greater voter
participation. This is encouraging and presents a unique oppor-
tunity for our democracy. We will continue our work with all mail-
ers and the use of the latest technology to add even more value to
the mail.

One example is the new intelligent mail bar code. It improves
quality, cuts costs, and increases convenience for mailers and for
the Postal Service. The good news is that marketers have learned
that direct mail adds to the value of campaigns, and that mail com-
plements other advertising media, including the Internet. Overall,
direct mail is among the fastest-growing and most effective adver-
tising channels in America today, and that is why I am bullish on
the mail. But I am also a realist. Success under the new law will
not be easy. We have never worked under a fixed rate cap. We
have never had to manage our costs by class of mail. Both, to me,
are extremely challenging.

Because we have little control over some costs such as fuel and
employee retirement and health benefits, we must maintain an in-
tense focus on managing what we spend. Keeping our rates under
the rate cap, and being able to pay our employees a fair wage re-
quires us to find ways to remove an additional $1 billion in costs
each year. Our preferred path to staying under the rate cap is to
achieve productivity targets consistent with the needed billion dol-
lars in savings. Management and the unions can and should work
together to increase productivity in processing, retail, and delivery
operations, thus keeping costs at or about the rate of inflation.

If we do not do that, we will have created a situation that re-
quires other action such as reducing service or contracting out.
Since the earliest days of America’s Postal system, contractors have
transported and delivered the mail safely and securely. They are
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screened by the Postal Inspection Service, and, like career employ-
ees, are subject to legal penalties under Title 18 of the United
States Code for criminal mishandling of the mail.

Procedures governing contracting out are contained in the labor/
management agreements with our unions. They are a product of
complex give-and-take that marks collective bargaining. Let me as-
sure you that it is not, it is not our intention to take delivery work
performed by Postal employees and contract that work out. We do
contract out new deliveries, but only in those locations where it
makes sense, and in accordance with our national labor agree-
ments. Of new deliveries, those new homes and businesses in 2006,
94 percent are currently being served by U.S. Postal Service city
and rural letter carriers. I do not foresee laying off any carriers as
a result of out-sourcing. That is something I pledge not to do.

I stand ready to work with our unions to secure the future of our
organization, its people, and the people we serve.

In closing, let me reiterate my sincere belief that the Postal law
offers opportunities for the Postal Service and the entire mailing
community. We will take full advantage of these opportunities in
support of our historic mission of providing affordable, universal
mail service to our Nation.

Let me just say, since Delegate Norton brought it up, Washing-
ton, DC, remains the top performer in the country.

Mr. Chairman, you know that I am committed to Chicago and
the folks in Chicago to provide similar results and a similar turn-
around as was seen in Washington, DC.

I would be pleased to answer any questions you may have after
the remaining speakers.

Thank you, Mr. Chairman.

[The prepared statement of Mr. Potter follows:]
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Good moming, Chaioman Davis, Congressman Marchant, and members of the Subcornmittes. i
ig an honor and & pleasure to be here with your foday as we prepare & enter a new era in the
devalopment of Americe's postal systam.

Oty four short months 300, 8 new and comprehensive governing statute for the United States
Postal Service became taw. 1t was the culmination of more than 10 years of effort by many of you
here today, by your predecessors, by your colleapires in this bedy and in the United States
Senate, by the Admanistration, by the members of the President’s Cormmission on the United
States Postal Setvice, and by foreard-lpoking members of the antire postat community.

it was not an essy task, but it was a necassary one. The vwork of & pravious gensration of
legialatars, completed 3T years ago, estabiishad the modem Postal Bervice and #s husiness
muodet — one that created the foundation for more than three decades of succsss in serving the
people of ouy nakon,

To make that possitle, the Postal Reorganization Act af 1870 converted a hegvily subsidized
Post Office Department into 2 self.supporting Postal Service. [t ereated a system of management
and staffing baged an performance, mert, and accountability, ndepandent of partisay nflugnea.
It resutted in fair wages and career opporturity for employees at every evel.

This engendered the stabilly that permitied the new Postal Service to anticipate, plan, and invest
in the future, moving & from an organization that relisd primarily on inefficient and costly manual
opetations, to ine that is foday at the cutting edge in automated mai processing technology. This
has conttibuted to steady improvements i service performance, customer satigfaction, and
productivily.

in its last full year of operation, the Post Office Department's 741,000 employess handled 85
billion pisces of mail delivered In 55 million famiies and busitesses. Last year, roughly the same
number of employees handled 213 billion pieces of mad for a delivery base of 148 milion
addresses. Without advances in productivity and autornation, and innovations such as customer
warkshating, growth i mal volume over the intervening years would have required g staff of
1.800.000 empioyesy — with the associxted growth in costs.

Conzistent with ite mandate to break aven over time, the modam Postal Sandee, aver the course
af 38 years of progress, Nas matched its expenditures with its Income. It has not received sn
aperational subsidy from Congress since 1882 — a full quarier century ago. Stamp prices, on
average, have tracked the Consumet Price Index since the Wansition from the Post Qffine
Depsrtment to the United Siates Postal Service became effactive, on July 1, 1871,
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And, perhaps most significantly for our nation, a productive partnership and cooperation with
posial customers - a relationship marked by creative responses to their needs — contributed to
the creation of a vibrant mailing industry that foday plays a lsading role in our econemy, Thisis a
situation not found anywhere alse in the world.

Unfortunately, continued success under the original law became problematic over the last several
years., Revoiution in the communications and delivery markets — including technologies that
could not have been imagined when the 1870 legiskation was enacted — have challenged us like
never before.

While the pace of change will continue, our nation is fortunate that so many have recognized,
understood, and acted to preserve affordable, universal postal services for the people and
businesses of America.

Representative John McHugh was amaong the first, more than 10 years ago. He worked firelessly
with his colieagues on both sides of the Hit to have them understand what was at stake and to
involve them in developing a solution that would work for our country.

Comptroller General David Walker also understond that, without change, America's postal systemn
would be in serious jeopardy. Testifying before the United States Senate six years ago, he
issued a clear call for change, and described our finances and transformation efforts as high risk.

Mr. Walker's candid but fact-based assessment was instrumental to the genesis of our
Transformation Plan, which was adopted in 2002, during my first year as Postmaster Genaral.
Quir goal In develaping the Plan was simple —to create strategies that would involve the entire
organization and keep it fecused on achieving steady progress in three key areas.

»  Fostering growth by increasing the value of postal products and services 1o aur

customers;
= Improving operational efficiency; and,
= Enhancing our perfornance-based culture.

I'am pleased to say we have been successful That success is a refiection of the hard work,
dedication, and professionalisem of Postal Service employees in communities in every corner of
the nation. They have stepped up to the challenge. They have given it their best. And they have
rhade a difference.

Service performance, independently measured, has reached record levels — levels that same
thought were impossible not so long age. As we begin the third quarier of this fiscal year,
nationwide service performance remains strong. In locations where service may not reflect
national averages, we rely on our Area staff and, where nacessary, headquarters resources, to
work with our field managers to improve local service,

This commitment includes my personal involvement, as well. | have visited Chicago twice in the
last month to assist in the achievement of the service levels that owr custormers expect and
deserve, |can assure you that changes underway will deliver resulis.

Cur customer satisfaction index — alse independently measured — shows that 92 percent of our
customers rate their experience with the Postal Service as excellent, very good, or good —
commendable results for any business.

The customer experience is important to us. In fact, the respected Ponemon institute has
racoghized the Postal Service as the most lrusted agency of the federal government — for the
third consecutive year — and among the 10 most trusted organizations — public or private — in the
United States.
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We are positioned to achieve an unprecedented eighth consecutive year of productivity growth.
At the end of the last fiscal year, our debt was less than one-fith of the $11 billion outstanding
when we created the Transformation Plan. Reducing and restructuring owr debt has taken
interest costs from more than $300 million annually to ondy a few million dollars today, And we
have reduced staffing by over 100,000 pasitions — without layoffs.

We have continued fo improve the working environment for our employees. This is reflected, for
exampie, in our safety programs, which include effective partnerships with the Occupational
Safety and Health Administration. These have contributed to a 43 percent reduction in OSHA
itinesses and injuries over the iast five years. Working relationships marked by dignity and
respect must begin with a8 workplace that protects the health and safety of our employees.

We have built on the originat Transformation Plan with the implementation of our Strategic
Transformation Plan 2006-2010. This is updated petiodically to reflect changing market
conditions, the achievement of existing Plan goals, and the addition of new ones. We fully
recognize that, even with 3 comprehensive new postal law, it is incumbent on us to continue our
pursuit of system efficiency, service improvemnent, cost management, and customer value, all
based an the efforts of a customer-focused, performance-based cuiture.

When Comptrolier General Walker called for postal transformation, he was also clear about the
fact that the Postal Service, by its efforts alone, would be unabile te fully summount many of the
challenges he identified. He also recognized that they could be overceme only in tandem with a
fundamental revision of the Postal Service's basic governing statule, Title 39 of the United States
Code.

By the end of last year, the seeds planted by Mr. Wakker had thrived and were ready for harvest.
The Postal Service had moved into phase two of its transformation efforts — with a strong record
of success under its beft. And Congrass had enacted the Postal Accountability and
Enhancement Act, paving the way for longer-term success, The pieces were now in place for a
future that would protect affordable, universal mail service for everyone in America,

With the progress and promise represented by both of these actions, the Government
Accountability Office removed the Postal Service from its "high risk” list this past January. We are
grateful for this recognition of the effarts of our people over the ast five years. We fully
apprectate our obligation to continue to bring focused, productive, and efficient management to
every element of our business. And that is our continued commitment.

At the same time, we will do everything possible - both internally and in cooperation with the full
range of industry stakehoiders ang government partners, particidarly the new Postal Regulatory
Commission -~ to implement the provisions of the new postal law efficiently and effectively.

Soon after the new law was enacted, we began to identify, plan, and manage the timelines and
processes necessary for the successful and tmely implementation of the provisions of the new
law. We have restructured several functions to assure maximum levels of integration,
cooperation, and success. Cross-functional workgroups, including representatives from finance,
marketing, operations, hurman resources, and the law depariment are meeting regularly and
making progress in developing the new processes, policies, and regulations necessary to
implement the new law.

We have also initiated g dialogue with other federal agencies whose activities are affected by the
new law. These include the new Postal Regulatory Commission, the Department of the Treasury,
the Department of State, the Department of Homeland Security's Customs and Bordar Protection
unit, the Fedaral Trade Commission, and the Governmment Accountability Office. Of course,
ongoing Baison activities with both houses of Congrass, particularly our authorizing and
appropriations committees, are important etements of our efforts.
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WWe have also made mailing community cutreach a key part of our activities. Last month, along
with the Postal Regulatory Commission, we participated in a number of events intended to
provide the mailing industry with a befter understanding of the new law and how @ will affect them
and, more importantly, listening to what the maiters need from the new law.

These activities included a symposium, sponsored by American University's School of Public
Affairs, which examined key elements of the law, and a well-attended summit, which explored a
wide-range of pricing, service, and process issues arising from the Act. This was a particufarly
valuable discussion as the Commission begins the procass of drafling the regulations that will
govern the new pricing regimen,

At the 2007 National Postal Forum, the leading mailing industry trade conference, senior officers
of the Postal Service presented a number of sessions devoted exclusively to the new law. In
addition, the Forum's opening general session, attended by more than 4,000 delegates, featurad
my conversation with Dan Blair, the chairman of the Postal Regulatory Commission. And, the
Postal Service Board of Governors discussed the new law at a general session on the second
day of the Forum and responded fo guestions submitted by attendees.

We are also working closaly with the Matlers Technical Advisory Commitiee, whose membership
consists of a representative cross-section of the mailing industry, on requirements arising from
the new law. Most significantly, this includes the review of our service standards and the
measuremant systems that will support them, We helieve that ullimate success in this area must
take into account the needs and preferences of our customers, the costs of impiementation — for
mailers and for the Postal Service —~ and the use of compatible technologies that passively gather
and report performance metrics,

The Mailers Technical Advisory Committes and the Postal Service are also hosfing a Flats
Symposium in May. As we prepare for the deployment of the new Flats Sequencing System,
which will sort larger envelopes, magazines, and catalogs into delivery seguence, we jook
forward to this important conversation with mallers. While the flats sequencer will help us
manage costs and bring the full advantage of automation efficiencies to this product category, it
will require changes for the Postal Service and the industry. With our transition to a shape-based
rate structure, rather than one that has been primarily based on weight, we befieve this
symposium will benefit all parties.

The new law has created a close, complex, and complementary relationship between the Postal
Service and the Commission. As Chairman Blair has noted, he and | are now "connecied at the
hip." | ook forward to working with the Commission, not only through the development of
processes supporiing the implementation of the new law, but on the day-to-day regulatory and
oversight issues that will halp to define the Commission’s new role, as well.

The Postal Service has entered a period of accelerated transition. This will require flexitllity,
innavation, and focus to continue achieving our transformation goals within the context of the
significant changes reguired by the new postat law. We have an enormous responsibility to do
our part i achieving the law's goals of putting the Postal Service on & fim financizl footing for the
tuture and preserving universal service at affordable rates, with price increases tied to the rate of
infiation.
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it is my hope that same 30 years from foday, & future Postmaster General will be invited to sit at
this table and report on the progress that was made possible by the Postal Accountabifity and
Enhancement Act of 2006, But, having said that, t would be remiss if | did not point out that the
Act, while providing much needed flexibility in key areas such as price-setting and product
differantiation, does not resolve the underlying issue of 2 business model that, simply put, is
irrefgvant fo the reality of today's market, a fact recognized by the President’s Commission on the
United States Postal Service in its 2003 report, "Embracing the Future.” Frankly, | do not believe
any law, howaver well intended, can repair that broken modet because mail volume is no longer
growing at a rate sufficient to sustain the ever-expanding defivery netwark.

My position is not meant as criticism; rather it is an acknowledgement that the dynamics of the
21st century communications market have aliered ~ forever — the basic assumptions of postal
economics in a monopoly environment, The traditional postal menopoly, while it still exists as a
matter of theory and law, particutarly for what the new statute terms our “market-dominant
products,” does not exist in actual practice.

The explosive growth of electronic communications and an intensely competitive package
delivery sector have led fo the diversion of messages, transactions, and packages from the mail
channel. Competition exists for every piece of mail that moves through our system. This has
significantly slowed overall volume growth, with actual declines in some products, ang resulted in
shifts from higher-margin products to those making a lesser cantribution.

In & practical sense, this means that mail volume growth can no longer match the historic frends
of the last three decades and appears to be beginning to flatten. We can no longer depend on
volume growing at & rate necessary to produce the revenue required to cover the costs of an
ever-expanding delivery infrastructure,

This is not fo say that the new law does not offer opportunities and needed relief from an overly
restrictive, inflexible, lengthy, and adversarial pricing process. To the contrary, with the potential
for annual rate adjustments tied to the Consumer Price Index for market-dominant products, we
are in a much hetter pasition than ever to respond quickly as the market and cur financial
situation demand.

And with the separation of our competitive products portfolio from the market-dominant one, we
will be abie to operate far more nimbly in the expedited and package products sector. The new
law is sensitive to the needs of the broader market and preserves the proper balance among the
Postal Service and its private-sector competitors in this area in best serving customers.

Moreover, the new taw does position us favarably for growth by supporting market-based pricing
and making it possible o offer volume discounts. One of our greatesi disappointments
historically had been the refiance of other federal agencies on our competitors for package and
expedited defivery services because the old law did not pemmit us to match their offers. Through
the improvements made by the new law, we look forward to the ability {o compete with others for
the privilege of serving our partner federal agencies in new and better ways than had been
possible in the past,

in addition, with a retail presence at 37,000 locations in communities from coast to coast, the
Postal Service offers the potential for those agencies o provide convenient and cost-effective
access to their programs through our facilittes. For example, today we assist the Department of
State by accepting over two-thirds of passport applications at almost 5,500 of our locat offices.
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Growth, of course, represants our greatest challenge going forward. Electronic biling and
payment alternatives continue to adversaly affect First-Class Ma# velume, driving the transition
from a fransaction-based malistream to ong increasingly centerad on marketing and advertising,
toth of which heavily rely on Standard Mail. Because of First-Class Mail's higher marging, it
takes more than two pieces of Standard Mail to provide the profit contribution of each piece of
First-Class Mail diverted from our system.

The good news is that marketers have learned that direct mail — whether First-Class Mail or
SBtandard Mail ~ can add to the value of campaigns that also utilize other media. In this regard ~
and contrary o conventional wisdom - research shows that hard-copy mai and the Internet are
complementary sales channels, with one increasing the effectiveness of the other.

Dirsct mail, particularly cataloys, increases the time consumers spend on a retail web site. It
increases the likelihood they will buy. 1t increases the amount of merchandise they will purchase.
And i increases the amount of money they will spend.

People are alsp finding new uses for the mail. The State of Oregon switched to mall ballots as 2
better way to conduct efections, resulting in far greater voter participation than in-person voting. This
is an encouraging frend, and presents a unigue opportunity for our democracy. 1t is something | will
be discussing with a gathering of the secretaries of tha nation’s 50 states later this year.

Since a network of post roads and post riders tied 13 stuggling colonies together mors than 230
years ago, the Postal Service has taken great pride in halping to connect America’s citizens with their
government, Vote-by-mal is simply a current example of how this fraditional role continues to evolve
w1 & new century.

Mait is also at the core of the business mode! of some of today's most forward-looking businesses —
businesses whose primary customer interfaces are the internet and the mail. Neifiix relies on the
mai to distribite videos to midlions of customers every year, taking advantage of the Postal Service's
daily link fo every home and business in the nation. This makes it quicker, easier, and more
convenient than ever for busy families to enjoy cument and classic maovies without having to leave
their homes.

Similarly, eBay, one of the fastest-growing businesses in the world, connects millions of buyers to
millions of sellers, through the mait. Our productive relationship with eBay involves continued work
with members of the eBay community to develop and offer service features that provide continually
improved solutions to their shipping needs.

We will continue our workl with afl mailers, and using state-of-the-ari technology, to add even
rriore valie to our products and services. One example is the new Intelligent Mail Barcode. it
improves quality, cuts costs, and increases value — for mailers and for the Postal Service.

The inteligent Mail Barcode simplifies, strearmiings, and modernizes mail entry and payment
procedures. It provides a window into operations as the mail maves through our system. This
helps us to identify and eliminate operational bottlenecks, while it provides maflers with data that
assists in planning and decision making in areas such as staffing. cash flow, inventory, marketing,
and advertising. It contributes to more accurate addressing, helping to reduce the huge and
unnecessary Postal Servioe and industry costs of undeliverable-as-addressed mail. 1t will also
serve as the basis for providing actual service measurement data for specific mailings rather than
simply sample-based aggregate systemn averages. Today, more than 60 mailers enjoy the
benefits of the Intelfigent Mail Barcode and we are continuing its expansion, anticipating fult
rofout in 2008,
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The value of the mail goes beyond its advantage as a business driver. Itis also an important part
of the social fabric of our nation. We are particularly proud of our association with ADVO, Inc.
and the National Center for Missing & Exploited Children through the "Amerca's Looking for Its
Missing Children" campaign. Through leads generated by the program's "Have You Seen Me?"
cards, ane of the most recognizable direct mall pleces in America, 144 missing children have
been safely recovered.

Overall, direct mait is among the fastest-growing and most-effective advertising channels in America
today. Mail gets attention. Its results are maasurable. It can be targeted iike no other media. That
makes it more personal than any other. No ather medium can tap into individual inferests, or needs,
like the mail. That makes it relevant. And that makes it welcome, There's nothing fike it. That's why
I'm bullish on the mail.

bam also & realist | recognize that success under the new law will not be an easy |ift, by any
strefch of the imagination. We have never worked under a rate cap. We have never had to
manage our costs by class of mail. Both are exfremely challenging.

Significant portions of our costs ~ such as fuel, and employee retirement and health benefits —
routinely axcesd the Consumer Price Index, These are costs over which we have little control.
While we all experienced a sense of refief as last year's stratospheric gasoling costs receded,
they have begun, once again, to climb back up. With ane of the largest vehicle fleets in the
nation, and an infrastructure of almost 28,000 owned and leased facilities that must be powered,
lighted, heated, and cooled, this is a cause of great concern for the Postal Service and for our
ratepayers. For every one-cent increase in the price of gasoline, our costs rise 38 million dollars
annuaky.

We will maintain an intense focus on managing those costs we can control. We have had great
success in this area over the last several years. We have picked the low-hanging fruit. We have
stretehed our arms to regch even higher, Yet we must do more.

Keeping our rates under the cap and, at the same time, being able to pay our empioyesas a fair wage,
requires that we find ways to remove at least an additionad $1 billion in cosls each year. We beliave
this can be done. 1t will require discipling, difficult choices, and cooperation thraughout the
organization, as wel as support from our customers, the Postal Regulatory Commission, and the
Congress. But this is not about the Postal Service for its own sake; it is about our ability to preserve
affordable, quality, universal mail service for all of America.

For example, we have been exploring the expanded use of contracted delivery services — one of the
most cost-effective defivery modes available. This is nothing new. Singe the earliest days of
America’s postat system, we have used contractors fo move the mail safely and securely from point
to paint and provide box delivery along thair routes.

In fact, much of the mail you receive each day —whether deliverad by a city letter carrier or a rural
lettar carrier — has been handied by contractors providing over-the-road or air transportation, i has
heen paid for by a postage stamp that may have been purchased at 2 supermarket, convenience,
stationery or greeting card store, or perhaps at a Post Office cleaned and maintained by a contracted
service provider. Just as likely, postage was provided by a meter owned and leased by a private-
sector pravider. And you may have deposited or picked up your mall at one of almost 4,000 contract
postal retalt units operated by local business people in their communities. By augmenting the
services we provide directly with the services provided by others, we have been abie to better
manage costs, improve efficiency, and provide sven more convenient access for our customers.
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Viewed within the totalty of our business, contract defivery service represents the smallest portion of
our gutsourced activities — and an extremely stnall percentage of our overal! deliveries, The Postal
Service takes a number of steps in assessing contractors and subcontractors who are selectad to
provide maif delivery service. They undergo background checks, screening and fingerprinting. Thekr
suitability is ultimately determined by the Postal Inspection Service, the federal law enforcerment
group charged with protecting the security of the mall.  Any carrier — whether a Postal Service
empiayes or a contractor ~ wha is involved in the criminal mishandling of the mail is subject to the
same criminal penalties contained in Title 18 of the United States Code.

Procedures governing contracting out, adjusting defivery routes, and protecting employees from
invirtuntary layoffs are contained in the collective bargaining agreements with our unions. Thay are
the product of joint negotiations, as required by Title 39 of the United States Code. This was one of
the great advances of the Postal Reorganization Act of 1970 and it s a process that Congress has
endorsed through i#s preservation in the Postal Accountability and Enhancement Act of 2008,

The collective-bargaining process is a complex exchange of positions, ideas, and proposals.

Because it is a collective process, it requires both parties to consider and adjust their own priorities in
the ight of those of the other. Ultimately, it is intended to produce a working agreement with
provisions acteptable both to management and to the labor unions — and that work for our customers.
Passible violations of the resulting contract can be challenged and rasolved through a multti-step
grievance procedure, which includes third-party arbitration, The parties may also revisit existing
contract provisions through the joint negoliation process.

We understand the concerns any labor organization would have with cutsourcing. But it is not our
irtention to take existing work away from ouwr letfter carriers, nor is it our intentian to lay off any
carriers. That is sornething | pledge not to do.

With postage rates linked to inflation under the new postal law, contracting out remains an effective
and necessary tool to help us manage costs fo achieve this mandate. Yet | believe achieving
productivity gains in the delivery function can limit the growth of confracted delivery work.

This is true, as well, of our mail processing and retail operations. We must have the ability to adjust
aur netwark to accommodate the changing needs of our customers, o achieve the highest returmn on
aur technology investments, and 1o adapt to shifts in the type of maill moving through our system.
This s critical to our success.

Qur abilty to aperate within the constraints of a rate cap requires that we achisve our productivity
targets. We can choose either of two paths. Management and the unions can work together to
maximize the opportunities to increase productivity in processing eperations, retail, and delivery. |f
we da not do that, we will have created a situation that requires additional contracting out. | stand
ready 1o work with our unions to secure the fiture of our organization and its people,

tam also hopeful that we will be able to reach a negotiated contract settlement with the NALC, as we
have with the American Postal Workers Union and the Natipnat Postal Mail Handlers Unien. While
we are formaily entering the interest arbitration process, | believe the parties — and the interests of our
customers — are best served by an agreement reached jointly, without the need for third-party
tntervention. Therefore, | wilt continue my efforts to achieve this cutcome.

Despite vur progress in cost management, there has been some concern regarding the Postal
Servine’s financial position this fiscal year, following four consecutive years of positive net income.
As you know, we are projecting a loss of approdimately $5.2 billion this year.
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Thig is primarily a function of a number of related issues connected to the creation and funding of a
new Postal Service Refiree Health Benefits Fund by the new postal faw.

»  The 33 billion in cash that the Postal Service placed in a federally mandated escrow account
in Fiscal Year 2008 was designated to be piaced into the Fund in the first quarter of the
cument fiscal year.

»  Generally Accepted Accounting Principles require that the $3 billion escrow funds, which had
been considered restricted assats, be reported as a Fiscal Year 2007 expense.

= ‘While we wouid have preferred a 30- or 40-year arnortization schedule, the new law has a
fiattened 10-year payment requirement into the Fund that ranges from $5.4 to $5.8 billion
annually, beginning this Fiscal Year,

's important o put this into perspective. Afthough it will have a mulfi-billion dollar impact on our
reported 2007 financial results, the additional cash required is approximately $600 million.

These payment and accounting changes create a difficult financial situation in the short term;
however, this will improve significantly in 2017 and beyond, when refiree heaith benefits should be
fuily funded and this payment is ne longer required.

in closing, et me reiterate my sincere belief that the new postal law offers opporfunities to the Postal
Service and the entire mailing community. We acknowiedge these opportunities do not come without
added responsibilities. To take advantage of the opportunities and o fulfll the responsibiities, we will
continue {o improve every aspect of our business. We can do no less.

While some have asked me what might be changed in the law, | befieve it is premature to consider,
withaut sufficient experience. what — if any - revisions might be warranted. While this may be the
subject of a fruitful discussion in the future, our immediate focus must be a smooth transition and
iraplernentation of the new taw. | assure you that the Postal Service will do everything possible to do
that successfuily.

| wolid be pleased to answer any guestions you might have,

# # # #
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Mr. Davis oF ILLiNOIS. Thank you very much, Mr. Postmaster
General.
Now we will proceed to Chairman Miller.

STATEMENT OF JAMES C. MILLER

Mr. MiLLER. Thank you, Mr. Chairman, Mr. McHugh, Mr. Lynch,
Mr. Sarbanes. Thank you for inviting us here today. Thank you for
holding this hearing. We are always looking for ways and opportu-
nities for improving our service.

I have a statement that I submitted for the record. I ask it be
included in the record.

Mr. Davis orF ILLINOIS. Without objection.

Mr. MILLER. Thank you very much.

It is a statement on behalf of the Board of Governors, the entire
Board of Governors of the Postal Service. Our message to you today
is that all of us, the Postal Service employees, the Postal Regu-
latory Commission, the customers of the Postal Service, and Mem-
bers of Congress must all pull together if this enterprise is to pro-
vide the kind of service at reasonable prices that the American peo-
ple have come to expect. Yes, we have made substantial progress
in the last few years: transformation plan, rate increases below in-
flation, increased quality, contraction of the labor force, streamlin-
ing the network, overcoming challenges of higher fuel costs, paying
off $11 billion in debt, and 7 years of increased productivity.

However, the centuries-old social compact that has characterized
the Postal Service, where you could defray almost any level of cost
by raising the price on monopoly mail, just doesn’t work any more.
That compact is broken. The reason is that we are in a competitive
environment. In the economists’ terms, the demand for monopoly
mail is shifting to the left and becoming more and more elastic as
time goes forward from competitive sources. They just simply can’t
do that any more. We have to re-evaluate.

The business model, as my friend Jack Potter has indicated, is
broken. By the way, I am delighted and honored to be here with
Mr. Potter and Mr. Blair and the other panelists that will appear
before you today.

We have to be much more consumer oriented. I have in my state-
ment an example of where I bought some stamps in Los Angeles,
and the Postmaster came out and thanked me personally for buy-
ing so many stamps, and saying if there is anything else she could
do, she would be glad to do that.

I also gave an example of a letter carrier who complained about
a bunch of mail that I had proffered. Now, it could have been the
other way around. It could have been the mail carrier had done the
customer work, and we have all had mail carriers that have been
delightful and been very solicitous of our business and postmasters
that have not been so solicitous. But we have to be more solicitous
of our customers. We have also got to listen to the needs of our cus-
tomers, even anticipate the needs of our customers. We have also
got to be much more innovative. We need more win/wins, like the
forever stamp. The forever stamp is good for us and it is good for
customers. Automated postal service where you go in and are able
to weigh something, mail it right there, click and ship, grade inno-
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vation. Our Web site, which is visited by a lot of people every day,
very useful. I visit it all the time.

We need better metrics, as the GAO has pointed out. We need
to, as my friend Allen Murton over at George Mason University
said, what gets measured gets better. If we have the right meas-
ures, things will get better.

Even more attention to cost is needed. Flats processing machines
hold potential for substantial savings.

By the way, on the cost side you need to bear in mind that this
new law adds cost to the Postal Service, not just in terms of the
costs that we have had recently announced in February, but adds
cost, Sarbanes/Oxley and other things.

We need to make the structure of rates more closely approximate
the structure of cost. I gave an example in my testimony. When I
was at the undergraduate University of Georgia I worked at a
hardware store, and the manager gave me the key to reading the
little script on there that told me what the wholesale price was of
any big item and authorized me to negotiate down to the wholesale
price. And then after a while I began to think, if we sold everything
at wholesale price there wouldn’t be anything left over to pay the
rent, the building, the light bill, and my meager salary. Now, the
Postal Service can’t sell at wholesale rates, either. We have to do
better than that.

I think it is really important, and my colleague over here, Mr.
Blair, and his colleagues at the Postal Rate Commission, how they
establish the parameters of our competition in our monopoly or
non-competitive sector and also in our competitive sector.

I remember when I was chairman of the Federal Trade Commis-
sion, Chairman John Dingle of the Commerce Committee empha-
sized to me, he said, if I am given the choice of writing the goals
of a bill and writing the process, I will choose the process every
time and I will beat you ever time. The process is really key here.

Members of Congress can help. To ban contracting out is a very
bad idea. As Jack has just said, we don’t anticipate additional con-
tracting out right now. Contracting out is only, like, 2 percent of
our total deliveries. I mean, this is just a small sliver, but to ban
it, to put us in a box and say never is a very bad idea.

You also need to give us more running room with respect to the
streamlining of our logistics system. Constant restraints on our
ability to streamline is very costly. It costs all of the mailers.

Mr. Chairman, by the way, we would like to have better relations
with Congress, the Board and the Postal Service management both.
I think it is only that way we can find out what your concerns are,
and also you can find out what our problems are.

The Postal Service is the 57th largest enterprise in the world
measured by annual sales. It is the 20th largest domestically. It
carries 44 percent of the world’s mail. Its pickup and delivery goes
to 146 million homes six times a week. It is in the top 25 most re-
spected companies in America. It is the most respected Government
agency. All that is a tribute, in my judgment, to our distinguished
Postmaster General, Jack Potter, and his team at the Postal Serv-
ice, and to postal employees. We are proud of the record that we
have and we want to make it even better.
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At the appropriate time, Mr. Chairman, I would be happy to an-
swer and respond to any of your questions.
[The prepared statement of Mr. Miller follows:]
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Chairman Davis, Ranking Member Marchant, and Members of the
Committee: thank you far inviting my colleagues ard me today. And thank you for
holding this hearing. We at the Postal Service are constantly on the lookout for
ways to improve. This is no less true of the Board of Governars as with
management, led by Postrnaster General Potter, and other employees. And, I'm
sure this is also true of Chairman Blair and his colleagues over at the Postal
Regulatory Commission (PRC).

The Board of Governors appreciates very much this opportunity to present
our views — which this statement summarizes (though individual Governors may take
exception to a statement or emphasis here and there). We also want to make sure
that in the future we have more communication between the USPS and Congress.
The Postal Service Is facing significant chaltenges and opportunities ~ especially in
implementing the new law — and we believe extensive, cordial relationships betwean
us and Congress are vital to our understanding your concerns and to your need to
oversee and understand our operations.

UHNITLS ETelEs Prisial Seavice
475 L'EMFaxT Pisza, SY
WesHIETEN, OC 28260.1000
WERAY LEOE COM



29
-2

What we wish to convey to you today is that while over the short run we have
had considerable success, over the longer run we must alf work together if this
enterprises is to survive to provide the kinds of services al reasonable prices the
American people have come to expect. By “all” we mean postal employees,
customers, the PRC, and even Members of Congress. As Benjamin Franklin said at
the signing of the Declaration of Independence, "We must all hang together, or
assuredly we will all hang separately.”

We've made steady progress in cur Strategic Transformation Plan. Our
objective is no less than a substantial recrientation of Postat operations — to
increase revenue, to reduce costs, to increase quality and satisfaction among our
customers, and to empower each of our employees io contribute to the success of
these efforts. Over the past several years, successes under the plan have allowed
us to reduce the number of full-ime employees by approximately 100,000,
overcome substantial increases in fuel costs, and pay off all our debt. As a great
testament to the Postrmaster General and his feam, we've increased total factor
productivity for seven straight years.

That said, we are increasingly concerned about the outlook for the longer run,
and the reason for cur concern is this: the century-old "social compact” that has
characterized the Postal Service is breaking down. That is, the Postal Service is
given a monopoly on letter mail, and with the profits from the monopoly it provides
universal service; until recently, anytime a shortfall seemed imminent and
unavoidabie, the Postal Service could rely on increasing the price on letter mail to
cover the loss.

That doesn’t work anymore. The monopely return on letter mail is
disappearing. |n economists’ terms, the demand curve for letter mail is shifting to
the left and becoming increasingly elastic. Why? Because of electronic
communications, primarily, but also because of other substitutes such as express
mail. We live in a different mail world than existed 20, or even 10 years ago. We
live in a competitive environment -~ not just the 10 percent of our business the new
law identifies as “competitive,” but the so-calied market-dominant portion as well.

This is a very positive development for most American consumers. It means
they are taking advantage of a myriad of emerging modes of communication. It also
means increasing pressure on the Postal Service to be competitive and customer-
oriented. We've certainly got to do our part. Let me give you two personal
examples of the kinds of things we shouid and shouid not be doing.

A year or 50 ago | was in |.os Angeles, on business, and dropped by one of
the USPS retail stores downtown. | asked for, and purchased, five-hundred-dollars’-
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worth of Reagan stamps. Before { could leave, the Postmaster came out, personally
thanked me for my purchase, and said that if there were anything else | needed just
tet her know. Now, that's being customer-friendly.

On the other hand, a couple of months ago my spouse completed a personal
mailing one evening while we were in town at our apartment in DC, and | brought the
cardboard-box-full down to the concierge the next moming. Here were several
hundred letters, all affixed with stamps and all in order. That afternoon, the
concierge told me the letter carrier, who drives a Postal truck, had given him a very
hard time about all this “extra mail” and that if he ever had such a volume of mail
again he'd have to call for a special pickup. Now, that's not being customer-friendly.

} don't mean {o pick on letter carriers and praise Postmasters. It could easily
have been the cther way around. The point is, none of us can afford to be indifferent
to our customers, as if we are the only game in town. We have to be responsive to
what our customers want and need, because if we don't we won't be around for very
long.

We also have to be better at listening to our customers to ascertain their
needs. Further, we must anticipate those needs by offering services they will
endorse and on which they will come to rely. in particular, we must look for
innovations that wilt constitute “win-wins” for both consumers and the Postal Service.
The “Forever Stamp,” initially championed by PRC Commissioner Ruth Goldway, is
an example: it alleviates the necessity of individual mailers’ having to come up with
extra stamps in case of a rate increase, and it heips the Postal Service by avoiding
the costs of printing and selling those extra stamps — and also, we get the use of the
money until the stamps are redeemed. There are other exampies: auiemated postal
centers, “Click N Ship,” and a user-friendly website all redound to the benefit of the
Postal Service and its customers.

Oppeoriunities for "win-wins” extend to the rate structure as weil. As you
know, in the recent rate case we proposed, and the PRC recommended, tariffs that
give incentives {o customers o tender mail in ways that we find easier to process,
saving maflers money and lowering USPS costs. We believe the compensation
guidance contained inn the new legislation also qualifies as a "win-win.” We are now
developing guidelines {o put that new authority to work flexibly and effectively — to
make sure we attract and/or retain the best personnel for essential management
positions. And, we will work with the Posimaster General to make sure these
guidelines are implemented fully.

To improve service, we need better metrics on performance. As George
Mason University President Afan Merten says, "What gets measured gets better.”
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This is & matter the Government Accountability Office has brought to our attention.
We are excited about the development of “intelfigent mail,” with its new bar code,
which identifies the sender, the place the mait is “dropped,” the kind of service, et
cetera. This will atfow “real time” tracking of mail and enable performance reports
heipful to us as well as our customers.

if we are to survive in the long run, we must give even more attention to
costs. We're very high on our new flais processing machines. Like our fefter
processing machines, they promise significant savings and increases in
performance {both reduced delivery time and reduced error rate}.

Speaking of costs, we should note that the new postal law adds significantly
to our cost base. As you know, we recently restated our FY 2007 forecast to
conform with the new law's mandates. Relief from the $3.3 billion planned escrow
payment and the reduction of $1.5 billion in CSRS payments fail to offset fully the
$5.4 bilion we must place with the newly-created Postal Service Retiree Health
Benefits Fund. The result is a $600 million shortfall. We also note that complying
with the letier, not just the spirit, of the Sarbanes-Oxley law will add considerable
costs that will have to be covered by Postal customers. As you know, private firms
have experienced significant cost increases complying with the law, and our hybrid
stalus presents additional challenges. There are other costs that may be atiributed
to the new law, although we do not have a rack-up of these o offer at this tima.

One matter on which we should comment is the structure of rates in relation
fo the structure of costs. As you know, the new postal act gives the Departrment of
Treasury a significant role in determining Postal costs attributable fo various
services. One reasen for this initiative is widespread dissatisfaction with the Postal
Service's attributing only 56 percent of its costs, with the rest allocated to
‘overhead.” One might expect the participation of Treasury and cothers in the cost
allocation process fo lead to an increase in the proportion of the Postal Service's
costs that are atiributable. If so, then that likely will dictate a change in the structure
of rates. As you may know, even under the new rates accepted by the Board of
Governors, some raies on some classes of mail just barely cover their attributable
costs, whereas on other classes the coverage exceeds 200 percent.

#t's not enough just to cover afiributable costs. Let me give you & personal
example. When | was an undergraduate at the University of Georgia, ene summer |
worked as a clerk at a local hardware store. After being there for a couple of weeks,
the store manager asked me, "Do you know about '‘BACKSMITHE?" | didn't, so he
iold me that the wholesale price of an item was coded on the price sticker — *B” for 1,
“A” for 2, and so forth. He then authorized me to negotiate on larger items down o
the wholesale price. | thought that was pretty neat, but then it occurred to me that if
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we sold every item for the wholesale price, there would not be anything left over to
pay the store's electrical bifl, the telephone bili — and my (meager) salary! We can't
sell Postal Services at wholesale rates either.

Going forward, it is absofutely essential that the PRC set ground rules that are
reasonable and allow the Postal Service the flexibility i needs fo respond to
changing conditions - on both the price side and the cost side. We need io be able
to respond to emerging marketing opportunities — to consumer needs and potential
needs. We also need to be able to change the structure of our rates in response o
changes in the structure of costs. Let me give you an example. Suppose —justas a
hypothetical -- the new flats processing equipment lowers the aftributable costs of
this type of mail significantly. In that event, we would expect to lower rates on this
type of mail. We would need the flexibility fo do so.

A major reason we believe this is important — and one reason we had
misgivings about the new legislation — is that process matters. Some 20 years ago |
learned from Commerce Committee Chairman John Dingell that procedure is critical
to outcomes. Chairman Dingell told me: “If you give me the choice of writing the
goais of a bill and writing the procedures, I'll choose procedures and beat you every
time!” Just how the PRC crafts the “rules of the game” under the new law will
determine, to a considerable degree, what kind of Postal Service we see decades
from now.

Finally, let us address some ways in which we believe you, Members of
Congress, can be of assistance. Presently, by most accounts, USPS career craft
ernployees enjoy a significant wage premium, owing to the unusual statutory
arrangement for resolving differences between labor and management. We have
been told that the prospect of any relief on this score is nil. Indeed, during the
negotiations leading up to the new law, this matter was considered a "sacred cow.”
Thus, the ways we have of addressing iabor costs — which constitute some 80
percent of our total costs — and remaining competitive on the wage front are Hmited.

As described above, we are working very hard on productivity and are
achieving significant success. We have also contracted out some smalf portion of
cur work. Now, the Naticnal Assoclation of Letter Carriers (NALC) is refusing to
settle because we won't commit to no further contracting out. Since 1973, our
agreements with the NALC have recognized the Postal Service's right to contract
out, although the the USPS is required to consider cost, efficiency, public interest et
cetera before doing so. Currently, only 2.5 percent of deliveries are contracted out,
and there are no plans to contract out routes currently served by NALC members.
But to say never more- to tie our hands and put us in a box — is not an acceptable
alternative; nor should it be prohibited legislatively. Not only does coniracting out,
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where necessary, lower our costs, the prospect of contracting out moderates
demands for wage increases. Now, we have received word that spokesmen for the
NALC have boasted that they will attain their goat through legistation. We sincerely
urge you to reject such an mnitiative.

We also ask for your indulgence in our efforts o streamiine our logistics
network — one important source of productivity improvements. Area Mail Processing
(AMP} centers, consolidations, and other reforms in our network not only lower costs
but increase the quality of our services. Reflex opposition to such changes impades
progress, increases costs to Postal customers, and makes it difficulty for us {o offer
superior services ai reasonable prices.

The U.S. Postal Service is one of the largest business enterprises in the
world, ranking 57th in annual sales in 2008 according to Fortune magazine; in the
1).S., we rank 20", again according to Forfune. We deliver 44 percent of the world’s
mail and provide pickup and delivery setvice to 146 million addresses every day of
the week except Sunday. We are the most trusted government agency according to
a recent Ponemon Institute poll, and are among the top 25 most respecied
companies in America, according to Forbes magazine. This is a tribute o the 700
thousand USPS employees and, in particular, the leadership of our distinguished
Postmaster General, Jack Potter.

We are proud of our record and want to make i even better.

Thank you, Mr. Chaiman, Mr. Ranking Member, and Members of the Commitiee.

That completes my statement. | shall be happy to address any questions you might
have
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Mr. Davis oF ILLINOIS. Thank you very much, Mr. Chairman.
We now will proceed to Chairman Blair.

STATEMENT OF DAN G. BLAIR

Mr. BLAIR. Good morning, Chairman Davis, members of the sub-
committee. Thank you for the chance to testify here this morning.
I thank you for the opportunity to appear here on the panel today
with Postmaster General Potter, as well as Chairman Miller. I also
want to give a brief thank you to you for your interest in the Postal
Service over the years, and especially thank you to John McHugh
for your efforts over the last 12 years in bringing this to fruition.
I think that your efforts have paid off, so thank you very much.

I also want to acknowledge my fellow commissioners here with
me this morning, and Vice Chairman Tisdale, Commissioners
Goldway, Hammond, and Acton, who are in the audience this
morning.

The passage of the Postal Accountability and Enhancement Act
represents a profound change in our regulatory functions and sig-
nificantly enhances the Commission’s authority. As noted, the Post-
al Service will have more autonomy in setting rates, particularly
for its competitive products. However, the ability to increase rates
for market dominant products will be limited ordinarily by in-
creases in the Consumer Price Index. The act assigns continued
oversight responsibilities to the Commission.

The law equips the PRC with authority to use new enforcement
tools, including subpoena authority; the authority to direct the
USPS to adjust rates and take other remedial actions; and the im-
position of fines in case of deliberate noncompliance with applicable
postal laws.

We will analyze and report on the Service’s compliance with the
new law, consider complaints, and report on a regular basis to the
President, Congress, and the public.

The Commission is fully engaged in implementing the strength
and regulatory responsibilities required by the act, as well as com-
pleting pending business in the previous law. We understand that
transforming the Commission into the regulator envisioned by the
reform legislation will result in changes to our organizational struc-
ture and work force capacity. The PRC is working with an outside
expert in this regard.

Regarding old business, on February 26th the Commission ren-
dered its recommended decision on the most recent omnibus rate
case. This was the first fully litigated case since 2001. We audited
the Service’s projected revenue needs and made adjustments to
their initial estimates based on subsequent Postal Service refine-
ments of these estimates. We also recommended improvements in
the design of rates for many postal products at the Service’s re-
quest to align rates more closely with shape.

Our decision relied on well-established ratemaking principles, in-
cluding a reaffirmation of the principle that work-sharing discounts
should be limited to the amount of the cost savings accrued to the
Postal Service, the approach ratified by the act.

On March 19th the Postal Governors endorsed the Commission’s
rate recommendations with tree limited exceptions, including those
for standard rates, flats, mail. On March 29th the Commission
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issued an order establishing procedures for further consideration of
these issues and invited comments from interested parties before
the end of this month. Because the Commission deliberations are
ongoing, I hope people will understand that it is inappropriate for
me to address them specifically at this time.

One of the most critical responsibilities the act assigns to the
Commission is the establishment of a modern system for regulating
rates and classes for market-dominant postal products. We are
moving quickly to develop regulations for the new ratemaking sys-
tem.

The Commission published an advanced notice of proposed rule-
making on January 30th soliciting public comments on how the
Commission can best fulfill its responsibilities and achieve the ob-
jectives of the act. The initial round of comments was due on April
6th, and reply comments are due May 7th. To date, 32 parties have
submitted comments.

Creating a regulatory framework for the establishment of a more
modern rate setting process is only one of the many actions facing
the Commission. The act directs the Postal Service, in consultation
with the Commission, to establish service standards for market-
dominant products and assigns regulatory oversight to the Com-
mission. The act also directs the Postal Service and the Commis-
sion to consult on developing a plan for meeting these standards.
We look forward to full consultation, as envisioned by the act, with
the Service later this spring and summer.

A key aspect of the Commission’s ongoing efforts is outreach, so-
liciting input from postal stakeholders, especially mail users, in
consultation with other Government agencies such as Treasury,
State, the FTC, Customs and Border Protection, the Postal Inspec-
tor General, and the GAQO. Appearing before this subcommittee
today and hearing your views and concerns is a critical part of this
process.

Mr. Chairman, the benchmarks established for the Commission
pose some daunting challenges, especially in light of the Postal
Service’s opportunity to file one last omnibus rate request under
prior law. There is no question that this final rate case will divert
Postal Service and Commission resources that, in my view, would
be better devoted to developing a new system of regulatory over-
sight. Nevertheless, the Commission is committed to timely per-
formance of all its statutory obligations, and to doing so in a rea-
soned and balanced manner.

Mr. Chairman, members of the subcommittee, thank you for this
chance to testify today. I ask that my written statement be in-
cluded in the record, and am happy to answer your questions.

[The prepared statement of Mr. Blair follows:]
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Chairman Davis, Ranking Member Marchant, and members of the Subcommittee
on Faderal Workforce, Postal Service, and the District of Columbia, thank you for the
apportunity to provide testimony on the operation of the new Postal Regulatory
Commission {PRC) and our strategy for the future,

| wish to particutarly thank Chairman Davis, full Committee Chaitman Waxman,
full Committee Ranking Member Davis, and Congressman McHugh for their ongtime
support of the Commission and the confidence they have shown in the Commission as
dermnocnsirated by the Postal Accountability and Enhancement Act (FAEA).

The PRG is an independent agency that has exercised ragulatory oversight over
the Postal Service since its creation by the Pestal Reorganization Act of 1870,
Primavily, that oversight bas consisted of conducting public, on-the-record hearings
concermning proposed rate, mail classification, major service changes, and
recommending decisions for action by the postal Governors.

The Paostat legisiation enacted on December 20, 20086, strengthens the authority
of the renamed Postal Regulatory Commission and changes the form of regulatory
oversight in many respects. The Postal Service is granted rmore autonomy in setting
rates, particularly for its competiiive products. However, the Service's ability o increase
rates for market-dominant products is limited ordinarily by changes in the Consumer
Price Index (CP1}. The law now requires the Commission fo complete its review of new
rates for compliance with the CPI cap within 45 days, Moreover, the PAEA streamilines
the Postal Service's ability to intreduce new postal products.

To counterbalance the Postal Service's enhanced autonomy in setting rates and
intreducing new services, the PAEA assigns continuing oversight responsibitities to the
Commission. The law appropriately equips the PRC with authority to use new

enforcement mechanisms. Oversight will consist mainly of information gathering,

Page 1
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annual determinations of Postal Service compliance. consideration of complaints, and
periodic reports on Commission operations. Enforcement tools inciude subpoena

power, authority to direct the Postal Service to adjust rates and to take other remedial
actions, and levying fines in cases of deliberate noncompliance with applicable postal

laws.

The Commission is now fully engaged in implementing the strengthened
regulatory functions assigned by the PAEA. This effort involves completing pending
business under pravious law, as well as developing an organization adapted to the

Commission's new responsibilities.

As you know, the Commission rendered #ts recommended decision on the Postal
Senvice’s omnibus rate request on February 28, 2007. We audited the Postal Saervice's
projected revenue neads and made appropriate adjustments to their initial estimates
based upon subsequent Postal Senvice refinements of these estimates, We also
recommended improvements in the design of rates for many postal products at the
Postal Service's request, such as aligning rates more closely with shape, which affects
processing costs. The Commission’s decision relied on well-established ratermaking
principles, including a definitive reaffirmation of the principls that worksharing discounts
should bs limited 1o the amount of cost savings accruing to the Postal Service — the
approach ratifiad by the PAEA.

On March 19, 2007, the Governors of the Postal Service endorsed the
Commission’s rate recommendations, with three Emited exceptions: rates for the
Priority Mail flat rate box; for additional ounces of non-standard First-Class lstters; and
for Standard Rate Flats mail. Cn March 28, 2007, the Commission issued an Order
establishing procedures for further consideration of these issues and inviting comments
from interested parties before the end of this month. Because the Commission's
deliberations on these topics are ongoing, 1 hope you will understand that it is
inapproprate for me o address them specifically at this time.

Page 2
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Other pending business inciudes two mall classification procesdings, one of
which concerns a Negotiated Service Agreement or NSA. To date, the Commission has
completed proceedings on six proposed NSAs and approved each of them, with the
exception of one that was withdrawn at the request of the Postal Service and the
co-prepenent. The Commission also issued an Advisory Opinion on December 19,
2006, on the Postal Service's plans for reconfiguring its mail processing and

transporntation networks.

One of the most critical reguirements the PAEA assigns to the Postal Regulatory
Cormmission is the establishment of a modern system for regulating rates and classes of
market-dominant postal products. in order to move expeditiously toward the new
ratemaking system, the Commission published an Advance Notice of Proposed
Rulemaking on January 30, 2007, soliciting comments on how the Commission can best
fulfill s responsibilities and achieve the objectives of the PARA. The initial round of
comments was due on Aprit 6, 2007, and reply comments will be due on May 7, 2007.
Yo date, the Commission has received commants from 32 parties. in addition, the
Commission and the Postal Service co-sponsored a summit on meeting customer
needs in a changing regulatory environment, with over 200 attendees on March 13,
2007,

The PAEA directs the Postal Service, in consultation with the PRC, to establish
sarvice standards for market-dominant products, and assigns reguiatory oversight to the
Commission, The Act also directs the Postal Service and the PRC fo gonsult on
developing a plan for mesting these standards, including any necessary changes to the
Service's processing, transportation, delivery, and retail networks., Conseguently, we
will revisit these infrastructure issues in the context of setvice standards to ba
established under the PAEA. Moreover, we appreciate the opportunity for Commission
personnel to observe meetings of the Mailers Technical Advisory Commitiee {or MTAC)
to become betier informed on mailers' views of their service needs. Wae look forward to
full consultation with the Postal Service, as envisioned by the Act, later this spring and

symmar.

Page 3
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The Commission is also advancing toward performance of its auditing and
reporting responsibifiies under the PAEA. During the next two years, these
responsibiities will require the following essential actions:

» A comprehensive review and report examining universal postal service
andg the postal monopoly in alt ragions of the United States, including an
assessment of fikely futire neads and recommended changes;

= Areview of all non-postal products offerad by the Postat Service, followed
by a determination whethear sach of therm shouid continue, based on an
assessment of public need for the service and the private sector’s ability

to meet any such need;

+ Annual notice-and-commaent proceedings followed by Commission
determinations on whether any rates, fees, and service standards failed to
comply with applicable requirements during the preceding year; and

s A vreport to the President and to the Congress on the first year of the

Regulatory Commission’s operations.

In furtherance of these tasks, the Commission has already begun discussions
with the Depantments of Treasury and State, the Federal Trade Commission, 14.3.
Gustoms and Border Protection, the Postal Service's Office of inspector General, and
the Govemmaent Accountability Office, regarding implementation of the new taw,

The Commission is also moving on other fronts to meet its new regulatary

responsibilities. One critical effort is organizational — adapting the existing Postal Rate
Commission inte the regulatory body envisaged in the PAEA,

Page 4
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With the enactment of the PAEA, the Commission will nead to underge changes
in s organizational structure, workforce size and skill mix, areas of functionatity and
expertise, and policies and procedures. The Act ouliines specific requirements that
necessitale a limely and thorough analysis of the Commission's current state, and a
strategic plan of action o bridge functional gaps and to mest statutory deadlines. The
PRC is working with an outside expert in this regard.

The first step in this process documented the current organizational baseling
through in-depth interviews with staff 1o gauge what competencies were required o
perform their current duties. The Commission is analyzing and identifying skill gaps

between the current baseline and the requirernants the Act places on the PRC.

Another key component of the Commission’s engoing efforts is outreach:
sohciting input from postal stakeholders, especiaily mail users, and consultation with
other government agencies. Appearing before the Subcommittee today, and hearing
your views and concems, is an imporiant pari of this process. We are also progressing
on schedute toward the appointment of the Commission's first Inspecior General. }
woutld lke to note that the Commission has recently created an Office of Public Affairs
and Governmental Relations to maintain contact with all postal stakeholders.

The benchmarks established for the Commission by the PAEA pose some
daunting challenges, especially in light of the Postal Service's opportunity to fite one last
omnibus rate request under prior law. There is no question that an additional rate case
would divert Postal Service and Commission resaources that, in my view, would be better
devoted to developing the new system of regulatory oversight. Nevertheless, the
Gommission is committad to timely performance of all its statutory obligations, and to
doing so in a reasoned and halanced manner.

FPage 5
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CONCLUSION

in elosing, | wish to acknowledge the dedication and commitment of my
colfeagues — Vice Chairman Dawn Tisdale, Commissioners Ruth Goldway, Tony
Hammend, and Mark Acton. Thank you, Mr, Chairman, on behalf of the Commission,
for this opportunity to present a status report on our prograss foward activating the
strengthenad oversight responsibilities assigned by the Postal Accountability and
Enhancement Act. Your Subcornmittee’s attention to these mattars assists us greatly in
maintaining focus on issues vital to our Nation’s postal system.

P will he happy to answer any guestions you may have.

Page &
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Mr. DAvis OF ILLINOIS. Thank you very much, Mr. Blair.

We will now move to the question and answer part of this. I will
begin.

Mr. Postmaster General, why don’t I begin with you. All of us are
proud of the Postal Accountability Act, which was signed into law
on December 20, 2006, which replaced the Federal body that regu-
lated the U.S. Postal Service, the Postal Rate Commission, with the
Postal Regulatory Commission, and gave this new entity greater
powers.

My question is: what do you see in the mix of all of this, and
what do you view as the greatest challenges in implementation of
the Postal Accountability Act?

Mr. POTTER. Mr. Chairman, probably the initial challenge is to
develop the regulatory process, and what we are doing is we are
working as closely as we can with Dan Blair and his fellow Com-
missioners and the Postal Regulatory Commission, as well as mail-
ers, to make sure that the product of this regulatory process serves
the people that it was intended to, and that is the mailing commu-
nity. So we are working very closely to develop that process. There
are some hurdles in the new law that, quite frankly, as my testi-
mony stated, are going to be a challenge for us. We have never at-
tempted to manage our cost by product line, which is what this is
asking us to do. We have always taken a tact of we would make
investment that would produce the biggest return for the Postal
Service, not by class of mail but by bottom line for the Postal Serv-
ice, and it is going to have us rethink some of our investment strat-
egy so that we can meet the tenet of the law, which basically says
keep your rates below inflation by class of mail.

Another issue is going to be the transition and the establishment
of service standards for all classes of mail and tracking systems for
all classes of mail. We do have standards now that we are working
with the Mailers Technical Advisory Committee on, as well as
other mailers, people who use the mail, but establishment of those
standards and goals at the same time to me is problematic. I be-
lieve that we should establish the standards, we should put meas-
urement systems in place, but we shouldn’t establish a goal until
we have some base of performance, and then, again, establish a
goal off of that base.

But, in addition to that, the law calls for more transparency
under Sarbanes-Oxley, and we are going to have to work very hard
to live up to what the law is asking us to do.

Let me assure you, though, that we are committed to implement-
ing the law and to taking full advantage of the flexibility that is
built into the law. We understand why different provisions are put
into the law. We are going to live, again, up to the spirit of that,
and we hope to take advantage of the flexibility for pricing that is
built into the law, as well as take advantage of the fact that we
are going to be allowed to compete for package services, expedited
services, and others as decisions are made along the lines of what
is a competitive product and what is a market dominant product.

Mr. Davis oF ILLINOIS. Thank you very much.

On January 23, 2007, the Inspector General’s office issued an in-
ternal report concerning Cintas, which is a service contractor that
provides a full range of services from uniform programs, interest
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mats, to restroom supplies, and promotional products. The inves-
tigation centered on Cintas adding a randomly calculated addi-
tional charge or environmental charge to its services. The report ul-
timately recommended that the Postal Service consider suspension
and debarment of the Cintas Corporation. Have you, since this rec-
ommendation, renewed this contract? And if so, can you tell the
committee why?

Mr. POTTER. I am not familiar with that contract.

Mr. Davis oF ILLINOIS. Thank you.

[The information referred to follows:]
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October 12, 2007

The Honarable Danny K. Davis
Chairman,

Subcommittes on Federal Workforce,
Postal Sorvice and the District of Golumbia
Washingion, DC 20515-6143

Dear Chairman Davis:

This responds to the question you raised at the Subcaommities oo Federal Workforoe, Postal Service and
the District of Columbia’s April 17 hearing regarding the U5, Postal Service's contract with Cintas
Cuorporation for custodiai supply senvices.  You asked whether the Postal Service has renewed its
contract with Cintas Carparation.

it may be helpful if | provide some backgrourd information on this matter. On Decarmber 20, 2002, the
Postal Service awarded a competitive confract to Cintars Corporation, for an initial four-year term with
three twoeyear renewal aptions. This contract was one of two Supply Chain Management (SCM) sirategic
contracts awarded for custodial supplies. Prior to these contract awards. custodial supplies were sourced
ir a decentraized manner from over 200 suppliers. By reducing the numbser of suppliers from
anproximately 200 to 2, the Postal Service employed a structured SCM business strategy resulling in the
standardization and uniformity of processes, products and services. Alao, by placing the Cintas items on
the Postal Service's electronic eBuy catalog, the Postal Service has standardized business processes
refative to source selection, order placement. invoicing and payment,

The initiai contract period for the Cintas coniract expired on December 19, 2008, and the contract was
axtended For an additional wo-yvear period through Dacember 20, 2008, Frior to exercising this option,
the contracting officer conducted market research and price analysis, and determined thal the suppher
was still providing the best value o the Postai Service.

During the tecm of the initial four-year contract with Cintas, the Department of Justice (DOJ) advised the
Postal Service of a private seclor class action lawsat alkeging that Cintas had fraudulently changed
emdronmentat retated fees on its contracis. The DOJ subsequently opted out of the class achion suit and
deciined to pursue Yitigation on behalf of the L. 3, Government. Since the DOJ decided there were
nsufficient grounds to pursue a claim against Cintas, the Fostal Service made a detenmination that there
was insufficient causa to pursue debarment.

Based on the allegations, and after discussion with the Office of the Inspector General (OI3), the Postal
Service considered attempting recovery of environmental fees it had paid to Cintas. However, becabse it
wolld be difficult to recover costs on contracts for which the statute of limitations had expired, and
bacause the amount the Postal Service stught to recover was of a smali-dollar value (approximatety
565,000}, we made a determination that & would cost more io pursue the claim than s lkely recovery
would vield.  As such, we did not pursue this matter further, and netified the OIG accordingly.

it iz important to note that, while the Postal Service did renew its contract with Cintas, the pricing and
coniract were structured in such a manmer that will protect it from recurrence of an incident of this nature.
The Postal Service negofiated specific, aii-inclusive pricing for the various services Gintas provides, and
no additional "environrmental” charges can be added to the pre-delermined fee for any given service. To
date, Cintas continues to satisfy high level performance expectations and has fulfiied its contractug!
obligations in a professional end responsive mannsr at substantial savings to the Postal Service,

| hape this information is helpful.

Sincarely,

lohn E. Poller
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Mr. DAvis oF ILLINOIS. You recently announced that 100 new
carriers would be brought on board in Chicago.

Mr. POTTER. 200.

Mr. DAvis oOF ILLINOIS. 200 new carries would be brought on
board to shore up delivery capability. Overall, we have seen the
number of carriers falling by more than 9,000 in the last 5 years,
according to the annual report. We are talking about across the
board. Is there a connection between these reductions in the carrier
work force and the delivery problems that we are seeing in various
parts of the country?

Mr. POTTER. The bulk of the reduction in the city carrier work
force is the result of increased use of automation on the part of—
or increased bar coding capability of letter mail for those carriers.
So mail that we can put a bar code on, we are able to put into walk
sequence for the letter carriers, and so the letter carrier work is
more productive.

In the case of Chicago and in a couple of cases around the coun-
try, we have had decisions made by local management not to hire
the authorized carrier levels, and when those come to our atten-
tion, we basically work with the local management to bring those
carrier staffing levels up to speed. So we are monitoring that from
a national level, and Chicago is an example of where the national
authorized staffing for that local area was allowed to be dropped
below what our recommendation would be, and so that is why we
are hiring the carriers.

We now are in the process of checking around the country to see
whether or not other situations like that exist. But the bulk of the
reduction in city letter carriers is a result of improved productivity.

Mr. Davis oF ILLINOIS. Thank you very much.

I see that my time has ended, and so we will go to Mr. McHugh.

Mr. McHUGH. Thank you, Mr. Chairman.

General Potter, you heard Chairman Blair’s comments about his
concerns about your filing another rate case under the old system.
What can you say to assuage some of Chairman Blair’s concerns,
and I might add some of the concerns I have heard amongst the
mailing community, if anything?

Mr. POTTER. Well, I the provision in the law allows us to file one
more time under the old rules, and I think that was a good provi-
sion of the law because it basically anticipated that it would take
some time for the new regulatory body to put in new regulation,
and by law they have to do that by June 2008. By law we have
to make a decision whether to file under the old rules or the new
rules by December 2007. So, being pragmatic, not knowing what
the new rules are, you have to move ahead with or anticipate that
you have to prepare a case as if you were filing under the old rules.
We are hoping that over the course of the coming months that the
Commission will be able to make some decisions that will give us
some guidance as to what the outcome of their decisionmaking
process on the new regulations is. Certainly that would weigh
heavily in terms of how the Board of Governors might make a deci-
sion on whether to file under the old rules or the new rules.

Mr. McHUGH. So it hasn’t been a decision made?
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Mr. POTTER. No. No decision has been made. No new rules have
been promulgated. So we are kind of operating in the blind right
now.

Mr. McHUGH. Of course, 18 months is the outside window.
Chairman Blair, do you think you have a chance of doing it before
then?

Mr. BLAIR. Well, I think we do. Last month we had the oppor-
tunity to engage in what was deemed to be a summit at the Bolger
Center, which we had about 300 folks, and at which the Post-
master General and I welcomed and talked about this issue.

One of the things that I wanted to throw out there was the idea
that we would get a framework in place by, say, maybe the fall—
October was the date that I mentioned—in order to allow the Post-
al Service the opportunity to have a rate increase under the CPI
cap as early as some time next year.

Now, I agree with the Postmaster General that the law clearly
envisions the opportunity for a new rate case filing, but I think
what the law didn’t really take into account was the fact that we
just completed one rate case right as the new law was being en-
acted, and so the question remains is there a need for a new base
case or can the omnibus rate case that just took place serve as that
base case.

I think there are some issues that still need to be sorted out, and
I think we can sort them out over the next few weeks. Initially I
was going to say over the next few months, but those 18 months
have now dwindled down to 14 months and time is flying by, and
so I think that we really need to make some decisions and work
this out over the course of the next few weeks.

Mr. POTTER. If I could?

Mr. McHUGH. Sure.

Mr. POTTER. Hopefully my remarks have not created an impres-
sion that we are not working as closely as we can. These are very
complicated issues that deserve quite a bit of debate when it comes
to the regulation. And I am not just talking about a discussion be-
tween the Postal Service and the regulator; I am talking about the
entire mailing community participating in that process. So this
wasn’t meant to case aspersions; it is just, being a good business-
man, you have to sit back and say, all right, keep your options
open.

Mr. McHUGH. No aspersions cast, or certainly none received.
Trust me, I know a little bit about the complexity of this bill. I un-
derstand the challenges therein.

You spoke about it. Your business model is still broken. Chair-
man Miller, you mentioned, underscored that, as well. You talked
about a need for what I believe I heard you describe as running
room to streamline your logistics system.

What kind of broken system are you dealing with? What still
needs to be fixed? Is this a legislative fix or administrative ap-
proaches? What kind of parameters?

Mr. POTTER. Well, let me try to clarify what the weakness is. The
weakness in Postal Service going forward is that our core product,
first class mail, is in a state of decline, so volume is declining. It
is a high margin product. It is largely transaction based—bill pre-
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sentment, bill payment—business mail. That product is very weak,
or is weakening over time with competition from the Internet.

So the challenge, from a Postal Service perspective, is to be able
to respond to that weakness in volume and revenue growth going
forward, as well as to change our processes and our infrastructure
in response to mailer behavior. As time goes on, there has been a
consolidation of printing industry, list processors, logistics compa-
nies. They are taking greater advantage of discounts that are avail-
able through the current rate structure, and as they do what we
end up with is under-utilized aspects of our network.

So our response to that low use of network assets might mean
consolidation of facilities or some other changes, staffing levels,
changes that are necessary to keep the Postal Service productive
and to, again, allow us to operate under the rate cap.

Mr. Davis oF ILLINOIS. Thank you, Mr. McHugh.

Mr. MILLER. Could I add, Mr. Chairman, just a moment please,
sir? On the question of a rate case under the old law versus the
new law, first let me say I think it is admirable, highly admirable,
that the Postal Regulatory Commission is moving forward with try-
ing to establish these parameters. I appreciate, Dan, your working
with us on that.

The Board of Governors has not yet decided what to do. It is
really their authority would be exercised here. I think the next step
is for us to decide what we would like to see in terms of a rate
structure, a new rate structure, and then we would look at whether
we could do that, accomplish that under the new law with the pa-
rameters that the Postal Regulatory Commission would set forth,
or whether we have to do that under the old law. That depends on
what the PRC comes up with, so we haven’t made that determina-
tion yet.

I will say to you—I think I am speaking on behalf of the other
Governors—that it is unlikely that in a new rate case we would
have an overall rate increase of anything more than the CPI. As
the new law contemplates, we would anticipate having rate in-
creases annually, something no more than the CPI by class, but
that determination is one that the Governors are focusing on, that
the staff of the Postal Service is helping us evaluate, and some out-
side people are helping us evaluate, as well.

Mr. Davis oF ILLINOIS. Thank you very much.

We will go now to Mr. Lynch.

Mr. LYNCH. Thank you, Mr. Davis, Mr. Chairman.

First of all I want to thank Mr. Potter, Mr. Miller, and Mr. Blair
for coming before the committee and helping with this work. At
these hearings I am required to do a little bit of disclosure. First
of all, my Mom was a postal clerk for 30 years, now retired. My
Aunts Sis and Kay, her two sisters, also clerks. My sister Linda is
a steward with the American Postal Workers Union on tour one.
My sister Karen is a postal worker on tour two. My Aunt Pat and
my Cousins Danny, Bill, Jimmy, Marie, and Joe—Joe was a busi-
ness agent for Letter Carriers Local 34 in Boston. So when people
suggested that fact that so many of my family are employed at the
Post Office might affect my objectivity here, I must say they are
problem right. [Laughter.]

It is the family business.
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First of all, I want to say that I am encouraged by the state-
ments, Mr. Potter, about trying to work together with your unions,
as well as with the postal supervisors and others, to solve our prob-
lems at the Post Office. I must confess that when I hear you say
that we are all pulling together, I must say that I think that the
postal workers are pulling harder than anyone, the employees of all
of our unions here. They are the ones that are doing the great
work, and they are the ones that I think are faced with the great-
est challenges.

I want to say that, while I see some managerial improvements,
I must also say that in some of my local Post Offices they have de-
cided to close the Post Office against the will of the employees and
the union at noon hour, where most people would actually use the
Post Office. I scratch my head at that development.

Second, I just want to say that, Mr. Miller, if you are truly inter-
ested in having a better relationship with Congress, I would
strongly suggest that you need to have a better relationship with
your employees. Those are the people who we rely on every single
day.

You cite quite rightly that the Post Office is recognized as one
of the top 25 most respected institutions in America today, but I
would just disagree that it is due to the great work of Mr. Potter.
I would suggest that it is due to the fact that the postal clerk when
I drop my mail off in the morning at my local Post Office, because
they greet me with a smile and total professionalism, that is why
the Post Office is so well respected. When my letter carrier comes
up my doorstep on time every day and very reliably and profes-
sionally delivers my mail every day, that is why the Post Office is
so widely respected. When my mail handlers work so hard, depend-
ing on wet weather in the northeast, and does a very professional
job, as well, that is why the Post Office is so widely respected. As
well, the supervisors who iron out the problems when they do arise
in such a big business, those are all the principal reasons why the
Post Office is so widely respected.

I just want to say this: in the history of this country, we re-
garded the delivery of the mail as so important to the national se-
curity and to the economy of our country that we made a decision
that we would put a special duty upon our postal employees that
they conduct their business in a continuous fashion. In order to en-
sure that, the Government took away the right to strike from our
postal employees, the very ability to stop work. They cannot stop
work. They must continue working. That was a precious right that
they surrendered to us.

Now I am hearing that this social contract, this agreement that
we made with our workers, is going to be jettisoned, that we are
going to go to privatization, we are going to pay some employees
less. I am wondering, if we are going to tear up that agreement,
that we are going to take away the right to strike from these em-
ployees but we are going to treat them with respect and dignity,
if we are going to tear up that agreement, my question to the three
of you is: are we also going to restore the right to strike to these
employees that we strip from them when we ask them to submit
to their labor? I find it troubling, this contracting out business.
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I just came back last night. I flew in last night from Iraq and
Afghanistan, and I heard continuous concerns from our civilian and
military departments that the contracting out of their services in
Iraq and Afghanistan have stripped them of capacity, stripped this
Government of capacity to perform its duties, at great cost.

I just ask you, is that what you are suggesting? Are we going to
renege on our agreement with our postal workers? And, if so, are
we going to restore to them the right to strike?

Mr. MILLER. Mr. Lynch, could I just respond? When I used the
term “social contract,” it was in the context of the ability of the
Postal Service to cover costs by raising price on letter mail. That
was what I meant by the term “social contract.” I didn’t imply that
we would tear up an agreement with respect to employees.

With respect to employees, let me say that I want to congratulate
the postal employees because I think there has been a change in
the attitude of so many postal employees. It is a cultural change
that has taken place in the last 10 years. A member of the U.S.
Supreme Court communicated to me his delight that the attitude
on the part of his local Post Office had changed dramatically over
the past several years, and he attributed this in part to the leader-
ship of Jack Potter, but also the recognition that we are in a com-
petitive environment now, and that is one reason.

But I think it is very important, it is essential that postal em-
ployees be part of this effort to be more consumer friendly and
more outgoing and outreaching to customers. We cannot survive
unless we are able to do that.

Mr. Davis oF ILLINOIS. Thank you very much.

Jack, did you want to respond?

Mr. POTTER. If I could.

First of all, I would like to say I am from the postal family, as
well. My father was in the business for 40 years, was a letter car-
rier and then was a member of the unions and worked his way up
in management, and I was a proud member of the APWU under
Bill Burress’ leadership and Beau Biller’s leadership, and so let me
just say that we cherish our employees. But we also have a busi-
ness challenge, and the hurdles actually got higher with the new
law in the sense that when you look forward you have to keep your
rates under inflation. I would be happy to share with you some of
our cost drivers, because it is really problematic. How do you sat-
isfy both sides?

If T could just make one statement, though, when it comes to the
notion that our employees do not have the ability to strike, in ex-
change for that they got binding arbitration, so where the Postal
Service management and labor organizations, when they can’t
reach an agreement through the collective bargaining process, that
disagreement goes to a third party. Whether it is the grievance
process or if it is a national contract, it goes to a third party to de-
cide, so that binding arbitration really was the tradeoff for strike.

As far as contracting out, there is a provision in each of the
agreements of our unions that was put in place in 1973 that was
a product of collective bargaining. In exchange for that provision,
management gave up a lot. We really have to be, in my opinion,
true to the collective bargaining process. I am firmly committed to
that. I just wanted to share that information.
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Mr. DAvis oF ILLINOIS. Thank you very much, Mr. Lynch. I am
pretty sure that both the Postmaster General and the employees
all will accept as many accolades as they can get, no matter which
direction they come from. We just hope that they keep earning
them and that they keep getting them.

We will move now to Mr. Clay.

Mr. CLAY. Thank you very much, Mr. Chairman. I thank the
panelists for being here.

Mr. Blair, you talked about an additional rate increase, I guess
coming within the next year. I heard Mr. Potter say that one of the
reasons for that is because of the decline in volume of the first
class mail. I just wondered, what is the justification for an addi-
tional rate increase? Can you tell the American public while they
are watching C-Span if they will have to pay an additional? We
know that May 14th we will go up $0.02 to $0.41 for first class
mail. Will they have to expect an additional increase? And why?

Mr. BLAIR. Well, I think, correctly, that the price of a first class
stamp will go up on May 14th. For periodicals mail, that was de-
layed until July. But as far as the prospects for a new rate increase
this year, I wouldn’t want to speak for the Governors of the Postal
Service within whom is vested the authority to file a rate increase.

So one of the things that the Commission had posited was
whether or not if we could get a new system of ratemaking up and
running before they would have to raise increases under an old sys-
tem. I think that, from our viewpoint, that would be a good idea,
but this is part of the ongoing dialog that we are having between
the Postal Service, the Regulatory Commission, and the mailing
community.

I think it is important to note that we have done quite a bit of
outreach on this issue. I referenced the summit that we had a
month ago in which we had about 300 participants. We also put
out this notice of proposed rulemaking back in January. We had 32
comments submitted to us early in April on what this new system
might look like.

What is interesting about these comments—and I haven’t had a
chance to go through all of them yet—is that there are 32 unique
comments. I think that is important and it shows the work and
dedication that those commenters put into putting forth what their
ideas are for this new system down on paper and submitting them
before the Regulatory Commission.

We have given any interested party an opportunity to reply to
those comments. That deadline is in early May. As we sift through
these, I think we will be able to have a better idea of what this
new system might look like, and then I think we can better engage
the Postal Service and help them decide whether or not they are
going to file a new rate case under the old system.

Mr. CLAY. Mr. Potter, give me the additional justification for an-
other rate increase.

Mr. PorTER. OK. If you look at Postal Service’s costs, they go up
every year. And the reason that they go up every year is because
our employees get increases in pay, cost of health benefit grows.
That is the biggest cost for the Postal Service is labor. Labor is 80
percent of our cost. So what I said earlier, we have other things
that drive cost.
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Mr. CrAY. How about the decline in volume?
Mr. POTTER. Well, let’s talk about
Mr. CraY. How does that play into that?

Mr. POTTER. Here’s what we have. We have two things going on,
Congressman. We have an increase in the number of deliveries
every year, 1.8 million to 2 million new deliveries every year, and
volume is relatively flat, so there is a cost of $300 million to $400
million to deliver mail to new deliveries when volume of first class
mail is in decline and other mail is relatively flat. So that means
that the carrier is bringing less dollars to every door every day.
That is where the challenge lies, because if those costs are growing
at a greater rate than inflation, and earlier I said that we have to
save a billion dollars every year, well, it is based on calculations
that our financial people have done that project what our costs are
going to grow by, versus what the rate cap is.

So the broken wages and benefits and fuel and other things that
we have to spend is growing above the rate of inflation. The offset
to that is to drive productivity up, as well as the delivery base is
going up without commensurate increase in volume.

Mr. CLAY. Thank you for the explanation.

Mr. Miller.

Mr. MILLER. Mr. Clay, bear in mind that letter mail has a mark-
up of something like 200 percent—it depends on the particular way
it is proffered at center—whereas the fastest-growing mail has a
very small markup. So if you are losing out on the mail that has
the big markup and you are growing the mail that has the little
markup, then obviously there is a problem then. That said, the
postal rates overall have increased less than the cost of living since
1970. We want to drive productivity even more. There are opportu-
nities that we have for increasing our sales, increasing innovations,
and then reducing costs. We need the flexibility in order to achieve
those.

Thank you.

Mr. Davis oF ILLINOIS. Thank you very much.

Mr. CraYy. Thank you.

Mr. Davis oF ILLINOIS. Thank you, Mr. Clay.

We will move now to Mr. Kucinich.

Mr. KuciNicH. I thank the gentleman.

Mr. DAvis oF ILLINOIS. I am sorry, Mr. Kucinich, but you are out
of line. I know that you are running for President, but Mr. Sar-
banes is actually next. Mr. Sarbanes.

Mr. SARBANES. Thank you, Mr. Chair.

First I wanted to associate myself with the comments of Rep-
resentative Lynch, which I thought were right on target in all re-
spects, although I feel compelled to confess that I have no members
of my family that are working in the Postal Service or have done.
Many of my great-uncles and-aunts were in the restaurant busi-
ness, but that is not what this hearing is about today.

I had a visit recently to the main Post Office in Baltimore, MD,
which was fascinating for me. It was my first behind-the-scenes
visit to a Post Office. That one is really state-of-the-art. It is on the
cutting edge in terms of technological innovation, and really has
served as a model in many respects for a lot of the practices, best
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practices that have been brought to bear across the country, from
what I understand.

I want to salute the employees of the Postal Service and salute,
as well, the organizations that represent them so well.

The employees, and in particular those who staff the Post Of-
fices, as it were, at the front desk and the letter carriers, are really
the face of a service which the American people have come to trust
almost implicitly. It is a wonderful success story, the faith and con-
fidence that the average person has in the Postal Service. But in
order to preserve that we have to make sure that the employees
that provide the service on the front line are given the support that
they needs, because when they are under stress that gets commu-
nicated and it ends up undermining the tremendous reputation the
Postal Service has.

The other thing which I didn’t appreciate and I do now after the
tour that I took is really understanding the Postal Service as one
of the largest distribution systems in the world, and the implica-
tions that has for its ability to respond and support us in this coun-
try in times of crisis. In fact, I heard stories of how the first people
in to help, the first faces that appeared after Hurricane Katrina
were the faces of the local postal carriers. We need to keep that in
mind, because this is a system that needs to be state-of-the-art and
we need to preserve its stellar reputation.

Two questions. We have discussed a little bit this contracting out
of services. I would like to hear what the basic criteria are that you
use to determine when that makes sense or not, and we can start
with Mr. Potter.

Mr. POTTER. Are we talking about the contracting out of delivery
services?

Mr. SARBANES. Yes.

Mr. POTTER. Let’s start with that, because we do contract out
highway contract services.

Mr. SARBANES. Delivery services.

Mr. POTTER. So in delivery services if we have an established
route, whether that is a city letter carrier route or a rural letter
carrier route, and there is a new delivery, generally 20 deliveries
or even 50 deliveries within that route, that work goes to the
NALC or the rural carriers, because we already have a person on
that line of travel and that work goes to them.

The only time that we consider contracting out is when we have
major new developments. So if we have a community that is being
built that has 600 homes, we will consider contracting that out and
using contract employees to do that. why would we do that? Be-
cause of cost. There is definitely a cost benefit to using contract
employees versus using career employees.

Mr. SARBANES. Well, presumably you have had major new devel-
opments in the past that require new deployment of letter carriers
before this era of contracting out. The decision was made to have
the traditional work force handle that.

Mr. PoTTER. Well, let me just use data. Today, 2 percent of all
deliveries in America are made by contract employees, generally
highway contract route employees. Last year we had 6 percent of
new deliveries went to contractors versus craft employees of the
U.S. Postal Service. Again, when you look at this as a business
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model—and I grant that we are a service—but you also look at cost
factors, and now a bar that has been raised that we have never
had, which says that we have to keep costs under inflation for all
classes of mail, bottom line is we are trying to comply with the new
law. So, as part of that strategy, we have to look at all of our costs,
what we pay for any product, any service that we get, and we have
to consider what is reasonable going forward.

Mr. SARBANES. I see my time is out, so I just wanted to followup
real quick on one point you made about what happened in Chicago.
You said that the staffing levels were not at the authorized levels,
and that came to your attention. When it came to your attention,
then you moved to respond. I am just curious why the local man-
ager would have been able to depart from the authorization man-
date on the first instance.

Mr. POTTER. Well, we don’t operate with—mail delivery is not an
exact science, so the fact that somebody would say hey, I am going
to make an attempt to try to improve productivity, and that was
a rationale for lack of hiring, that is all well and good if they assess
the risk and the risk is to maintain service, I mean, we will lose
service. Once you lose service then, we stepped in and said hey, you
have to bring your staffing levels up. But, believe me, there is
much more in play in Chicago than just city carrier staffing levels.
There are a whole host of issues that are contributing to the serv-
ice decline that we saw, and there will be a whole host of issues
addressed when we turn service around.

Mr. SARBANES. Thank you, Mr. Chairman.

Mr. Davis oF ILLINOIS. Thank you very much, Mr. Sarbanes.

Now, Mr. Kucinich?

Mr. KuciNicH. Thank you very much, Mr. Chairman. Thank you
to the panelists. I want to thank all those who are involved in the
Postal Service. I can tell you that in Cleveland, OH, where I am
from, we are very proud of the service that all of the postal workers
give, all those who deliver that mail on time. The service is excel-
lent, the people appreciate it. I speak not only on behalf of the peo-
ple in my area, but I know all across the country people are grate-
ful for the work that the Postal Service does.

One of the concerns that I have had brought to my attention in
the last few days relates to what you would know as other mail
and services. According to the GAO testimony that we are going to
receive a little bit later, other mail in this report includes mail
such as magazines, newspapers, and parcels. According to this
chart which has been produced for us by the GAO, we are finding
that other mail provides 6 percent of mail volume, 22 percent of
revenues, and makes an 8 percent contribution to cover overhead
costs.

Now, I understand—and maybe Mr. Blair could be the one to an-
swer this—that the Postal Service is contemplating a significant in-
crease in the mailing costs that would affect a lot of magazines in
this country. I am wondering, first of all, is that true?

Mr. BLAIR. Well, we recommended a significant rate redesigned
for periodicals class this past rate case.

Mr. KuciNICH. When you say “redesigned,” is that an increase?

Mr. BLAIR. It was an increase. It was an increase. Some mailers
saw decreases in their mail, some saw no increases, others saw
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some increases. But it was better reflected to represent the way
that they actually mail and present their mail today. But you are
right that periodicals has been declining as a part of volume over
the last 5 years.

Mr. KuciNicH. Now, when you redesign, as you call it, your rate
structure, do you take into account the possibility that the redesign
of that structure could put some of these smaller magazines that
are very price sensitive out of business?

Mr. BLAIR. We take into account that is part of the fair and equi-
table and part of the factors that we consider, so yes, we do, sir.

Mr. KUCINICH. So you are saying you consider it. So then if, in
fillCt,‘?thiS could drive people out of business, you have considered
that?

Mr. BLAIR. Well, we considered that along with the others that
are saying that they can be more efficient. And then if you have
more efficient rates for more efficient ways of mailing and process-
ing, you want to encourage that, as well, so we have to balance
that against an efficient mail stream, as well.

Mr. KuciNicH. Let me provide some encouragement to you, sir,
as a member of this committee, and that is that part of the first
amendment debates that we have in this country from magazines
and publications of all kinds representing great diversity of politi-
cal opinion are enabled and, in effect, facilitated by access through
the mail. To the extent that you raise the rates and take out of the
reach of general circulation these magazines because of high pric-
ing, you are proceeding in a way that is actually contrary, I would
think, to the spirit of the Postal Service and to the spirit of the first
amendment which relies on the Postal Service.

I would like your comment.

Mr. BLAIR. I think that you are right that we should and we do
take into effect the editorial content and the need for diversity in
the periodicals class, but we also take into effect that the law re-
quires that mailers pay their fair share cost and that other mailers
should not be cross-subsidizing. So it is a balance of the equities
in this case, but we certainly take into account the factors that you
mentioned.

Mr. KuciNicH. Well, Mr. Chairman, we well know that there are
cross-subsidies that always go on with respect to the mail service,
and the gentleman has recognized that they are aware of the effect
that their rates would have on some of these smaller magazines.

Mr. Chairman, I am appealing to you as a member of this com-
mittee to hold a separate hearing on this issue, because this does
relate to the capacity of a free and open debate that takes place
in the diversity of magazines that are out there. I think it would
be interesting to be able to have, as part of that discussion, the in-
ternal communications of Mr. Blair’s office so we could see how this
philosophy is reflected that he has just talked about, is reflected in
the workings of their office, Mr. Chairman.

Mr. Davis oF ILLINOIS. Thank you very much, Mr. Kucinich. Let
me assure you that the Chair is, indeed, sensitive to the issue that
you raised, as well as the issue of special classes of mail, such as
mail that is prepared by organizations like the National Federation
of the Blind that is having some difficulty now with rates or with
having to change the configuration of their packaging. So I would
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agree with you that a full hearing on this matter is, indeed, appro-
priate, and the committee would be pleased to accommodate your
request.

Mr. BrLAIR. And, Mr. Chairman, could I just—

Mr. KuciNIiCH. Excuse me. I am having a colloquy here with my
Chair, if I may. Mr. Chairman, I want to let you know how much
your response is appreciated, not only by me but by people all
across this country who are so concerned that their particular rela-
tionship that they have with a publication that relates to their po-
litical philosophy, and understanding this could be quite a diverse
mix, is going to find an opportunity for expression before the
Chair’s committee and at the Chair’s grace. I want to thank you
very much for indicating a willingness to pursue that. Thank you.

Mr. DAvis oF ILLINOIS. Thank you very much, Mr. Kucinich, and
thank you for raising the issue.

Mr. Blair.

Mr. BLAIR. Yes, Mr. Chairman and Mr. Kucinich, I think it is im-
portant to note that periodicals as a class I think receives the low-
est markup of any of the classes out there, and so the Commission
has gone to great pains to make sure that we keep rates and rate
shock as ameliorated as possible for that group.

Mr. KucinicH. I thank the gentleman. And I want to thank the
Chair for his response. Thank you.

Mr. Davis oF ILLINOIS. Thank you very much.

We shall now move to Mr. Cummings.

Mr. CUMMINGS. Thank you very much, Mr. Chairman. I, too,
want to thank you for this hearing.

I want to associate myself, since I didn’t hear all of the com-
ments of our panel, with the comments of my distinguished col-
league from Maryland, Mr. Sarbanes. Our main post office just so
happens to be in my District in Baltimore. So often what has hap-
pened is that Democrats have been accused, Mr. Chairman, of
being anti-business, and that nothing upsets us more than that.
IS}%ealfi‘fing of business, I just want to pick up where Mr. Kucinich
eft off.

One of my constituents, who is a businessperson who is doing an
outstanding job, wrote me a letter. I just want to read part of it
to Mr. Blair and others that may want to respond to this, because
I think it brings the issue of businesses staying in business to the
forefront. I, too, want to thank all of our postal employees for the
job that they do every day. We take it for granted. We take our
postal system for granted, and we should not do that.

According to this letter, which is dated back on October 5, 2006,
it says: “The United States Post Office has proposed doubling the
rate to deliver our product, a product that we have mailed for 20
years. This increase will devastate our business and will cause a
substantial portion of our 220 employees and 150 temporary em-
ployees to lose their jobs. The United States Postal Service is a mo-
nopoly and by law has no competition. Its business practices are
highly questionable. The United States Postal Service utilizes a
piece of equipment that was designed to pass boxes through regu-
lar mail streams. it allows our box product, boxes holding CDs and
others, to be priced as regular mail instead of a parcel delivery. In
the latest rate case, they have called for removing the equipment
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and the favorable rates associated with using it. Our product has
been in the regular mail stream since the 1980’s. This raises mul-
tiple questions.” I am just going to point two out.

“How is it possible that new equipment for sorting mail cannot
meet the U.S. Post Office’s specifications for 10 years ago? Who de-
termined the specs for the equipment? Isn’t the Post Office the
largest purchaser of machines that would sort mail?”

The other question is: “What other business facing their well-
known troubles would eliminate a line of business? Included with
our boxes is the elimination of CDs and DVDs in their current
packaging. The U.S. Post Office needs more business and more
mailings to cover their fixed costs, not less business.”

Could you just comment on that, Mr. Blair?

Mr. BrAir. I am not aware of the specific case that you men-
tioned.

Mr. CuMMINGS. I don’t want you to, not necessarily the specific
case, the general—and I do want to hear your answer—so often
what happens is we make our rules in these lofty places, but the
people who are really affected are the people who have to deal with
the rules that we make from day to day. We go off to Wonder-Won-
der Land, but there are businesses that are still struggling, trying
to make it, and it is not easy to be in business today. So we are
trying to figure out how do we keep our businesses not only surviv-
ing but thriving.

You can go on.

Mr. BrAIR. I think that what you need to realize, and I think this
underscores the fact for need for postal reform. The current cost of
service pricing that we do is intended to generate revenues that
cover the cost for buying that level of mail service. So maybe for
the writer of that letter that you got the Postal Service’s costs may
have increased that dramatically that it costs the Postal Service
that much to carry those packets of CDs or those parcels of CDs.
That would just be my idea at this point. But basically under a cost
of service pricing you ask for the rates that cover those costs. But
under the Postal reform legislation that was recently enacted with
attempted to decouple rates from costs and say that the Postal
Slervice would be capped at what they can raise their rates for that
class.

I think that will go a long way toward addressing these problems
in the future. While it doesn’t do much for your constituent today,
I think in the future it will say that you, as a businessman en-
gaged in the mail stream, a businessperson in the mail stream,
that you can have usual and predictable rate increases in the fu-
ture.

I am not sure that really answers your question suitably, but it
gives you an idea for what the efforts were over the last decade and
where we are going to be moving forward.

Mr. CUMMINGS. Always remember that anybody who has been in
business—I have been in business—a businessperson will tell you
that the most important thing they need is predictability. They
need to be able to figure it out because it affects everything they
do. It affects their budget, how many employees they take on, the
whole bit. And so one of the interesting things, as I see my time
has run out, when we contacted the Postal Service and said what



58

can we do to help this constituent, they told us to just tell him to
change the packaging. Well, he didn’t have enough time to do that.
In the meantime he sends, and many people, hard-working Ameri-
cans who get up at 5 every day, working hard, may very well lose
their job.

Mr. Davis oF ILLINOIS. Thank you very much, Mr. Cummings.

We do want to get to our next panel, but I need to ask at least
a question, Mr. Potter.

I mentioned just a moment ago about these categories and class-
es of mail, and of particular concern do I have about the Federation
of the Blind, that for a number of years has been able to get its
mail out to its membership and to a category of individuals who
have a certain kind of need, and we have not been able to work
out to their satisfaction, I don’t believe, or to my satisfaction, the
ability to assist the continuation of a process for them. I think part
of the problem has been that it is so specialized until some kinds
of adjustments have to be made.

Mr. POTTER. If I could just comment and maybe put Congress-
man Cummings’ issue into perspective, yes, businesses need pre-
dictability, and that is one of the things I think we want to make
sure that we work out in the new law is work out a schedule of
rate adjustments that would enable them to build changes in cost,
whether up or down, into their budget process.

What happened with this last round of rates was the Postal
Service made a proposal to the Postal Rate Commission at the
time, now Regulatory Commission, and a lot of people budgeted
against those new rates. Using a strict costing model, the Rate
Commission increased the rates for a lot of mailers, and I believe
the nonprofit mailers that the chairman and Congressman
Cummings are talking about are those where they increased the
rates beyond the Postal Service’s proposal. They were not prepared
to react. I think they were prepared to mail at our proposed rates,
but not at the increased rates.

So our effort has been to try and keep everybody in the mail. We
don’t want people to walk away from the mail, but we have limited
ability to appeal the rates that were given down, and so that is
why we are attempting to work with the mailers to take what are
many times greeting card boxes and convert them into a flat rate
and put them into the mail stream.

The other thing that you are referring to I believe, and I don’t
know the specifics, but I will just describe to you what is going on.
We have two different types of machines that sort flat rate mail,
and flat rate is an oversized envelope or a magazine. We have one
that is automated, called an automated flat sorter 100, that is very
productive, and then we had a machine called the flat sorter 1,000,
which was less productive. Over time, people got a greater discount
for making their mail compatible with the more effective machine.

So what has happened is the mail for the other machine, the
1,000, has dried up. We have gotten our full benefit from that ma-
chine, but as that mail stream declines we are trying to move peo-
ple into the more efficient mail stream.

The new equipment that we are planning, the FSS, the one that
will walk-sequence mail, will accommodate that mail, but in the in-
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terim it doesn’t, and the rates reflect that change. So I hope that
is a little fuller explanation of what I believe is going on.

I feel like you, that I am very concerned for those mailers and
I wish we could have known in advance so that they could have
made the adjustments necessary for this fall mailing season. I rec-
ognize the fall is their biggest opportunity to get vital funds that
run a lot of these very, very important organizations for our soci-
ety.

Mr. Davis oF ILLINOIS. Thank you very much.

Yes, Mr. Cummings?

Mr. CuMMINGS. Fifteen seconds? One of the things, even with all
that has been said, this constituent said, you know, I will bend
over backward, I will lose money, just get them to give me some
time to make this adjustment. Basically, the answer was no. I
mean, you just sat there and said how much you all want to work
with our folks and whatever, and you can bet your bottom dollar
it is just not my constituents and a constituent in Baltimore. There
are business people all over this country. In some kind of way we
have to help these folks, because they have employees who have to
feed families, got to send kids to school. They have to make a dol-
lar. If there is any way you can give these folks an incentive, here’s
a guy who says I feel like I am getting screwed, but at the same
time I will do what I can to try to work with the Postal Service,
and he still gets a no.

Mr. POTTER. I am in your camp. Let me just say, in the discus-
sion about whether or not we could do that and take individual
classes or people who are most affected by rate changes—some peo-
ple got up to a 300 percent increase in rates. I mean, could we dis-
criminate for them? If we didn’t have a sound reason to delay the
rates, I was told it was illegal to do so.

Mr. BLAIR. The law would prevent it.

Mr. PoTTER. So I feel handicapped. Chairman Blair referred to
the new law. That gives us a lot more flexibility to not be bound
by some strict cost regimen and to take into account the needs of
businesses and to transition rates in a graduated form and to sig-
nal to people that these changes are necessary to maintain our effi-
ciency. What the Postal Service proposed was a movement to get
more money where our costs were greater, but not the levels that
some people experienced.

Again, we were advised by counsel that we had no legal ability
to delay certain rates because of the level of increase.

Mr. Davis oF ILLINOIS. Thank you very much, Mr. Cummings.

Just so I can go home this weekend in peace, Mr. Potter, could
you just outline those plans for Chicago and recommendations that
you have made personally?

Mr. POTTER. I have been to Chicago twice, as the chairman
knows, and I have walked the floor. What we are intending to do
is, first of all, make sure that our staffing levels are up for the re-
quirements so that we can deliver mail in a timely fashion. We are
overhauling every piece of equipment in Chicago because some of
it, unfortunately, was not well maintained. We are in the process
of going station-by-station to look at our physical plants. Where
they are not up to speed for our customers and our employees, we
are in the process of doing that. In addition to that, we are looking
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at the exchange of mail between the multiple facilities in the Chi-
cago metro that exchange mail for Chicago residents. It is largely
a busy hub, Irving Park Facility at the airport and downtown Cur-
tis Collins facility, all new facilities, state-of-the-art, and ones that
we need to reconfigure in order to serve the people better.

In addition to that, we are going on the street with 75 people
who are going and checking our address data base to make sure
that what is in our system will enable us to sort mail properly and
in the right order for our city letter carriers.

Those are just kind of the higher-level things we are doing, but,
bottom line is we are going to reconfigure that network, we are
going to put fixes in place that will not just have a flash in the pan
for Chicago. I was asked by a reporter when do you think Chicago’s
service will begin moving up, and I said 6 months, but the true test
is 2 years from now, not 6 months from now. We are not going to
walk away from Chicago. We are going to get it fixed.

I was the manager of Capital Metro operations when Baltimore
was fixed, when Washington, DC, was fixed, so I believe I know a
little bit about how to get this done, and you have m you personal
commitment that I am going to be there until it is fixed.

Mr. Davis orf ILLINOIS. Thank you very much. I have taken some
time, so, Mr. McHugh, do you have any final questions?

Mr. McHUGH. That is very gracious, Mr. Chairman, but we do
have three other panels and any other questions I believe we can
submit for the record.

Mr. Davis orF ILLINOIS. Thank you very much.

I want to thank all member of the panel. I would just end this
discussion by indicating that I am somewhat concerned about the
new concept of contracting out and what that is going to really
mean and how we defined it and some of the rationale that has
been explained for it. I am sure that is something we will have fur-
ther discussion about and try and see if we can’t reach an amicable
conclusion to it.

Thank you, gentlemen, very much. We appreciate your being
with us.

And I would like to ask if our second panel will come and be
seated, Mr. David Williams and Ms. Katherine Siggerud.

We want to apologize to all of those who have come to participate
and couldn’t find a seat. We will see if we can’t make absolutely
certain that when room assignments are made that everybody
around here will know that postal issues have come front and cen-
ter, and that we have to make additional space.

Mr. David Williams was sworn in as the second independent In-
spector General for the U.S. Postal Service on August 20, 2003. He
is responsible for a staff of more than 1,100 employees located in
major offices nationwide that conducts independent audits and in-
vestigations, a work force of about 700,000 career employees, and
nearly 37,000 retail facilities.

Ms. Katherine Siggerud is a Director in the Physical Infrastruc-
ture Issues Team at the Government Accountability Office [GAO].
She has directed GAQO’s work on postal issues for several years, in-
cluding recent reports on delivery standards and performance,
process and network realignment, contract and policies, semi-postal
stamps, and biological threats.
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We thank you both. Of course, as the usual custom is, we swear
all witnesses in.

[Witnesses sworn.]

Mr. DAvis oF ILLINOIS. The answer is in the affirmative, yes, and
we thank you so much.

You know the normal approach, and I won’t necessarily go
through that, but we will go right to Inspector General Williams
and proceed.

STATEMENTS OF DAVID C. WILLIAMS, INSPECTOR GENERAL,
U.S. POSTAL SERVICE; AND KATHERINE A. SIGGERUD, DI-
RECTOR, PHYSICAL INFRASTRUCTURE ISSUES, U.S. GOV-
ERNMENT ACCOUNTABILITY OFFICE

STATEMENT OF DAVID C. WILLIAMS

Mr. WiLLiaMs. Thank you, Mr. Chairman and members of the
subcommittee. I appreciate the opportunity to appear today to dis-
cuss the work of my office and my assessment of Postal Service
challenges.

When I came to the Postal Service in August 2003 the OIG
lacked the confidence of the Postal Service and Congress and the
public. The past 3 years have been years of progress and accom-
plishment in restoring confidence by fundamentally strengthening
planning and engaging stakeholders in clarifying our statutory
role. We are now a performance-based organization aligned to mir-
ror postal functions.

Our audit resources now focus on network optimization, revenue
assurance, cost reduction, mail delivery operations, and data sys-
tems reliability. Our investigative resources focus on contracting,
false disability claims, internal mail theft, and embezzlement.
These changes have resulted in substantial increases to productiv-
ity.

Since I arrived, the audit staff has increased monetary benefits
by 500 percent to over $441 million. During the same period, our
investigators increased arrests from 6 to 277, and administrative
cases referrals from 8 to over 1,900, with cost avoidance and fines
of over $110 million. Last, new jurisdictional responsibility and re-
sources were transferred from the Postal Service to the OIG.

The Postal Accountability and Enhancement Act represents the
most significant modernization of postal governance in 35 years.
Much is needed for the successful implementation of the act, and
I assure you that my office is prepared to fulfill its new responsibil-
ities.

From my comprehensive statement, I would like to focus on two
areas. The first is the network optimization plan, which is going to
be challenging, given the ongoing electronic communications revo-
lution and the unpredictable ways mail volumes and mix are
changing. Some mail is declining, some is increasing, and some is
establishing a symbiotic relationship with electronic mail.

Streamlining efforts are occurring inside an environment of sig-
nificant change. The Postal Service is on the edge of a $600 million
annual savings opportunity with the new flats sequencing system,
set to repeat the significant advance made when letters were first
sorted by carrier route.
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The Postal Service is also aggressively seeking cost opportunities
with mailer discounts to keep large amounts of mail outside of up-
stream processing plants.

Stricter submission requirements will better align mail with
postal equipment.

Last, we must consider enterprise resilience in the event of major
disruptions. Natural disasters or acts of terrorism highlight the
value of maintaining some redundancy if operations are disrupted
or destroyed.

These variables, working alone or in combination, require an
agile streamlining effort, classic models for large-scale projects that
feature elaborate sequencing and require thousands of alterations
when the model changes may not work well. The planning model
needed is not that of a static blueprint, but what one might expect
from an order of battle plan. The Postal Service needs to prepare
and plan as best it is able, while understanding the change will
occur the moment they step on to the field.

Once the build-down begins, it is essential that it continue its
phﬂl({)sophy to avoid protracted, anemic staffing of an oversized net-
work.

Financial viability is the second area I would like to focus on. In
the last 4 years, Postal Service actions have taken it from over a
$600 million net loss to a $900 million surplus, while retiring $11
billion debt. The success of the Postal Service’s transformation ef-
forts and savings from unnecessary CSRS payments are respon-
sible; however, total labor costs are continuing to increase, from
over $51 billion in 2001 to over $56 billion in 2006, despite signifi-
cant staff reductions.

The Postal Service needs to continuously pull excess work hours
from its mail processing plant as it introduces more automation
and more work share discounts. Cross-reduction opportunities in
delivery are available, also. Most delivery work hours are spent on
the street without direct supervision. Management and control ef-
forts have been expensive and not very effective. The Postal Service
should seek new work rules that incentivize performance and that
are self-policing.

The act imposes some transition costs. In particular, the Postal
Service must make substantial yearly payments to the Retiree
Health Benefit Fund. These payments will help secure long-term fi-
nancial viability, but they are large expenses in the short term.

The new law also provides increased pricing flexibility, but to
keep prices below the new caps aggressive efficiencies must address
network streamlining and labor costs.

My office stands ready to support postal efforts and we are cog-
nizant of our responsibility to continue to keep Congress fully and
currently informed.

Thank you, Mr. Chairman.

[The prepared statement of Mr. Williams follows:]
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Mr. Chairman and members of the subcommittee, | appreciate the opportunity to
submit my testimony concerning the United States Postal Service. | would ke to
report on the recent work of the Office of Inspector General (OIG), comment
briefly on how the Postal Service and the OIG will be affected by passage of
Public Law 108-435, and discuss the key chatlenges the Postal Service faces in
the years ahead. But first, | would like to acknowiedge the assistance that the
Congress, the Postal Service Board of Governors, and the Postal Service
provided te the OIG in resolving the long-standing issue conceming the statutm;y
rofes of the OIG and the U. 8. Postal Inspection Service. Your assistance
ensured that the OIG’s role is in accordance with the intent of the Inspector

General Act of 1978.

Recent OIG Contributions to the Postal Service

| became the Inspector General of the United States Postal Service in August
2003. The OIG at that time lacked the confidence of the Postal Service, the
Congress, and the public. The past 3 years have been ones of progress and
accomplishmeni as the CIG has taken steps to restore confidence. These have
included fundamentaily changing our planning, engaging all of our stakeholders
in meaningful diatogus, fully clarifying our statutory role, and ensuring the work
environment is one of productivity and balance. in addition, our office is
fundamentally aligned to mirror the Postal Service; we established a virtuai front
office to reduce administration and increase the mission focus of the staff; and

we are now a performance driven organization. These changes have been
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extremely productive and beneficiz! for the OIG, the Postal Service, and our

stakehoiders.

Although our audi staff in numbers has almost remained the same since my
arrival, the value of the audit work to the Postal Service has increased
dramatically. The cumuiative monetary benefits to the Postal Service have

increased by 500 percent to over $441 million.

The OiG is partnered with the Postal Service in audit work and investigative
activities using Value Proposition Agreements and a Countermeasures program,
respectively. Value Proposition Agreements involve the Office of Audit and the
Postal Service working together to identify audit areas that could yield savings
and maximize the 0IG’s value to the Postal Service. Since their introduction 2
years ago, cur Value Propasition Agreements have resulted in more than $273
millions in savings for the Postal Service, We are continuing this Value

Proposition work with the Postal Service and look forward {o similar successes,

The Office of Investigations’ (Ol) recently created Countermeasures program
involves a continuous examination of investigations to identify trends and a
process to develop effactive countermeasures {0 prevent or minimize future
violations. Trend surveys are used to capture information on investigations. The
Ot then develops business cases for proposed countermeasures and works with

the Postal Service to ensure proper implementation and monitering of approved
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countermeasures, For example, employee mail theft at a plart may be
prevented or minimized with an enforced policy prohibiting employees from
carrying personal items like a backpack or gym bag on the warkroom fioor and
allowing only clear plastic bags for personal items. The Countermeasures group
is also working closely with important mailers such as the Department of
Vetarans Affairs’ Consolidated Mail Outpatient Pharmacy on proactive initiatives
1o more quickly identify non-receipt of prescription drugs and possible peints of

loss within the postal network,

Our Special Agents - federal law enforcement officers — assist the Postat Service
in detecting and deterring misconduct and help maintain the integrity of the postal
system and its employees. The vast majority of postal personnel are dedicated,
hard-working pubiic servants whose daily efforts instill frust in America’s postal
system. However, i fakes ondy one incident of theft, fraud or misconduct fo
potentialty diminish that trust. Investigations of these breaches of integrity are a
key component in maintaining trust in the system and safeguarding the Postal

Sarvice's revenue and assets.

With more than 500 Special Agents located in 90 offices throughout the country,
we investigate alt types of employee misconduct, including theft of mail by Postal
Service employees and coniractors. We also investigate workers' compensation
fraud, embezzlements, bribery, narcolics, and contract fraud, as well as other

postal crimes. Our work shows that crime does nof pay.
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I would Hike o highlight some of our major investigations as examples of our
continuing investigative successes. For example, as the result of a recent OIG
investigation, a postal vendor agreed fo settie a False Claims Act case
concerning altleged false bilings. While denying that it engaged in any
wrongdoing, the vendor agreed to pay $10 million o the Postal Service. In
another case, the Postal Service received $5 million in settiement from a postal
automation equipment contractor, following an CIG investigation conceming
defective cost and pricing data. In another case, we quickly identified a payment
error by a contractor who was allegedly underpaying the Postal Service for paper
purchased for recycling. As the result of this Investigation, the Postal Service
received neardy $400,000 initially, and will realize $3.5 million more over the life
of the contract. In a tort claim investigation, the Postal Service avoided a $10
million claim after G investigators established the claim was fraudulent.

Last year, investigative efforts into workers' compensation fraud heiped the
FPostal Service avoid $115 million in long-term compensation payments. In one
case, an employee was paid more than $450,000 in disability paymenis since
1988 for an alleged back injury. Howaver, investigators gathered evidence that
contradicted these claims, including surveillance and photographs of the
employee doing physical labor in his vard and community. The employee was
convicted of fraud, sentenced to 12 months incarceration, and ordered to repay

$242,000,
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in another case, OIG Special Agents specializing in computer crimes uncovered
an emplaoyee who failed fo collect $450,000 in postage. in 2008, that postal
employee was sentenced to 30 months in jail and 3 years of probation. Last year
Special Agents completed 6,357 investigations, which resulted in 283 arrests and
237 indictments; 2,977 administrative actions; and $20.9 million in fines,

restitutions, and recoveries.

The Postal Accountability and Enhancement Act

When President Bush signed the Postal Accountability and Enhancement Act

{the Act) on December 20, 2006, i represented the most significant

modernization of postal governance and regulation in 35 years. The Act

fundamentally changes the way the Postal Service is reguiated and the way the

postal overseers gperate. As the Inspector General, | assure you the OiG is

ready to fuifill its responsibilities under the Act to:

« Regularly audit the data systems underpinning the Postal Service's costs,
revenue, rates, and service reports;

= Prepare a report on workplace safety and workplace-related injures; and

« Prepare a report assessing how the Postal Service administers certain rate

deficiencies for non-profit mail.

The OIG has already started working on these projects. in fact, we recently
published an audit of the Postal Service's Transportation Cost System and in

May 2007 we plan to publish an audit of the Postal Service's Management
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Cperating Data System, a daia system that has received significant criticism in
past rate cases. The CIG also expects to continue its support of the Postal
Service's external auditor. The OIG will devote significant resources fo the
Postal Service's transition to quarterly Securities and Exchange Commission
{SEC)-style reporiing and the reguirement that it comply with Section 404 of

Sarbanes-Oxley.

Major Challenges Confronting the Postal Service

In recent years, the Postal Service's financlal position has been improving. in
particular, over the {ast 4 years the Postal Service has retired $11 billion in debt,
due in large part, to the reduced Civil Service Retirement System {CSRS)
paymenis. As a result, for the first time since the postal reorgarization in 1970,
the Postal Service ended fiscal year (FY} 2005 with no debt obligations
outstanding. During that same 4-year period, the Postal Service moved from a
$676 million net loss to $800 million in net income. These positive financial
resuits are due to successiul sfforts to generate revenue, reduce costs, focus on

customer needs, and improve service.

Despite this progress, the Postal Service — with nearly $73 billion in annual
revanue, rising costs, and approximately 700,000 career employees — faces
many challenges if it is o continue to provide affordable mail service to the
American public 6§ days a week, These challenges include network optimization,

cost control, revenue, and technology.
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Network Optimization

The Postal Service recagnizes the need to transform #ts mail processing and
transportation networks into a 21% century operation. The new postal law atso
strongly encourages the Postal Service to streamdine its netwark, The law gives
the Postal Service 18 months to submit a strategy and pian for rationalizing the
postal faclities network and removing excess processing capacity. The law also
calls for annual reports on actions taken to realign or consolidate facilities. Any
organization the size of the Postal Service — its network is one of the largest in
the world with more than 37,000 facilities, 16,727 highway network routes, and
216,000 vehicles interfacing daily with the $900 bilfion a year domestic mail

industry — would find this a daunting challenge.

Optimizing such a massive network might predictably suggest migrating towards
a classic, large-scale planning strategy that emphasizes detailed sequencing and
has the advantages of transparency and easier success measurement. Instead,
the Postal Service has relied on an incremantal approach fo streamline its
operations. This includes simplifying and downsizing the network, redefining the
roles and functions of processing plants, and consolidating maif and
transportation cperations. Postal Service accomplishments over the last 7 years
using this approach include:

» Reducing 180.5 million workhours (which equates to 86,779 staff vears);

» Closing over 90 mail faciiities;
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»  Converting over 30 facilities to a new network infrastructure; and

» Reducing highway contract routes by over 65 miflion miles.

The advantages to the Postal Service of the incrementat approach include; {a)
increasing network flexibility to allow for easier changes as demographics, mait
mix, and technology evolve; {b) reducing risks inherent in altempting to make all
network changes at once; {c) allowing testing for pilot projects in a more forgiving
environment; (d} increasing focal buy-in of network changes; and {e) generating

incremental internai capital to cover the cost of network optimization.

Givan the size, complexity, and expense of this effort, it appears that taking an
incremental appreach to the neiwork changes represents an acceptable method
for reducing inefficiencies and standardizing best operational practices. This
approach is reasonable considering that other major government modernization
efforts’ that used traditional strategic planning approaches nevertheless

experienced significant cost overruns and delays.

The Postal Service is currently working to develop a plan to comply with the law
in streamlining its network, This network plan must also consider the need for
enterprise resilience — the ability to continue fo provide service despite natural
or man-made disruptions. We continue to be involved in reviewing the Postal

Service's efforts to consclidate its mail processing and facilities to determine

* Exampies inciude the internat Revenue Service, Federal Aviation Administration, and
Department of Defense modernization projects.
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whether the projected efficiency gains are based on reasonable assumpiions and

{0 assess the impacts on service,

Proper planning and oversight are essential to addressing the risks associated
with incremental streamliining. These risks include: (a) local network changes
might not be consistent and integrated with national strategy, creating disruptions
in the network and affecting service; (b} stakeholder influences and pressure may
detay or curtali consolidations; (c) piecemeal solutions to facility changes may
result in inefficiencies; (d) time lags between staff reductions and facility closures
may wasie money and fower productivity; and {e} successes may be more

difficult {o identify.

The Postal Service also faces some operational challenges from their

incremertal approach to network optimization. They include;

+ Maintaining service levels while transitioning from old networks to a new
infrastructure,

» Streamlining and standardizing the mail processing and transportation
networks by redefining the roles and functions of plants.

« Developing and deploying new mail processing technology to complement the

network optimization.

As the Postal Service continues to sireamiine its mail processing and

transportation network, the OIG will continue to assess these changes as it has
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over the past several years. in the last 3 years, we have assisted the Postal
Service in iis network optimization modeling efforts, reported on
accomplishments and challenges, and examined the Postal Service's overall
network change process, Our work has assisted the Postal Service in identifying
excess workhours worth $662 million, and in reducing transportation costs with
an eccnomic impact of more than $303 mitlion., We have also assessed selected

consclidations of individual mail processing facilities.

Cost Control
Cost control is often at the forefront of Postal Service news, Inn April 2002, the
Postal Service's Transformation Plan inaugurated a significant effort to contain
costs by increasing automation, improving productivity, redesigning logistical
networks, optimizing the retail network, and retiring debt. Postal Service
managemant commitied to continue the transformation with its September 2005
Strategic Transformation Plan. In the first 3 years following the April 2602 plan, a
reduction in CSRS payments of approximately $9.2 billion allowed the Postal
Service to move from a net loss of $678 million in 2002 to a positive net income
for each of the last 4 years. We believe the Pastal Service is stil faced with cost
reduction challenges that in cerlain cases include regulatory restrictions such as:
= Each year the Postal Service adds almost 2 mitlion new mail delivery points,
While these new delivery points add significant costs, they also result in
additional revenue. # is still critical that the Postal Service effectively manage

delivery cost, which is 43 percent of operating costs, because mail delivery

10
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requires a significant infrastructurg investment of carriers, mail processing,
transporiation, and buildings. Historically, the Postal Service's business
model relied on rising First-Class Mail® volume to cover the cost of operating
the expanding delivery network. Mowever, since 2001, First-Class Mai
volume has decreased by more than 6.1 billion pieces while the delivery
network expanded by more than 8 million new delivery points. The decline in
Firsi-Class Mail valume is due, in large part, fo electronic diversion as
businesses, nonprofit organizations, governmentis, and households
increasingly rely on e-mail and other electronic means o conduct financial
transactions and send correspondence. This dynamic was not, of course,
anticipaled in the 1970 business model. The Postal Service's Strategic
Transformation Plan recognizes this chailenge and fooks to the streamlining
of delivery routes and the consclidation of delivery points as ways to reduce

delivery cosis.

We recently conducted 15 audits under Value Proposition Agreements with
the Postal Service {o help them betfter manage delivery and retail utilization of
workhours, costs, and retail service. This work showed the Postal Service
could improve delivery operations by adequately reviewing mail volumes and
data in delivery systems when determining daily workhours for carriers. We
ailso found there were cpportunities for the Postal Service to improve moring
standard operating procedures, operating plans, volume recording, delivery

point seguence, and matching workhours to workload. In addition, in certain

"
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areas the standard staffing of retail windows was not always done and
managers did not ensure the accurate recording of retall workhours. Postal
management agreed with our findings and recommendations and was

proactive in correcting deficiencies.

» One could question how many of the more than 27 300 post offices that
largely comprise the Postal Service's delivery nefwork are essential for mail
sarvice. Many small post offices are not strategically located because they
were established before the introduction of modern fransportation systems.

In some areas, post offices are in close proximity to one another, This
produces redundancy resuiting in unnecessary facilities that may lose money.
Na other public or private entities are required fo bear these costs. Customer
service should always be of paramount concemn to the Postal Service, but
over-serving cusiomers is not a sound business decision. The Postal Service
should have the flexibility to consolidate facilities, if it makes business sense

ta do so.

In 2081, the Postal Service's career tabor force was approximately 776,000
employees; today that number has shrunk to approximately 696,000, This labor
trend is significant and encouraging, but total labor costs have continued o
increase, from $51.4 bilion in 2001 to $56.3 billion in 2006. Severat factors have

contributed to growing labor costs, such as increasing retiree and employee
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health care costs, salary increases, and limited flexibility in how employees can

be deployed.

A significant cost that continues to affect the Postal Service's bottom line is
workers' compensation expenses for injured workers, The size of the bargaining
unit workforce and nature of work performed are the primary factors that made
the Postal Service the largest participant (47 percent of the totat federal
workforoe cases) in the Department of Labor's Office of Workers' Compensation
Programs in 2006, Although the Postal Service has taken positive steps over the
past 3 years to reduce workers' compensation expenses, in chargeback year

2008 these expenses increased from $840 miillion to $884 million {5 percent).

Unionized Postal Service workers enjoy a unique status within the federal
gavernment because they have the right to negoliate compensation through
collective bargaining under the National Labor Relations Act (NLRA). Howaver,
untike private sector companies that are subject to the NLRA, Congress
expressly forbade Postal Service employees and management two key collective
bargaining tools: the right of employees fo strike, and the right of management to
implement its best and last final offer if impasse is reached. |nstead, if collective
bargaining negotiations do not result in agreement, arbitration ensues, resulting
in a third-party arbitrator setting compensation and other contract terms for the

parties through a binding arbitration award.

13
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The new postal law provides for mediation if the Postal Service and union do not
reach a negotiated agreement. If agreement still is not reached, binding
arbitration continues {o be the next statutory step. This arbifration process
authorizes a three-person pane! to decide on the disputed terms for a new
agreement and offers few incentives for the parties to reach a negotiated
settlement. Hopefully, the new postal law's provision for mediation wili
encourage the paries to reach agreements and maintain controt over the

process instead of throwing their disputes to third parties to decide.

The issue of greater flexibility in the deployment of the Postal Service workforce
was discussed in the July 2003 Repori of the President’'s Commission on the
United States Postal Service. We agree thal effective use of employees is
essential to the process of building and maintaining a world-class workforce.
However, one impediment {o this is that the labor agreements between the
Postal Service and three of its four major unions — the American Postal Workers
Union, the National Postal Mail Handiers Union, and the Nationat Asscciation of
Letter Carrers — state that "nornmally, work in different crafts, ocoupational
groups or fevels will not be combined into one job.” This is a prohibition against
what is referred o as "crossing crafts,” which cannot be done except in
accordance with cerfain restrictive provisions, This prohibition may slow the
Postal Service's efforis to Increase efficiencies in mail processing and delivery.
Specifically, it limits the Postal Service's ability lo make cross craft assignments

even when there is no question the reason for the assignments is to avoid

14
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duplication of effort and increase efficiencies. For example, if a postal clerk has
insufficient work for an 8-hour workday, bui thers is a heavy workload eisewhere,
management cannot readily assigh the clerk to that work unless it is within their
cralt and at thelr pay grade. The Poslal Service needs to explore with its unions

ways it can more effectively use its most valuable asset — its employees.

Postal Service latter carriers are classified as city or rurai carriers, Their
compensation is collectively bargained between the Postal Service and their
unions resulting in unigue labor agreements. The city carrier's workweek is 40
hours per week, 8 hours per day. Overtime is paid in the event ity letter carriers
work beyond 8 hours in a day and 40 hours in a week. The rurai letter carrler's
compensation is determined on an evaluated route basis that includes mail
counts, route miles, evaluated time as determined by the office, and the route

fime.

The management of {etter carrier costs using city and rural ciassifications has
proven challenging to the Postal Service. Extensive command, control, and
surveillance systems are required to ensure efficient mail delivery because letter
camiers receive limited direct supervision while delivering mail. To achieve a
significant breakthrough in deffvery costs, the Postal Service should explore an
incentive-based letter carrier performance system, regardiess of how delivery

routes are currently classifted.

15
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The Act has removed two significant financial burdens from the Postal Service.,
The Postal Service no longer has to fund the CSRS escrow nor does it have to
pay retirement costs asscciated with military service. However, the Act also
adds financial challenges, The Postal Service must make significant payments
intc the new Postal Service Retiree Health Benefits Fund (PSREBF) until 2016,
For 2007, the Postal Service is required to make a $5.4 billion payment; it also
had to transfer into PSRHBF the $3.0 billion placed in escrow in FY 2006. Under
Genegrally Accepted Accounting Principles, the fransfer appears as an FY 2007
expense. The net effect of these three items (PSRHBF payment, escrow
savings, and CSRS savings) is that the Postal Service must pay $600 million
more than it did under the old rules in FY 2007, In future years, however, the net
effect should be positive as the combined escrow and CSRS military service
payments were scheduled to become larger than the new PSRHBF payments,
These payments benefit the Postal Service because it is paying down its fulure

lizhilities, but they are still arge expenses in the short term,

The Postal Service bears the cost of non-competitive air carrier rates that other
businesses do not incur in their normal operations. Although the Postal Service
gained the freedom to contract for most domestic air transportation in 1985, as a
result of airline deregulation, international air transportation rates are still mostly
regulated. The Postal Service believes the international rates the U.S.
Department of Trangportation set are far higher than those it couid negotiate on

the open market. As a case in point, the Postal Service has some limited

16
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freedom to contract air transportation for international parcels. When the Postal
Service is able {o use this exception, it pays less. The Postal Service is
mandated to operate in a businesslike manner and purchasing air transportation
should not be an exception. This kind of constraint hinders the kind of large and
innovative sciutions that are required for managing a fast-paced and largely
unforgiving business environment, The Postal Service was not intended, noris it

able, to subsidize the airline industry,

Finally, Total Factor Productivity (TFP) is a measure of postal efficiency and cost-
effectiveness. TFP is a ratio of output (workload} 1o input (rescurces). Workload
includes the number of delivery points and mail volume. Resocurces include
labor, materials, transporiation, and capital. Posial Service productivity for the
fast 7 years has grown at an average annual rate of 1.5 percent. In 2006 the
TFP improved by 0.4 percent. This is a notable achievement considering that
from 1972 to 1999 the average annual growth rate was 0.3 percent. Historically,
during times of increasing mail volume growth, the Postal Service experienced

TFP gains. However, when mail volume growth slowed, so did productivity.

The recent annual TFP trend is encouraging as it seems {o be a depariure from
the historic gainfloss cycle. However, sustaining the current trend may prove to
be & challenge. The recent TFP increases are a direct result of the Postal
Service's efforts to use fewer workhours. 1t may not be possible to continue

cutting costs indefinitely. Labor comprises 73 percent of the fotal operating

17
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expenses used by the Postal Service, and it has limited flexibility to manage
labor costs. To sustain TFP growth, the Postal Service must have the freedom to
adjust its network and staffing levels to operate at maximum efficiency. 1tis also

important to ensure that TFF growth does not come at the expense of service,

Revenue
As with any business, the Postal Service must continually find ways to increase
revenue, While doing so, the Postal Service must provide high-quality customer

service and greater efficiency.

The Postal Service offers numerous products, but Firsi-Class Mail and Standard
Mait together account for 82 percent of the Postal Service's mail revenue and 94
percent of the mait volume. Since these two classes so strongly dominate postal
finances, Postal Service revenue growth largely depends on their future
prospects. It is weli known thai single-piece First-Class Mail revenue is in
decline but less well known that pre-sorted First-Class Mail revenue is slowly
growing. Of the fwo subclasses of Standard Mail, the Enhanced Cartier Route
subclass, which is delivered to entire neighborhoods, has grown modesily in
recent years, and reguiar Standard Mail, which is addressed to individuais, is
doing even better. Although the current frends differ from the past they are not

wholly discouraging.

18
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However, most revenue comes from business mailers, 1o whom mail recipient
satisfaction matters greatly. Making sure that mail is targeted effectively, so that
households receive mail that interests them enhances the value of mail for both
senders and recipients, As First-Class Mail volume stagnates, the Postal Service
may find an increasing opporiunity to generate revenue from advertising mail to

support ifs network.

In addition, the Postal Service has identified opportunities fo provide greater

customer value and increase revenue threugh innovations, such as:

+ Worksharing occurs when mailers (of maiter agents) do part of the work that
the Postal Service itself would normally perform, usually in exchange for a
discount. Worksharing is believed to have cut costs, spurred volume growth,
and lowered postage rates. It has also resuiled in a slow, de-facto
privatization of the Postal Service that many believe has benefited maillers
and the mailing industry as well as consumers and the economy at large.
The idea is that if the mailers can do the activity at a fower cost than the
Posial Servige, then they should do i themselves and save the Postal Service
the costs it would otherwise bear. Worksharing supports the principle of
“lowest combined costs” such that the incentives exist to encourage the least
expensive provider {o do the work, For example, if presorting a piece of mail
saves 10 cents in postal processing costs, but costs the mailer 5 cents to do,

then it makes sense to provide a discount and iet the mailer do the work. If a
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discount of 10 cents or less is given to the maller, then the Postal Service is

at ieast no worse off than before the discount.

Click-N-Ship® allows customers to pay for and print domestic and
international labels with PC Postage using a credit card, or to print labels
without postage, using their home or business computer and printer. Click-N-
Ship® users can caijculate postage rates, find ZIP Codes, and access online
shipping history information. The system sends cusiomers e-mail shipment
notification, stores their credit card information, and validates and saves
addresses in an online address book. In addition, the user is provided free
Delivery Confirmation™ for Priority Mail® and online purchase capability for

USPS insurance.

Customized MarketMall® (CMM®) offers Direct Mallers the opportunity to
creativaly capture a target audience. CMM is an advertising mail option that
parmits the mailing of any shape and virtually any material {paper, foam,
cardboard, cardsiock, rubber, and plastic). This mail may contain enciosures
as well as product samples. It aliows advertisers to differentiate their product

in the mailbox.

Negotiated Service Agreements (NSAs) are customized and intended to be
mutuaily beneficial contractual agreements between the Postal Service and a

specific maller (customer or organization), An NSA provides for customized

20
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pricing, rates, and classifications under the terms and conditions established
in the NSA and may include medifications fo current mailing standards and
other postal requirements. Any mailer may initiate an NSA discussion with

the Postat Service.

We have done and are continuing to do audit and investigative work pertaining to
a number of revenue areas and initiatives, to help ensure that the Postal
Service's revenue is protected and that i is maximizing its revenue potential fo

ensure profitability.

Financial forecasting is essential to the ratemaking process and for maintaining
profitabilityfviability. However, historically the Postal Service has encountered
difficutties in accurately forecasting revenue, volume, and income, especially
given market fluctuations, such as the decline of First-Class Mail and economic
cycles that affect advertising mail. The Postal Service must find, as private
industry does, ways to mitigate undue influences so that forecasting is more

accurate.

In contrast to the forecasting difficulties, the Postal Service has continued fo
improve in disclosing financial information. In 2004, the Postal Service began
SEC-type financial reporting. In addition, the Postal Service also reports cost
and revenue data in great detail fo the Postal Regulatory Commission as part of

the rate setling process. In 2005, the Postal Setvice initiated steps towards
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Sarbanes-Oxley Section 404 compiiance by documertting major processes at its
Accounting Service Cenders. After passage of the Act, the Postal Service
accelerated its efforts 1o be fully compliant by September 30, 2010. The QIG is
currently coordinating with postal management and Emnst & Young to assist in

ensuring compliance by the September 30, 2010, deadline.

In 2006, debt was influenced by the requirements of Public Law 108-18, which
required that the "savings” the Postal Service realizes® from the CSRS payment
be held in escrow and not be obligated or expended until ctherwise provided for
by law. For 2008, the projected cash flow from operations, after funding the
escrow requirement {estimated at $3.1 billion) would not be sufficient to cover
capital investments. A projected borrowing of at least $1 billion was needed fo
make up the shortfall, At the end of 2006, the Postal Service's debt was $2.1
billion, a 110 percent increase over the projected debt. In 2007 and beyond, debt
levels will be influenced by the PSRMBF (until 2016), the ability to opérate at
close to break even, and the amount of capital investment reguired to continue its

efforts to streamiine operations,

Technology
Betweern FY 2000 and FY 2008, the Postal Service approved $5.8 billion in
engineering investments that are expected to produce $19 billion in savings over

their useful life, The Postal Service generally does not invest in automation

2 The difference heotwean the contributions the Postal Service walid have made to the Civii Service
Hetirement and Disabifity Fund had the legislation not been enascted and the contributions it now makes
under the faw.

2
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equipment uniess it can be expected fo generate at least a 20 percent return on
investment. With overall volume levels growing slowly, automation has facilitated

cost cutting in workhours for processing and delivery operations.

Our independent audit and investigative work in postal technology helps assure
that the decision making and deployment processes are sound while protecting
the Postal Service in its conifracting process. Our work has resulied in significant

process improvements and monetary savings for the Postal Setvice,

The Postal Service continues to make significant strides in automating mail
processing. This can be seen in the impraving fiats and parce! technology.3
which is maturing and benefiting from technology adapted from leiter automation
systems. Future plans call for developing and deploying new or improved
awtomation and mechanization equipment that will increase operating efficiency

and productivity.

Cver the years, letter mai technology has increased the Postal Service's
preductivity by sorting mail to delivery walk sequence, thereby eliminating much
of the manual handling of this mail. Sorting mail by automation is mora than 10
times cheaper than manual processing — it costs $5 to sort 1,000 lstters through
automatifon versus more than $55 to sori the same amount manually. As letter

mail technology has matured, investments have focused on software

3 Flat-size mait exceeds the dimensions for lntter-size mail. Parcel mail does not meet the mail processing
category of letter-size mal or flak-glze maill.
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improvements to increase address readability, reduce error rates, and further

eliminate workhours required for manual handting.

In FY 2008, the Board of Governors approved the purchase of mail processing
equipment called the Fiats Sequencing System. This equipment is designed to
put flat mail, such as catalogs and magazines, in delivery route sequence for the
letter carrier, This will eliminate the need for the letier carrier to manuatly sort
this type of mail. The Postal Service anticipates ihis technology wili provide

annuat operating savings of approximately $812.5 million.

The Postal Service continues o pursue new technologies that improve existing
mail processing systems. The Postal Automated Redirection System (PARS)
and optical character reader {OCR) enhancements are additional exampies of
initiatives to further improve mail processing efficiency, PARS improves the
precassing of forwarded mait by intercepting the mail before it is delivered to an
old address. QCR enhancements, as technology improves, will allow mail
processing machines o read mailing addresses better and faster, thereby

increasing processing speed while reducing errors,

While technology breakthroughs in the Postal Service are significant, like certain
other federal departments, the Postal Service has become increasingly
dependent on a few confractors, This dependence on limited competition

increases the risk of higher ¢ost and service disruption. Furthermore, the
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contractors generally own proprietary rights to sofiware and licensing. To their
credit, the Postmaster General and Governors have raised this congem and are

exploring ways to mitigate risks,

In eonclusion, the Postal Service made significant improvements in overall
operations over the last 3 years by stréamiining operations, reducing costs, and
initiating significant restructuring. Yet significant challenges remain, not the least
of which are:

s The extremely dynamic environment in which it operates, especizally
compared to the more stable environment in which most other government
entities function.

» Continuously advancing technological capabifities.

« The constantly changing mix of voiume and types of mail, in the midst of a still
ongoing communications revolution.

» Evolving relationships with mailers in regards to discounts and mail

preparation and submission requirements.

The Postal Service must continue o respond to these chalienges, with the
support of Congress in certain areas, to remain a viable business providing

universal mail service at afferdable prices to the American public.
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Mr. Davis oF ILLINOIS. Thank you very much.
We will go to Ms. Siggerud.

STATEMENT OF KATHERINE E. SIGGERUD

Ms. SIGGERUD. Thank you, Chairman Davis and members of the
subcommittee. Thank you for your invitation to testify at this first
oversight hearing for the U.S. Postal Service since the postal re-
form law was passed.

To begin, I want to recognize the Congress’ efforts in passing this
law that provides tools for establishing an efficient, flexible, trans-
parent, and financially sound Postal Service, one that can more ef-
fectively operate in an increasingly competitive environment.

My remarks today will focus on four areas: first, why GAO re-
cently removed the Service’s transformation efforts and outlook
from GAOQO’s high-risk list; second, the Service’s current financial
condition; third, opportunities and challenges facing the Service
today; and, finally, issues and areas for continued congressional
oversight.

First, when we placed the Service on our high-risk list in 2001,
we stated that a structural transformation was needed to address
the financial, operational, and human capital challenges that
threatened its ability to deliver on its mission. We use this list to
bring attention to issues that we think need action by the adminis-
tration and the Congress. We decided to remove the Postal Service
from the high-risk list because of significant changes that occurred.
Specifically, the Service issued a transformation plan in 2002 and
demonstrated a commitment to the plan by cutting costs, improv-
ing productivity, downsizing its work force, and improving its fi-
nancial reporting.

The 2003 law reduced the Service’s payments for pension obliga-
tions, allowing it to achieve record net income, repay debt, and
delay rate increases.

Elements of the 2006 postal reform law that are responsive to
our concerns include: first, a framework for modernizing the rate-
making process; second, an opportunity to preserve affordable uni-
versal service by reassessing customer needs and identifying effi-
ciencies; third, recognition of the Service’s long-term financial obli-
gations by pre-funding retiree health benefit obligations, resulting
in short-term costs but long-term benefits; and, fourth, enhanced
transparency and accountability.

The Service’s financial condition will be affected by the postal re-
form law and the upcoming rate increase. The law has better
equipped the Postal Service to control its costs and operate on a fi-
nancially sound, businesslike manner than at any time since the
Service’s inception. It places the Service on the path to eliminating
multi-billion-dollar retiree health obligations, which in turn pro-
vides an opportunity to better position the Service financially in
the long term.

Changes to Postal Service finances this year, besides the pre-
funding I have already mentioned and the transferring of the mili-
tary pension, include expending escrow funds and eliminating fu-
ture escrow payments and eliminating certain annual pension
funding requirements.
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The position expects to lose $5.2 billion this year, largely due to
a one-time expending of the $3 billion escrowed last year and then
transferred this year to the Retiree Health Benefit Fund, and the
additional contribution to this fund the Service must make. The
Service plans to borrow $1.8 billion, $600 million more than it had
originally planned for this year.

Nevertheless, other expenses and revenues have tracked closely
to projections. Factors that could still affect the Service’s finances
are the impact of the recent rate increase, changes in fuel prices,
and resolution of certain labor agreements.

Although we removed the Service from our high-risk list, there
are continuing and new challenges. These include: generating suffi-
cient revenues to cover costs as the mail mixes changes; controlling
costs, particularly for compensation and long-term health benefits;
and improving productivity while operating under a price cap
structure; promoting the value of mail while providing affordable,
quality service; and establishing mechanisms to measure and re-
port performance; providing useful and reliable financial data; and
managing the Service’s infrastructure and work force to respond to
operational needs and financial challenges.

The reform law provides opportunities, tools, and flexibilities to
address these challenges. A series of new regulations, frameworks,
and studies over the next few years for both the PRC and the Serv-
ice will be key to implementing this law.

Finally, with regard to potential areas for congressional over-
sight, two particularly important areas are ensuring the Service’s
future financial condition remains sound and ensuring that the
new legal and regulatory requirements are carried out in accord-
ance with the intent of the postal reform law.

Other areas that warrant continued monitoring include: first, the
impact of the upcoming rate increases on mail volumes, mailers,
and the Service’s financial condition; second, actions to establish
the new price-setting framework; third, the Service’s ability to op-
erate under a price cap, while some of its cost segments are in-
creasing above the rate of inflation; fourth, actions to establish
modern service standards, monitor delivery performance, and the
Service’s plan for meeting those standards; and, fifth, the Service’s
ability to provide high-quality delivery service as it takes actions
to reduce costs and realign its infrastructure and work force.

The successful transformation of the Postal Service will depend
heavily upon innovative leadership by the Postmaster General and
the chairman of the PRC and their ability to work effectively with
their employee organizations, employees, the mail industry, Con-
gress, and the general public.

Mr. Chairman, this concludes my statement. I am happy to an-
swer any questions the subcommittee may have.

[The prepared statement of Ms. Siggerud follows:]
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ppitz200r |
U.S. POSTAL SERVICE

Postal Reform Law Provides
Opportunities to Address Postal
Challenges

What GAO Found

Key actions by both the Service and Congress have led GAO to remove the
Service’s transformation efforts and long-term outlook from its high-risk list
in January 2007. Specifically, the Service developed a Transformation Plan
and achieved billions in cost-savings, improved productivity, downsized its
workforce, and improved its financial reporting, Congress enacted a law in
2003 that reduced the Service’s annual pension expenses, which enabled it to
achieve record net incomes, repay debt, and delay rate increases until
January 2006. Finally, as illustrated in the table, the postal reform law
enacted in December 2006 provides tools and mechanisms that can be used
to address key challenges facing the Service as it moves into anew
regulatory and increasingly competitive environment.

The two key factors that will affect the Service’s financial condition for this
fiscal year are the new reform law and new postal rates that go into effect in
May. The reform law increases the costs of funding retiree health benefits
but provides opportunities to offset some of these cost pressures through
efficiency gains and eliminating certain pension payments. For the rest of
the year, Service officials do not expect significant changes from its
projected expenses and revenues. Other factors, such as costs for fuel or
labor resolutions varying from plan, could affect the Service's projected
outcome for this fiscal year.

Postal Reform Law ides Opp to Address Cl

Challenges facing the Service Opportunities to address challenges
Generating sufficient revenues to cover costs  Pravides price-setting flexibility and allows the
as the mail mix is changing. Service to retain eamings.

[e] costs, for i the Service to reduce costs and
and long-term heatith benefits, and improving operate more sfficiently in areas such as
productivity. realigning its network and wondorca.

Maintaining affordable, refiable service and Establishes service standards and monitoring
sstablishing reliable mechanisms to measure by the new Postal Regulatory Commission
and report service performance. {PRC).

Providing useful and reliable financiai data to Establishes new reporting, accounting, and
assess o .l

condmon in ﬁscal year 2007, (3) tl\e

the Semce, a.mi (4} major issues
and areas for congressional
oversight. This testimony is based
on GAQ's past work, review of the
postal reform law, and updated
information on the Service’s
financial condition.

Wwww.gao. goviogi-bin/getrpt?GAQ-07- aim.

To view the full product, including the-
and methodology, dlick an the link above:. *

For morg information, cantact Katherine -

Siggerud at (202) 512-2834 or
siggerudk@gan.gov.

Managing its workforce to respond to Requires a plan with the Sarvice's vision for
operational changes. its i and and

the resul?lr_‘g Impacts on its workforce.

Sourca: GAD.

Congress'’s continued oversight of the Service’s transformation is eritical at
this time of significant changes for the Service, PRC, and mailing industry.
Also, key to a successful transformation is innovative leadership by the
Postmaster General and the PRC Chairman and their ability to work
effectively with stakeholders to realize new opportunities provided under
the postal reform law. GAO has identified key issues and areas for oversight
related to implementing the reform law and new rate-setting structure, as
well as other challenges to ensure the Service remains financially sound.

United States
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Chairman Davis, Representative Marchant, and Members of the
Subcommittee:

I am pleased to be here foday to participate in this oversight hearing for
the U.S. Postal Service (the Service). To begin, I want to acknowledge
Congress’s efforts in passing comprehensive postal reform legislation.' The
Postal Accountability and Enhancement Act (the act) provides tools and
mechanisms that can be used to establish an efficient, flexible, fair,
transparent, and financially sound Postal Service—a Service that can more
effectively operate in an increasingly competitive environment not
anticipated under the Postal Reorganization Act of 1970. Effective
collaboration among the Service, the newly established Postal Regulatory
Commission (PRC), mailers, and employee organizations can help to
facilitate the successful implementation of the act by achieving a greater
understanding of each other’s changing needs and operations, and how
they correspond to the American public’s need for the continued provision
of affordable, high-quality postal services.? My remarks today will focus on
(1) why we recently removed the Service’s transformation efforts and
outlook from GAO's high-risk list, (2) the Service’s financial condition in
fiscal year 2007, (3) the opportunities and challenges facing the Service,
and (4) major issues and areas for continued congressional oversight.

In summary:

When we originally placed the Service’s transformation efforts and long-
term outlook on our high-risk list in early 2001, we stated that a structural
transformation would be needed to address the growing financial,
operational, and h capital chall that thr d its mission to
provide affordable, high-quality universal postal services on a self-
financing basis.” This designation would help raise the urgency of taking
actions to address these challenges before the sitnation escalated into a
crisis where the options for action could be more limited. Since that time,
key actions by both the Service and Congress have improved the Service’s
financial, operational, and human capital condition and outiook.

'Pub. L. No. 109-435: The Postal Accountability and Enhancement Act, enacted Dec. 20,
2006.

“The act renames the Posial Rate Commission as the Postal Regulatory Commission. We
will use the abbreviation PRC to represent both.

’GAO, U.S. Postal Service: Transformation Challenges Present Significant Risks,
GAO-01-598T (Washington, D.C.: Apr. 4, 2001).

Page 1 GAO-07-684T
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Specifically, the Service’s manragement issued a Transformation Plan in
2002 that outlined steps to guide it in addressing its challenges and has
demonstrated a commitment to implementing the Plan by cutting costs,
improving productivity, downsizing its workforce, and improving its
financial reporting. Further, a statute enacted in 2008 reduced the
Service’s annual pension expenses, which allowed the Service to achieve
record net income, repay debt, and delay rate increases until January
2006.* Comprehensive postal reform legisiation was enacted in December
2006 that among other factors, provides:

a framework for modernizing the Service's rate-setting process;

an opportunity to preserve affordable universal service by reassessing the
future needs of postal customers and taking actions to increase value and
efficiencies throughout the postal network—fundamental principles of
functioning in a competitive environment;

recognition of the Service’s long-term financial obligations by prefunding
retiree health benefit obligations, which will result in short-term cost
increases for the Service, but over the long-term this action improves the
fairness and balance of cost burdens for current and future ratepayers;

for a transfer of the obligation to fund civil service pension payments
attributable to past military service from postal ratepayers to taxpayers;’
and

enhanced transparency and accountability by requiring that the Service
collect, track, and report financial and service performance information,
including the creation and reporting of modern service standards.

Based on these actions, we determined that sufficient progress has been
made to warrant the removal of the Service from our high-risk list in
January 2007. We recognize, however, that the Service continues to face
challenges to maintain its viability as it implernents significant changes
under the new law and will further discuss these challenges below.

“Pub. L. No. 108-18: Postal Civil Service Retirement System Funding Reform Act of 2003.

*Pub. L. No. 108-18 shifted the responsibility for funding benefits attributable to military
service from taxpayers to postal ratepayers.

Page 2 GAO-07-684T
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The Service's financial condition for the current fiscal year has been
affected by the act, which, along with the ensuing rate increase, will
continue to affect its near- and long-term financial outlook. Specifically,
changes to either projected or actual Postal Service payments that resuit
from this act include:

accelerating funding of the Service’s retiree health benefit obligations,

expensing funds previously set aside in escrow (transferring them to the
Treasury) and eliminating future escrow payments,

transferring funding for selected military service benefits back to the
Treasury, and

eliminating certain annual Civil Service Retirement System (CSRS)
pension funding requirements.

Since the law was enacted, the Service has updated its expense
projections for fiscal year 2007. To date, those expenses not directly
impacted by the 2006 Act and its total revenues have tracked closely to
budgeted estimates. For the remainder of the fiscal year, Service officials
do not expect significant changes from projected expenses, and still
expect to meet revenue targets—even though the rate decision approved
by the PRC was different than what the Service requested.® These officials
did acknowledge, however, that other factors could have a favorable or
unfavorable impact on the Service’s projected net loss for the year, such as
the effect of rate increases on mail volumes, changes in fuel prices, and
resolution of certain labor agreements. The Service is planning to borrow
$1.8 billion this year, which will push its total outstanding debt to almost
$4 billion to meet short-term cash flow needs that come at year end.

As the Service transitions to its new statutory framework in an
increasingly competitive environment, it will continue to face financial,
operational, and human capital challenges. Table 1 illustrates how the
legislation provides opportunities to address some of these challenges.

°Higher postal rates for most mail classes will be implemented on May 14, 2007, including
an increase in the price of a First-Class stamp from 39 to 41 cents. Rates for Periodicals
(eg, zi ete.), b , will not increase until July 15, 2007, due to
the need for more time to prepare for implementation by the Service and Periodical
mailers. A detailed explanation of the recent rate developments are covered later in the
testimony.

Page 3 GAO-07-684T
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Table 1: Reform Legisiation Provides Opportunities to Addi

C inuing Cl

Challenges tacing the Service

Opportunities to address challenges

Generating sufficient revenues to cover costs as the mail mix is
changing.

Provides price-setting flexibility and allows the Service to retain
earnings.

Controlling costs, particularly for compensation and long-term
health benefits, and improving productivity.

Encourages the Service to reduce costs and operate more
efficiently in areas such as realigning its network and workforce.

Maintaining affordable, refiable service and establishing refiable
mechanisms to measure and report service performance.

Requires the Service to ish service in o itation
with the new Postal Regulatory Commission, which will annually
report on the Service's performance against these standards.

Providing useful and refiable financial data to assess performance
to management, regulators, and oversight bodies.

Establishes new reporting, accounting, and ratemaking data
requirements.

Managing its workforce to respond to operational needs.

Requires a plan to describe the Service's vision for realigning its
infrastructure and workforce, including the impacts of facility
changes on its workforce and whether the Service has sufficient
flexibility to make needed workforce changes.

Source: GAD.

Continued oversight will be necessary to help ensure the Service'’s future
financial condition remains sound and that the intent of the act is followed
throughout implementation. In particular, we have identified major issues
considered significant by various postal stakeholders, as well as areas for
continued oversight including:

the effect of the upcoming rate increases and statutory changes on the
Postal Service’s financial condition;

the impact of the Service’s decision on whether or not to submnit a rate
filing later this year under the old rate structure;

actions by the PRC to establish a new price-setting and regutatory
framework;

the Service's ability to operate under an inflationary price cap while some
of its cost segments are increasing above the rate of inflation;

actions by the Service, in consultation with the PRC, to establish modern
service standards, and the Postal Service’s plan for meeting those
standards;

the Service's ability to provide high-quality delivery service as it takes
actions to reduce costs and realign its infrastructure and workforce; and

Page 4 GAO-07-684T
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the PRC’s development of appropriate accounting and reporting
requirements aimed at enhancing transparency and accountability of the
Service's internal data and performance results.

The successful transformation of the Postal Service will require innovative
leadership by the Postmaster General and the Chairman of the PRC, and
their ability to work effectively with their employees, the mailing industry,
and the general public. We are encouraged by the Service's ongoing efforts
to facilitate workgroups with participants from the mailing industry that
will make recommendations regarding new service standards and
measures. [t will be important for all postal stakeholders to take full
advantage of the unique opportunities that are currently available by
providing input and working together, particularly as challenges and
uncertainties will continue to threaten the Service’s financial condition
and outlook.

Recent Actions
Warranted the Postal
Service’s Removal
from Our High-Risk
List

Several actions—both by the Service and the Congress—led us to remove
the Service's transformation efforts and long-term outlook from our high-
risk list. In 2001, we made this designation because the Service's financial
outlook had deteriorated significantly. The Service had a projected deficit
of $2 billion to $3 billion, severe cash flow pressures, debt approaching the
statutory borrowing limit, cost growth outpacing revenue increases, and
limited productivity gains. Other challenges the Service faced included
liabilities that exceeded assets by $3 billion at the end of fiscal year 2002
major liabilities and obligations estimated at close to $100 billion, a
restructuring of the workforce due to irapending retirements and
operational changes, and long-standing labor-management relations
problems. We raised concerns that the Service had no comprehensive plan
to address its financial, operational, or human capital challenges, including
its plans for reducing debt, and it did not have adequate financial reporting
and transparency that would allow the public to understand changes in its
financial situation. Thus, we recommended that the Service develop a
comprehensive plan, in conjunction with other stakeholders, which would
identify the actions needed to address its challenges and provide publicly
available quarterly financial reports with sufficient information to
understand the Service’s current and projected financial condition. As the
Service’s financial difficulties continued in 2002, we concluded that the
need for a comprehensive transformation of the Service was more urgent
than ever and called for Congress to act on comprehensive postal reform
legislation. The Service's basic business model, which assumed that rising
mail volume would cover rising costs and mitigate rate increases, was

Page 5 GAO-07-684T
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outmoded as First-Class Mail volumes stagnated or deteriorated in an
increasingly competitive environment.

Since 2001, the Service’s financial condition has improved and it has
reported positive net incomes for each of the last 4 years (see fig. 1).

Figure 1: Recent Postal Service Net Incomes

Dollars in billions
5

| s
L

-2
Fiscal year

2002 2003 2004 2005 2008
Source: Fostal Service Annual Reparts,

The Service has made significant progress in addressing some of the
challenges that led to its high-risk designation. For example, the Service's
management developed a Transformation Plan and has demonstrated a
commitment to implementing this plan. Since our designation in 2001, the
Service has:

Reduced workhours and improved productivity: The Service has reported
productivity gains in each year. According to the Service, its productivity
increased by a cumulative 8.3 percent over that period, which generated
$5.4 billion in cost savings. The Service reported eliminating over 170
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million workhours over this period, with a 4.5 million workhour reduction
in fiscal year 2006.

Downsized its workforce: The Service has made progress in addressing
some of the human capital challenges associated with its vast workforce,
by managing retirements, downsizing, and expanding the use of
autornation. At the end of fiscal year 2006, the Service reported that it had
696,138 career employees, the lowest count since fiscal year 1993. Attrition
and automation have allowed the Service to downsize its workforce by
more than 95,000, or about 10 percent, since fiscal year 2001.

Enhanced the reporting of its financial condition and outlook: The Service
responded to recommendations we made regarding the lack of sufficient
and timely periodic information on its financial condition and outlook that
is publicly available between publications of its audited year-end financial
statements by enhancing its financial reporting and providing regular
updates to the financial statements on its Web site.” The Service instituted
quarterly financial reports, expanded the discussion of financial matters in
its annual report, and upgraded its Web site to include these and other
reports in readily accessible file formats.

The 2003 pension act provided another key reason for why we removed
the high-risk designation.® Much of the Service’s recent financial
improvement was due to the change from this law that reduced the
Service’s annual pension expenses. Between fiscal years 2003 and 2005,
the Service had a total of $9 billion in decreased pension expenses when
compared to the annual expenses that would have been paid without the
statutory change. This change enabled the Service to significantly cut its
costs, achieve record net incomes, repay over $11 billion of outstanding
debt, and delay rate increases until January 2006.

The Service’s improved financial performance and condition during this
time was also aided by increased revenue generated from growing

"GAO-01-598T; GAO, U.S. Postai Service: Deteriorating Financial Outlook Fncreases Need
far Mnsfarmnon GAO-02-355 (Washington, D.C.: Feb. 28, 2002); U.S. Postal Service:

ing for P ¢ Benefits, GAO- OJQIGR (Washmgton, D.C.: Sept. 12, 2002);
U.S. Postal Service Actions to Impr Its Fi 74 9, GAO-03-26R (Washington,
D.C.: Nov. 13, 2002).

“The Postal Service Civil Service Retirement Syster Funding Refonn Actof 2003 (Pub L.
No. 108-18) was enacted in response to the Office of P
performed at our request, which concluded that the Service was on course to overfu.nd its
pension payments.
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volumes of Standard Mail (primarily advertising) and rate increases in
June 2002 and January 2006. Standard Mail volumes grew by almost 14 .
percent from fiscal year 2001 to 2006, and Standard Mail revenues, when
adjusted for inflation, increased by over 11 percent during the same time
period. In June 2002, the Service implemented a rate increase (the price of
a First-Class stamp increased from 34 cents to 37 cents) to offset rising
costs. In January 2006, the Service implemented another rate increase (the
price of a First-Class stamp increased from 37 cents to 39 cents) to
generate the additional revenue needed to set aside $3.0 billion in an
escrow account in fiscal year 2006 as required by the 2003 pension law.
Revenues in fiscal year 2006 increased by about 4 percent from the
previous year due largely to the January 2006 rate increase.

The passage of the recent postal reform legislation was another reason
why we removed this high-risk designation. Although noticeable
improvements were being made to the Service’s financial, operational, and
human capital challenges, we had continued to advocate the need for
comprehensive postal reform legislation.” After years of thorough
discussion, Congress passed a comprehensive postal reform law in late
December 2006 that provides tools and mechanisms that can be used to
establish an efficient, flexible, fair, transparent, and financially sound
Postal Service. Later in this statement, I will discuss how some specific
tools and mechanisms can be used to address the continuing challenges
facing the Service.

The Postal Service’s
Current Financial
Condition

The Service's financial condition for fiscal year 2007 has been affected by
the reform act, which, along with the May change in postal rates, will
continue to affect its near- and long-term financial outlook. The Service
will benefit financially from an increase in postal rates in May averaging
7.6 percent. Key steps in the rate process are provided in appendix I. The
Service is estimating that it will gain an additional $2.2 billion in net
income in fiscal year 2007 as a result of the new rates. The recent rate
case, in addition to generating additional revenues, took significant strides

GAQ, U.8. Postal Service: Bold Action Needed to Continue Progress on Postal
Transformation, GAG-04-108T (Washington, D.C.: Nov. 5, 2003); Need for Comprehensive
Postal Reform, GAO-04-456R (Washington, D.C.: Feb. 6, 2004); [.S. Postal Service: Key
Elements of Comprehensive Postal Reform, GAO-04-397T (Washington, D.C.; Jan. 28,
2004); U.S. Postal Service: Key Reasons for Postal Reform, GAQ-04-565T (Washington,
D.C.: Mar. 23, 2004); U.5. Postal Service: Despite Recent Progress, Postal Reform
Legistation Is Still Needed, GAQ-05-453T (Washington, D.C.: Apr. 14, 2005).
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in aligning postal rates with the respective mail handling costs. Some rate
increases are particularly large—i.e., some catalog rates may increase by
20 to 40 percent. The new rates structure is aimed at providing the
necessary incentives to encourage efficient mailing practices (e.g., shape,
weight, handling, preparation, and transportation) and thereby encourage
smaller rate increases and steady mail volumes in the longer run.

At the beginning of fiscal year 2007 (before the enactment of the reform
law), the Service expected to earn $1.7 billion in net income, which
reflected the additional revenue the Service estimated it would receive
from the May increase in postal rates. The Service, however, planned to
increase its outstanding debt of $2.1 biltion at the end of fiscal year 2006
by an additional $1.2 billion in fiscal year 2007 in order to help fund the
expected $3.3 billion escrow requirement for 2007.

Since enactment of the reform law, the Service has updated its expense
projections. While the Service's total expenses for fiscal year 2007 have
been affected by passage of the act, those expenses not directly related to
the act and total revenues have tracked closely to plan. The Service
currently is estimating an overall fiscal year 2007 net loss of $5.3 billion,
largely due to changes in either projected or actual Postal Service
payments as a result from the act including:

Accelerating fundi Service's retiree he: bligations:
Beginning this fiscal year, the Postal Service must make the first of 1¢
annual payments into a newly created Postal Service Retiree Health
Benefits Fund (PSRHBF) to help fund the Service's significant unfunded
retiree health obligations. The 2007 payment of $5.4 billion is due to be
paid by September 30. The Service has accrued half of this expense— $2.7
billion—during the first 6 months of the fiscal year and will accrue $1.35
billion in each of the remaining 2 quarters.

ne-ti nsing of fund: viousk
eliminating future escrow payments: The act requires the Service to
transfer the $3.0 billion it escrowed in fiscal year 2006 to the PSRHBF,
which the Service recognized as a one-time expense in the first quarter of
fiscal year 2007." The reform act also eliminated future escrow payments
required under the 2003 pension law, including the $3.3 billion payment
scheduled for fiscal year 2007.

"The Postal Civil Service Retirement System Funding Reform Act of 2003 required the
Postal Service to escrow the reduction in its civil service pension expenses that resulted
from changes to how the Service funded these pensions.
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Transferring funding for selected military service bene

Treasury: The act significantly reduced the Service’s civil service pension
obligations by transferring responsibility for funding civilian pension
benefits attributable to the military service of the Service’s retirees back to
the Treasury Department, where it had been prior to enactment of the
2003 pension law. The reform act requires that any overfunding
attributable to the military benefits as of September 30, 2006, be
transferred to the PSRHBF by June 30, 2007."

Eliminating certai jvi i i SRS
pension funding requirements: The act eliminated the requi t that the

Service fund the annual normal cost of its civil service employees and the
amortization of the unfunded pension obligation that existed prior to
transferring the military service obligations to the Treasury Department.®
The Service estimates that it will save $1.5 billion in fiscal year 2007 from
eliminating the annual pension funding requirements and amortization
payments.

The result of these payments is a net increase in retivement-related
expenses of $3.9 billion,"” which is $600 million higher than the expected
$3.3 billion escrow payment for 2007 that was eliminated. Thus, the
Service is planning to borrow $600 million more than initially budgeted to
cover this shortfall. This increase is anticipated to result in the Service’s
borrowing $1.8 billion in fiscal year 2007, which would bring its total
outstanding debt to $3.9 billion by the end of the fiscal year.

The Service has identified other factors and uncertainties that, depending
on how results vary from budgeted estimates, could have a favorable or
unfavorable impact on the Service's projected net loss for fiscal year 2007.
For example, volumes and revenues may be affected by a continued
slowdown in the U.S. economy or unanticipated consequences of the
recent rate decision. The Service has anticipated economic growth to pick
up in the third and fourth quarters of this year, but a slowdown may
depress volume growth below projected levels for the rest of the year.

"The Office of P has preliminarily esti the overfunding to be
more than $16 billion.

*Fhe reform act delays resumption of payments from the Postal Service to liquidate any
pension underfunding until September 30, 2018,

*The $3.9 billion net i in reti Iated is comprised of the $6.4
billion retiree health payment due to the PSRHBF by September 30, 2007, and the $1.5
billion reduction in the Service’s pension expenses through fiscal year end.
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Furthermore, the unusual nature of the rate case creates uncertainties for
the Service that may affect its financial results. These uncertainties
include how the Service and its customers will respond to the:

limited implementation times—the 2-month implementation period (the
Postal Service Board of Governors decision on March 19, 2007, stated that
most new rates would become effective on May 14, 2007) leaves little time
for the Service to educate the public and business mailers on the new rate
changes and to allow mailers sufficient time to adjust their mailing
practices and operations accordingly;

delayed implementation times—how mailers and the Service will be
affected by the delay in implementing new Periodical rates until mid-July;

magnitude of certain restructured rates, particularly for those specific
types of mail that will experience rather significant increases, and the
related impact on volumes and revenues; and

unfamiliarity with restructured rates—the prices for many popuiar
products, such as certain types of First-Class Mail, will experience
significant shifts based on the shape of the mail. For example, figure 2
shows how the cost of First-Class Mail will differ based on its shape.
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Figure 2: Cost of First-Class Mail Will Differ Based on Shape of Mail under New Rate System
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Source: GAO.

Moreover, the Service’s expense projections may be susceptible to rising
fuel prices due to the Service's vulnerability in this area or that the
outstanding contract negotiations for two of its major labor unions would
vary from projected levels. Although the extent to which these factors and
uncertainties will affect the Service’s financial condition for fiscal year
2007 is not known, they may affect its subsequent financial outlook. For
example, if the Service finds that its financial performance and condition
is weakening—either through revenue shortfalls or expense increases—it
may decide to file another rate increase later this year.

Postal Reform Law
Provides
Opportunities to
Address Challenges

The new postal reform law provides new opportunities to address
challenges facing the Service as it continues its transformation in a more
competitive environment with a variety of electronic alternatives for
communications and payments. Specifically, it provides tools and
mechanisms to address the challenges of generating sufficient revenues,
controlling costs, maintaining service, providing reliable performance
information, and managing its workforce. Effectively using these tools will
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be key to successfully implementing the act and addressing these

challenges.
Generating sufficient The Service continues to face challenges in generating sufficient revennes
revenue as First-Class Mail as First-Class Mail volume continues to decline and the mail mix changes.
volume is declining and First-Class Mail, historically the class of mail with the largest volumes and
mail mix is changiﬁ g revenues, saw volume shrink by almost 6 percent from fiscal year 2001 to

2006. The trends for First-Class Mail and Standard Mail, which currently
combine for about 95 percent of mail volumes and 80 percent of revenues,
experienced a historical shift in fiscal year 2005. For the first time,
Standard Mail volumes exceeded those for First-Class Mail (see fig. 3).

Figure 3: Mail Are O Those tor First-Class Mail
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Sourcs: Postal Sarvice Annual Reports.
Note: First-Class Mail volume does not include Priority Mail.

This shift has major revenue implications because:

¢ First-Class Mail generates the most revenue and is used to finance most of
the Service's institutional (overhead) costs (see fig. 4).
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= Standard Mail generates less revenue per piece compared to First-Class
Mail and it takes about two pleces of Standard Mail to make the same
contribution to the Service’s oveérhead costs as one piece of First-Class
Mail.

+  Standard Mail is a2 more price-sensitive product compared to First-Class
Mail becanse it conpetes with other advertising media. Also, because
advertising, including Standard Mail, tends to be affected by economic
cycles to a greater extent than First-Class Mail; a larger portion of the
Service's mail volumes is more susceptible to economic fluctuations.

Figure 4: Mail Volume, Revenues, and Contribution 1o Cover Overhead Costs, Fisoal Year 2008
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*Cther mail inchudes mall such as mdgazinies, newspapers, and parcels. Other services include postal
services such as post office buxes, money orders, and defivery confirmation.

The act provides tools and mechanisms that can help address these
revenue challenges by promoting revenue generation and retention of

x . The act established flexible pricing mechanisms for the Service's
competitive and market-dominant products.” For example, it allows the
Service to raise rates for its market-dominant products, such as First-Class

YSections 201 and 202 lists which products are market-dominant and competitive.
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Mail letters, Standard Mail, and Periodicals, up to a defined price cap;
exceed the price cap should extraordinary or exceptional circumstances
arise; and use any unused rate authority within 5 years. For its competitive
products, such as Priority Mail or Expedited Mail, the Service may raise
rates as it sees fit, as long as each competitive products covers its costs
and competitive products as a whole cover their attributable costs and
make a contribution to overhead.

The act also allows for the Service to retain any earnings, which may
promote increased financial stability. First, to the extent the Service can
generate net income to retain earnings, this could enhance its ability to
weather economic downturns. For example, a slow economic cycle or
sudden increase in fuel prices might not necessitate an immediate rate
increase if sufficient retained earnings exist to cover related shortfalls.
Furthermore, to the extent the Service can retain earnings as liquid assets,
it may reduce the Service’s reliance on borrowing to offset cash shortfalls.
The Service has stated that it will take out debt to cover cash shortfalls in
fiscal year 2007 and projects that this increase will result in $3.9 billion of
outstanding debt at the end of the year (see fig. 5). Controlling debt will be
important because the Service needs to operate within its statutorily set
borrowing limits ($3 billion in new debt each year, and $15 billion in total
debt outstanding). Reducing debt was one of the key factors we cited in
removing the Service’s high-risk designation.
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]
Figure 5: The Service Projects Nearly $4 Blilion In Outstanding Debt at the End of
Fiseal Year 2007
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Sourca: GAO analysis of Postal Servics data.

Uncertainties related to the recent rate decision and reform law may
impact the extent to which the Service is able to address its revenue
related challenges. The uncertainties include:

How will mailers and volume respond to the new rate decision's pricing
signals?

What types of innovative pricing methods will be allowed?

How will the Service set rates under the new price cap system, and how
will mailers respond to this additional flexibility? How will the Service and
mailers be able to modify their information systems to accommodate more
frequent rate increases?

How will customer behavior change as prices change under the new

system? To what extent will customers desire for mail be affected by
privacy concerns, environmental concerns, preference for electronic
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alternatives, or efforts to establish Do Not Mail lists?'*

How will the Service be able to enhance the value of its market-dominant
and competitive products (e.g., predictable and consistent service,
tracking and tracing capabilities, etc.)?

What will the Service do with any retained earnings (e.g., improve its
capital program, save to weather downturns in the economy)?

Controlling costs and
improving productivity

The Service faces multiple cost pressures in the near- and long-term
associated with the required multi-billion dollar payments into the
PSRHBF, dealing with key cost categories experiencing above-inflation
growth while operating under an inflationary-based price cap, and other
costs assoctated with providing universal postal services to a growing
network—one now expanding by about 2 million new addresses each year.
‘While the reform act takes actions that increase current costs by
improving the balance of retiree health benefit cost burdens between
current and future ratepayers, it also eliminates other payments and
provides opportunities to offset some of these costs pressures through
efficiency gains that could restrain future rate increases. It will be crucial
for the Service, however, to take advantage of this opportunity and
achieve sustainable, realizable cost reductions and productivity
improvements throughout its networks.

Personnel expenses (which include wages, employee and retiree benefits,
and workers’ compensation) have consistently accounted for nearly 80
percent of annual operating expenses, even though the Service has
downsized its workforce by over 95,000 employees since fiscal year 2001.
The Service’s personnel expenses have grown at rates exceeding inflation
since fiscal year 2003 and are expected to continue dominating the
Service’s financial condition. In particular, growth in retiree health benefit
costs have, on average over the last 5 years, exceeded inflation by aimost
13 percent each year. This growth is expected to continue due to (1) rising
premiums, growth in the number of covered retirees and survivors, and
increases in the Service's share of the premiums; and (2) the Service will
continue paying the employer’s share of the health insurance premiums of
its retirees along with the required payments ranging from $5.4 billion to

*As part of the reform act, GAQ is required to issue a report on the activities of the Postal
Service to promote recycling and other opportunities for improvement in this area.

Page 17 GAO-07-684T



110

$5.8 billion into the PSRHBF in each of the following 9 years. While we
recognize the cost pressures that will be placed on the Service as it begins
prefunding its retiree health benefits obligations, we continue to believe
that such action is appropriate to improve the faimess and balance of cost
burdens for current and future ratepayers. Furthermore, beginning in
fiscal year 2017, the Service might enjoy a significant reduction in its
retiree health costs if its obligations are fully funded.

In addition to these personnel expenses, the Service has also experienced
growth in its transportation costs that exceeded the rate of inflation in
fiscal years 2005 and 2006. Transportation costs represent the second
largest cost category behind compensation and benefits. These costs grew
by about 11 percent from fiscal year 2005 to 2006, largely due to rising fuel
costs. In a February 2007 report, we stated that the Service is vulnerable to
fuel price fluctuations and will be challenged to control fuel costs due to
its expanding delivery network and inability to use surcharges.”

The Service has made some progress in containing cost growth, and
pledged to cut another $5 billion of costs out of its system between fiscal
years 2006 and 2010 through productivity increases and operational
improvements. The Service has reported productivity increases for the last
7 years, but the reported increase in fiscal year 2006 was its smallest
during this period. The Service has recently had trouble absorbing gains in
mail volumes while achieving targeted workhour reductions. Although the
Service has reduced its workhours in 6 of the last 7 years, in fiscal year
2006, its goal was to reduce workhours by 42 million, but the Service
reported a decrease of only 5 million workhours.

While both the recent rate decision and reform act seek to improve
efficiencies in the postal networks, these developments will pose
challenges to the Service. In terms of the rate case, the Service will be
challenged to modify its mail processing and transportation networks to
respond to changes in mailer behaviors (e.g., in the quantity and types of
mail sent and how mail is prepared) to miniruize their rates. Furthermore,
the reforra act provides an opportunity to address the Service's cost
challenges because it requires the Service to develop a plan that, among
other things, includes a strategy for how the Service intends to rationalize

®GAO, U.S. Postal Service: Vulnerability to Fluctuating Fuel Prices Requires Improved
Tracking and Monitoring of Consumption Information, GAO-07-244 (Washington, D.C.:
Feb. 18, 2007).
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the postal facilities network and remove excess processing capacity and
space from the network, as well as identifying the costs savings and other
benefits associated with network rationalization alternatives discussed in
the plan. This plan provides an opportunity to address some concerns we
have raised in previous work, in which we stated that it was not clear how
the Service intended to realign its processing and distribution network and
workforce, and that its strategy lacked sufficient transparency and
accountability, excluded stakeholder input, and lacked performance
measures for results.” We are currently conducting ongoing work on the
Service's progress in this area over the past 2 years and will be issuing a
report this summer with updated findings.

Taking advantage of the opportunities available will have a direct impact
on the Service’s ability to operate under an inflationary-based rate cap,
achieve positive results, and limit the growth in its debt. If the Service is
unable to achieve significant cost savings, it may have to take other
actions such as borrow an increasing amount each year to make year-end
property and equipment purchases and fund its retiree health obligations.
The following uncertainties may have a significant impact on the Service's
ability to achieve real cost savings and productivity in the future:

How will operating under a rate cap provide an incentive to control costs?

How will the Service operate under a rate cap, if certain key costs
continue to increase at levels above inflation (e.g., health benefit costs)?

How will the new rate designs/structure lead to efficiency improvements
throughout the mail strearm?

Will the Service’s implementation of its network realignment result in
greater cost savings and irproved efficiency?

Will the Service achieve its expected return on investment and operational
performance when it deploys the next phase of automated flat sorting
equipment?

YGAQ, U.S. Postal Service: The Service’s Strategy for Realigning Its Mail Pr
Infrastructure Lacks Clarity, Criteria, and Accountability, GAO-05-261 (Washington,
D.C.: Apr. 8, 2004).
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How will the Service’s financial situation be impacted when the 10-year
scheduled payments into the PSRHBF are completed?

Will the balance of the PSRHBF—which is a function of the PSRHBF's
investment returns and the growth in the Service’s retiree health
obligations—be sufficient to cover the Service’s retiree health obligation
by the end of fiscal year 20167

Maintaining, Measuring,
and Reporting Service

The Service will be challenged to continue carrying out its mission of
providing high-quality delivery and retail services to the American people.
Maintaining these services while establishing reliable mechanisms for
measuring and reporting performance will be critical to the Service’s
ability to effectively function in a competitive market and meet the needs
of various postal stakeholders, including:

The Service—so that it can effectively manage its nationwide service and
respond to changes and/or problems in its network.

The Service's customers (who may choose other alternatives to the
mail)—so that they are aware of the Service’s expected performance, can
tailor their operations to those expectations, and understand the Service's
actual performance against those targets.

Oversight bodies—so that they are aware of the Service’s ability to carry
out its mission while effectively balancing costs, service needs, and the
rate cap; can hold the Service accountable for its performance; and
understand service performance {whether reported problems are
widespread or service is getting better or worse).

The Service’s delivery performance standards and results have been a
long-standing concern for mailers and Congress.” We found inadequate
information is collected and available to both the Service and others to
understand and address delivery service issues. Specifically, the Service
does not measure and report its delivery performance for most types of
mail (representative measures of delivery performance cover less than
one-fifth of mail volume and do not include key types of mail such as
Standard Mail, bulk First-Class Mail, Periodicals, and most Package
Services), certain performance standards are outdated; and that progress

"*GAO, U.S. Postal Service: Delivery Performance Standards, Measurement, and
Reporting Need Improvement, GAQ-06-733 (Washington, D.C.: July 27, 2006).
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has been hindered by a lack of management commitment and
collaboration by the Service and mailers. Based on these findings, we
recoramended the Service take actions to modernize its delivery service
standards, develop a complete set of delivery service measures, more
effectively collaborate with mailers, and improve transparency by publicly
disclosing delivery performance information.

The Service has recently reported positive delivery results for the limited
segment of mail for which the Service does track performance. It has
reported on-time delivery performance improved in the first quarter of
fiscal year 2007 for some single-piece First-Class Mail.® However, issues
such as late deliveries have been reported in places such as Chicago, Los
Angeles, and El Paso; and for different types of mail such as Standard Mail
and Periodicals. Figure 6 shows that delivery performance in Chicago for
this type of mail was worse than the national average at the end of the first
quarter for this fiscal year.

'“The External First-Class Measurement System (EXFC) measures delivery performance
for single-piece First-Class Mail deposited in collection boxes in selected areas of the
country. EXFC is not a systemwide measurement of all First-Class Mail performance.
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Figure 6: Delivery Performance in Chicago Was Below the National Average for
Some Single-Plece First-Class Mail at the end of First Quarter, Fiscal Year 2007
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The reform act provides an opportunity for the Service to address this
challenge by establishing requirements for maintaining, measuring, and
reporting on service performance. Specifically, the act identified four key
objectives for modern service standards:

enhance the value of postal services to both senders and recipients;

preserve regular and effective access to postal services in all communities,
including those in rural areas or where post offices are not self-sustaining;

reasonably assure Postal Service customers delivery reliability, speed, and
frequency consistent with reasonable rates and best business practices;
and

provide a system of objective external performance measurements for

each market-dominant product as a basis for measurement of Postal
Service performance.
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The act also required the Service to implement modern delivery
performance standards, set goals for meeting these standards, and
annually report on its delivery speed and reliability for each market-
dominant product. Key steps specified in the act include that within 12
months of enactment (by December 2007) the Service must issue modern
service standards, and within 6 months of issuing service standards the
Service must, in consultation with the PRC, develop and submit to
Congress a plan for meeting those standards. Furthermore, within 90 days
after the end of each fiscal year the Service must report to PRC on the
quality of service for each market-dominant product in terms of speed of
delivery and reliability, as well as the degree of customer satisfaction with
the service provided.™

These requirements provide opportunities to resolve long-standing
deficiencies in this area. As the Service transitions to the new law, the
following uncertainties may impact its ability to address challenges in
maintaining, measuring, and reporting service performance in the future:

How will the Service implement representative measures of delivery speed
and reliability within the timeframes of the reform act, while taking cost
and technological limitations into account?

How much transparency will be provided to the PRC, Congress, mailers,
and the American people, including the frequency, detail, and methods of
reporting?

Financial Performance
Reporting

Another challenge facing the Service is to provide reliable data to
management, regulators, and oversight entities to assess financial
performance. Accurate and timely data on Service costs, revenues, and
mail volumes helps provide appropriate transparency and accountability
for all postal stakeholders to have a comprehensive understanding of the
Service's financial condition and outlook and how postal rates are aligned
with costs. Earlier I discussed the past issues we have raised related to the
Service's financial reporting and the improvements that the Service has

*The act further stipulates that the PRC must provide an opportunity for public comment
on the report and must, within 90 days of receiving the annual service data from the Postal
Service, make a written determination of compliance as to whether any service standards
were not met. If PRC finds noncompliance, it is required to order the Service to take such
action as PRC considers appropriate to achieve compliance. PRC also can fine the Service
in cases of deliberate noncompliance.
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Table 2: PRC

recently made. We have also reported on the long-standing issues of
ratemaking data quality that continue to persist.”

The act establishes new reporting and accounting requirements that
should help to address this challenge. The major change is the
establishment of, and anthority provided, to the new PRC to help enhance
the collection and reporting of information on postal rates and financial
performance (see table 2).

ibilities for Fi ial Ti Y, O ight, and A ility

Subject

PRC Responsibilities

Oversight of market-dominant products

.

Prescribes by regulation the forn and content of annual Service reports that analyze
costs, revenues, and rates, using methods that PRC must prescribe, and in sufficient
detail to demonstrate compliance with applicable requirements. Specify which reported
information shall be made public. Initiate proceedings as necessary to improve the
quality, completeness, or accuracy of this information.

Annually determine whether rates are in compliance, after providing an opportunity for
pubiic comments on the Service’s annual reports.

If rates are not in compliance, order the Service fo take appropriate action to come into
compliance and remedy the effects of noncompliance, such as ordering rates to be
adjusted to lawful levels.

Consider any complaints that rates are not in compliance, which stakeholders may file at
any time during the year.

Oversight of competitive products

Establish regulations that ensure that each compstitive product covers its attributable
costs, prohibits the cross-subsidization of competitive products by market-dominant
products, and ensures that competitive products collectively cover what PRC determines
to be an appropriate share of the Service's institutional costs (overhead costs).

Consider any complaints that stakehelders may file at any time during the year. if
noncompliance is found, PRC must order the Service to take appropriate action to come
into compliance and remedy the effects of any noncompliance, such as requiring the
Service to make up for revenue shortfalls in competitive praducts.

®IGAO, U.S. Postal Service: Imgproving Ratemaking Data Quality through Postal Service
Actions and Postal Reform Legislation, GAO-05-820 (Washington, D.C.: July 28, 2005).

Page 24 GAO-07-684T



117

Subject

PRC Responsibilities

Financial reporting

« Receive annual, quarterly, and other periodic reports from the Servuce that contain
information required by the ities and E (SEC) for registrants®
The annual report must alsa include information on the Service's pension and post-
retirement health obligations. Receive reports on the Service's compliance with rules
presciibed by the SEC for registrants in implementing section 404 of the Sarbanes-Oxley
Act of 2002. Initiate proceedings as necessary to improve the quality, compieteness, or
accuracy of this information.

« Establish the accounting principles and practices that the Service must follow.

« In establishing the Sarwces accounting principles and practices, consider
of the of the Treasury, inciuding how to value assets and
liabilities assomated with provtdmg competitive products, among other factors.

Sourca: Pub.L. No. 109-435.

“The Postal Service is deemed the “registrant” by the refarm act, however the Service is nota
for the of itting reports 1o the SEC,

Service officials have acknowledged the importance of financial reporting,
but stated that there are cost implications associated with these
improvements. The Service has recognized that it will incur costs in
complying with the Securities and Exchange Commission’s (SEC) internal
control reporting rules and by changes needed to provide separate
information for competitive and market-dominant products. We have
reported that significant costs have been associated with complying with
the SEC's implementing regulations for section 404 of the Sarbanes-Oxley
Act, but have also reported that costs are expected to decline in
subsequent years given the first-year investment in documenting internal
controls.”

As the Service transitions to these new reporting and accounting -
requirements, its ability to address future challenges in this area will be
impacted by uncertainties including:

How will the PRC use its discretion to define and implement the new
statutory structure?

What criteria will PRC use for evaluating the quality, completeness, and
accuracy of ratemaking data, including the underlying accounting data and

2GAO, Internal Control: Analysis of Joint Study on Estémating the Costs and Benefits of
Rendering Opinions on Internal Control cver Financial Reporting in the Federal
Environment, GAO-06-255R (Washington, D.C.: Sept. 6, 2006); Sarbanes-Oxley Act:
Consideration of Key Principles Needed in Addressing Implementation for Smaller
Public Companies, GAO-06-361 (Washington, D.C.: Apr. 13, 2006).
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additional data used to attribute costs and revenues to specific types of
mail?

How will PRC balance the need for high-quality ratemaking data with the
time and expense involved in obtaining the data?

How will PRC structure any proceedings to improve the quality of
ratemaking data and enable the Service and others to participate in such
proceedings? What proceedings might PRC initiate to address data quality
deficiencies and issues that PRC has raised in its recent decision on the
rate case?

How will the Service be impacted by the costs associated with complying
with the SEC rules for implementing section 404 of the Sarbanes-Oxley
Act, as well as for the requirement of separate information for competitive
and market-dominant products?

Managing Its Workforce

The Service will be challenged to manage its worlkforce as it transitions to
operating in a new postal environment. The Service is one of the nation’s
largest employers, with almost 800,000 full and part-time workers.
Personnel-related costs, which include compensation and benefits, are the
Service’s major cost category and are expected to increase due to the
reform legislation requirements to begin prefunding retirement health
benefit costs. We have reported on the human capital challenges facing the
Service, but have found the Service has made progress in addressing some
of these challenges by managing retirements, downsizing, and expanding
the use of automation.”

Provisions in the reform act related to workforce management can build
on these successes. As part of the Postal Service Plan mandated by the act,
the Service must describe its long-term vision for realigning its worldforce
and how it intends to implement that vision. This plan is to include a
discussion of what impact any facility changes may have on the postal
workforce and whether the Postal Service has sufficient flexibility to make
needed workforce changes.

The Service, however, faces human capital challenges that will continue to
impact its financial condition and outlook:

#GA0-04-108T and GAO-05-453T.
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«  QOutstanding labor agy ts: Labor agre 1ts with the Service’s four
major unions expired late in calendar year 2006. In January 2007, the
Service reached agreements with two of these unions, including serni-
annual cost-of-living adjustments (COLA) and scheduled salary increases.
Labor agreements, however, remain outstanding for the other two unions
that cover over 42 percent of its career employees.

«  Workforce realignment: As the Service continues to make significant
changes to its operations (i.e., rationalize its facilities, increase
automation, improve retail access, and streamline its transportation
network), it will be challenged to realign its workforce based on these
changes. This challenge may become more significant as mailers alter their
behavior in response to the new rate structure. These actions will require a
different mix in the number, skills, and deployment of its employees, and
may involve repositioning, retraining, outsourcing, and/or reducing the
workforce.

* Retirements: The Service expects a significant portion of its career
workforce—over 113,000 employees—to retire within the next 5 years. In
particular, it expects nearly half of its executives to retire during this time.
The Service's decisions regarding these retirements (that is, whether or
not to fill these positions, and if so, when, with whom, and where) may
have significant financial and operational effects.

The following uncertainties will affect the Service's ability to address
workforce-related challenges in the future:

+ How will the Service be able to respond to operational changes? How will
the Service balance the varying needs of diverse customers when
realigning its delivery and processing networks?

« How will employees and employee organizations be affected and informed
of network changes and how will the Service monitor the workplace
environment?

« How will the resolutions to the outstanding labor agreements affect the
Service’s financial condition?

» How will the Service take advantage of fiexibilities, including allowing
more casual workers to deal with peak operating periods?
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Key Issues and Areas
for Continued
Oversight

The Postal Service, the PRC, and mailers face a challenging environment
with significant changes to make in the coming months related to
implementing the recent rate decision and the new postal reform law. We
have identified several major issues considered significant by various
postal stakeholders, as well as areas related to implementation of the law
that will warrant continued oversight. Specifically, focusing attention on
these issues during this important transition period will help to ensure that
the new statutory and regulatory requirements are carried out according
to the intent of the reform act and that the Service’s future financial
condition is sound. These key issues and areas for continued oversight
include:

the effect of the upcoming rate increases and statutory changes on the
Postal Service’s financial condition;

the decision by the Service whether or not to submit a rate filing under the
old rate structure;

actions by the PRC to establish a new price-setting and regulatory
framework;

the Service’s ability to operate under an inflationary price cap while some
of its cost segments are increasing above the rate of inflation;

actions by the Service, in consultation with the PRC, to establish modermn
service standards and performance measures, and the Postal Service’s
plan for meeting those standards;

the Service’s ability to maintain high-quality delivery service as it takes
actions to reduce costs and realign its infrastructure and workforce; and

the PRC’s development of appropriate accounting and reporting
requirements aimed at enhancing transparency and accountability of the
Service’s internal data and performance results.

One of the most important decisions for monitoring in the short term is
whether or not the Service decides to file another rate increase before the
new rate structure takes effect. The trade-offs involved in the Service's
decision on whether to file under the new or old systems include weighing
the respective costs, benefits, and possible unintended consequences of
the Service’s need for new rates along with the time and resources
required by the Service, the PRC, and the mailing industry to proceed
under either the new or old systems. For example, the Service may benefit
from filing under the old system because it would allow the Service to
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further align costs with prices prior to moving into price-cap restrictions.
Under the old rules, the Service would have to satisfy the “break-even”
requirements that postal revenues will equal as nearly as practicable its
total estimated costs. Under the new rules, the Service would have to
ensure that rate increases for its market-dominant products do not exceed
a cap based on the growth in the Consumer Price Index. Filing under the
old system, however, could put additional strain on mailers and the PRC.
In particular, the PRC would be reviewing the Service’s rate submaission
while transitioning to its new roles and responsibilities under the
legislation—establishing a new organization structure, a new regulatory
framework with new rules and reporting requirements, which must
include time for public input, and a multitude of additional requirements.

Recognizing these challenges, the Chairman of the PRC has suggested
(and asked for public comments on) that rather than expending resources
on extending the application of the old system, the PRC would work with
the Service and mailers to implement the new regulatory systems even
sooner than the 18 months allotted by the new law. This action could
allow the Service to implement new rates sooner under the new regulatory
system depending upon when the PRC corpletes its work and the Service
chooses to file new rates. The Service's decision will not only impact its
financial performance and condition, but also the mailing industry and the
focus of the PRC.

Anaother key provision of the law that warrants close oversight is the
requirement for the Service to develop modern service standards. We are
encouraged by the Service’s actions to date to establish a workgroup that
includes participants from the mailing industry to review and provide
recommendations on service standards and measures. This workgroup is
expected to complete their work in September of this year, and the Service
is to make its decisions on the new service standards by December 20,
2007. The Service then has 6 months to provide Congress with a plan on
how it intends to meet these standards, as well as its strategy for
realigning and removing excess capacity from the postal network. We
believe this plan is a particularly important opportunity to increase
transparency in these areas, particularly given the changes to the Service's
plans for network realignment and the limited information available to the
public. We will be reporting this summer on the status and results of the
Service’s efforts to realign its mail processing network.

Finally, the PRC’s role in developing reporting requirements is critical to

enhancing the Service's transparency regarding its performance results.
Congress was particularly mindful in crafting the reform act to ensure that
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the provisions for additional pricing flexibility were balanced with
increased transparency, oversight, and accountability. The new law
provides the regulator with increased authority to establish reporting rules
and monitor the Service’s compliance with service standards on an annual
basis.

The successful transformation of the Postal Service will depend heavily
upon innovative leadership by the Postmaster General and the Chairman
of the PRC, and their ability to work effectively with their employees,
employee organizations, the mailing industry, Congress, and the general
public. It will be important for all postal stakeholders to take full
advantage of the unique opportunities that are currently available by
providing input and working together, particularly as challenges and
uncertainties will continue to threaten the Service’s financial condition
and outlook.

Chairman Davis, this concludes my prepared statement. I would be
pleased to respond to any questions that you or the Members of the
Subcommittee may have.
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Appendix I: Summary of Recent Rate
Developments

Date

Rate increase, First-Class
Description on-average stamp rate”

5/3/06

Postal Service submits proposal to Postal Rate Commission (PRC)" 8.1 percent 42 cents
» Requests rate increases effective May 2007.
« Proposes Forever Stamp®
« Establishes pricing structure based on mail weights and shapes:
+ Revises old structure which was primarily weight-based.
» Recognizes that different mail shapes have different processing costs.
« Gives mailers an opportunity to minimize their rates by altering shape of mail.

2/26/07

PRC issuas recommended decision on Service’s proposal 7.6 percent 41 cents
Issued after detailed administrative proceeding involving mailers, employee

organization: repr ives and i

Recommends revisions to many of the rates and rate designs submitted by the

Sewvice:

« Increases rates substantially for some types of mail.

« Revised rates are intended to more accurately reflect costs and send proper
pricing signals.

Approves Forever Stamp.

Concurs with shape-based pricing structure and, according to the PRC, the

change in rates will still meet the Service's revenue needs.

Anticipated that this would have been the last rate case initiated prior to

implementation of the new rate structure established under the reform legislation

and explained that its recommended rates are intended to provide a sound
foundation for the future.

an9/n07

Postal Service's Board of Governors issues decision to implement PRC- 7.6 percent 41 cents
recommended rates
+ Implements most rates sffective May 14, 2007.
+ Asks PRC to reconsider some rates, most notably those for flat-sized Standard
Mail, which is generally advertising and direct mail solicitations (this could lead to
further changes in these rates).
+ Delays rate implementation for Periodicals for over 2 months, citing reactions of
ragazine mailers and the publishing industry’s need to update software.
» Begins sale of Forever Stamp starting April 12; stamp will be valid for postage
starting May 14.

(B42118)

Sourca: U.S. Postal Service and Postal Regulatory Commission documents.
*First-Class stamp prices cover lefters weighing up to 1 ounce that are sent via First-Class Mail.

"The name of the Postal Rate Commission was changed to the Postat Regulatory Commission due to
provisions of the Postal Reform and Enhancement Act.

“The Foraver Stamp will sell at the First-Class one-ounce letter rate, and will continue o be worth the
price of a First-Class one-ource letter even if that price changes.
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Mr. Davis oF ILLINOIS. Thank you very much. I thank both of
you for your testimony.

Mr. Williams, you indicated that there had been a significant in-
crease in the number of arrests. I believe you said from 6 to now
more than 2007

Mr. WiLLIAMS. Yes, sir.

Mr. DAvis oF ILLINOIS. To what do you attribute this increase?
What is causing it?

Mr. WiLLiAMS. We enlarged the emphasis on enforcement upon
my arrival. As I said, the office, as I took it over, was not particu-
larly productive either on the audit side or the investigative side,
so that was one of the factors. We then received a substantial
amount of new jurisdiction, and I think that is probably the major
cause for the enlargement of the program from the Postal Service.
That was as a result of a long-term transition that had been occur-
ring from the Inspection Service to the Office of the Inspector Gen-
eral for things such as mail theft. Of course, mail theft is probably
the prime example.

Mr. DAviS OF ILLINOIS. So you are saying that one can actually
expect, when there are allegations of wrongdoings, that there is
going to be an investigation and a finding and in all likelihood
something could and most likely will be done?

Mr. WiLLIAMS. Yes, sir. We think the level of accountability for
misconduct has substantially increased, so I would agree with that.

Mr. Davis oF ILLINOIS. Thank you.

On October 20, 2005, I, along with 58 of my colleagues, sent a
letter to the Director of OPM supporting Medicare subsidies for the
Postal Service. The Center for Medicare and Medicaid Services in
December 2005, denied the request of the Postal Service for receipt
of the Medicare Part D retiree prescription drug subsidy authorized
under the 2003 Medicare prescription drug modernization law. The
CMS stated that its denial was based upon its belief that OPM, as
the administrator of the Federal employee health benefits program,
was the sponsor of the Postal Service’s retiree prescription drug
plan, and that the Postal Service was not entitled to the subsidy.

The value of the prescription drug subsidy for the Postal Service
is significant. It is approximately $250 million annually. Of course,
it would help to reign in operating expenses, which are financed
through postal rates.

I give that background information to ask this question: what re-
quirements does the Postal Accountability and Enhancement Act
impose on your office, and how are you prepared to meet those re-
quirements?

Mr. WiLLiAMS. Thank you, Mr. Chairman.

First of all, on the background material that you supplied, we
were very much in agreement with your office and the other Con-
gressmen. We think there was a basis, and we think that the Post-
al Service, in many ways, needs to and welcomes being thrust into
an arena ruled by market forces, but we think that if they are not
given an opportunity because their arms are pinioned at their side
by regulation, we really don’t have a chance. And so we did not feel
that was a very positive finding on the part of OPM and my office.

With the coming of the act, we received several new responsibil-
ities. Probably the one that is going to take the most of our time
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is auditing data systems that produce figures used by the Postal
Service and by the postal regulator to establish rates. There have
been some problems with those in the past, and we are trying to
focus on the ones that we know are problematic first. That is going
to require a new body of work. There is a single audit on workplace
safety and accident reduction that comes to us, and we also are
looking at some reforms that were made to the administration of
rate deficiency assessments.

Last, the responsibilities that come to our office are significant
with regard to Sarbanes-Oxley. We will be joining with the exter-
nal auditor in a substantial additional amount of work to bring us
into compliance with section 404 of the Sarbanes-Oxley Act.

Mr. Davis oF ILLINOIS. Thank you very much.

I see that it was very timely, because my time has just expired.

Mr. McHugh.

Mr. McHUGH. Thank you, Mr. Chairman.

Welcome to both of you. Thank you for being here.

Mr. Williams, just to kind of expand a little bit on what the
chairman’s last inquiry was directed toward that, is your new role
under the new regulatory system. Do you have any concerns or
complaints? I understand the challenges, as you describe them,
both in response to the chairman and also in your testimony, but
as you have taken your first steps into this new process what trou-
bles you, if anything?

Mr. WiLLIAMS. I have a high level of confidence. I would have
been very troubled a couple of years ago. We have had some years
to get ready. The act has some really beneficial provisions. We are
anxious to play our part in that. I don’t have any concerns about
resources or the skill levels to address our portion, and we are anx-
ious to begin.

Mr. McHUGH. And so far so good. That is great.

Let me flip over here to your network optimization plan. do you
have a time table for the implementation of that?

Mr. WiLLIAMS. I believe the act requires that the Postal Service
present a plan within 18 months.

Mr. McHUGH. That is the limit.

Mr. WiLLIAMS. Yes, sir.

Mr. McHUGH. Are you configuring yourself within that, or is that
what you plan to use?

Mr. WiLLIAMS. I am uncertain as to what the Postal Service in-
tends to do with regard to bringing a plan together. We are work-
ing daily in advance of that to conduct efficiency reviews, to look
at one of the enabling studies for the plan is the area of mail proc-
essing plans. We have begun looking at those to try to examine
how well they work and to make improvements to those as one of
the primary tools to right-sizing the network. But I have not been
advised as to the completion dates for their plan.

Mr. McHUGH. OK. Thank you, sir.

Ms. Siggerud, the GAO has a long and very productive relation-
ship with this subcommittee and with the process of postal reform,
of which I know the chairman and all of us are greatly appre-
ciative. When you placed the Service on your watch list, that was
a big deal.

Ms. SIGGERUD. Yes.
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Mr. McHUGH. I have no doubt you did not go about that easily.

As I reviewed your testimony, the report at least by my reading
seems awfully darned positive in that the concerns that you had
seem for the moment to have been met. Was this a—this is not a
good phrase to use in this town right now, but was this a slam/
dunk decision in your view, or was it a position that you felt con-
tinues to concern you deeply?

Ms. SIGGERUD. Mr. McHugh, it certainly was not a slam/dunk.
We had a lot of in-depth discussions internally in GAO before mak-
ing the decision to take the Postal Service off the high-risk list.

Let me just mention a few things that tipped the balance for us.
As I mentioned in my short statement, really an important purpose
of the high-risk list is to galvanize action by the agency that is put
on the list, as well as by the Congress, in paying attention to the
issue. The fact that the transformation plan did happen and the
Postal Service stuck to it was important action from the agency’s
point of view. Both the 2003 and the 2006 acts, which provided a
different financial footing for the Postal Service, were also very im-
portant.

So the fact that we saw action, both by the Congress and by the
Postal Service, along with a significant change in the financial situ-
ation of the Postal Service, for example, with regard to cash-flow
and with regard to debt levels, along with the very important com-
mitment that management made to reducing costs and improving
productivity, that is what really tipped the level for us. However,
we think there are a number of concerns that the committee needs
to continue to provide oversight on, as I outlined in my statement.
Certainly, if they continue or if financial problems do reappear, we
would reconsider the decision.

Mr. McHUGH. Thank you.

Maybe I can squeeze one more in here on the yellow light here.
Your written testimony, on page 3, talks about the Service’s plan
to borrow $1.8 billion this year, which will push its outstanding
debt to $4 billion. You didn’t characterize that orally. Is that a con-
cern? I mean, that is a lot of money and it is of concern—

Ms. SIGGERUD. Yes.

Mr. McHUGH [continuing]. But would you consider that within
the parameters of normal operating procedures, or is this a particu-
larly troubling aspect for you.

Ms. SIGGERUD. It is a slightly troubling aspect. We do consider
it generally within what the Postal Service can afford to borrow,
but it is an issue to watch going forward as the Postal Service con-
tinues to, as the PMG so ably explained, face both revenue and cost
challenges.

Mr. McHUGH. Thank you both.

Thank you, Mr. Chairman.

Mr. Davis oF ILLINOIS. Thank you very much, Mr. McHugh.

Mr. Sarbanes.

Mr. SARBANES. Thank you, Mr. Chairman.

This might have been a better question for the last panel or the
ones to come, but if you were here you heard that I am intrigued
by the role that the U.S. Postal Service can play in times of crisis,
in terms of being part of a response effort. I mean, if you are the
Department of Homeland Security you are looking around for a de-
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livery system, a distribution system, a people-to-people system that
can be there in a time of crisis. There it is, I mean, really, in a
structure that you can’t compete with, I mean, there is nothing else
out there like that. I know that DHS and other departments are
working with the Postal Service to get that kind of perspective for-
warded.

I would just like to get your perspective on that, and I would like
to get your perspective on, I mean, we talk a lot about how the rate
structure needs to cover the cost and the Postal Service, but I
would imagine that, as this other dimension of what the Postal
Service can provide is more fleshed out, that there ought to be an
expectation of resources that can be brought to bear. I don’t know
if that is something that you have talked about, thought about,
have any reaction to, but I would be interested in the response.

Mr. WILLIAMS. There were a number of instances in Hurricane
Katrina where the mail carriers were just on their own the lifeline
for a number of residents that were isolated and terrified. Those
were very all-American stories, and they did prove what a powerful
set of muscles can be flexed by such a large distribution system,
and one that is so familiar to the American public.

I know that there have been some discussions. I am unaware of
whether some of them are classified or not with regard to the role
that the Postal Service could play in the event of further natural
disruptions or acts of terrorism, but it is a very good point and it
is a very powerful recommendation.

Mr. SARBANES. Ms. Siggerud.

Ms. SIGGERUD. Yes, Mr. Sarbanes. We have looked at this issue
from a couple of different perspectives. They are sort of narrow, but
all might add up to an overall picture.

We did, in the course of preparing the Comptroller General for
some overall testimony on Hurricane Katrina, look at what the
Postal Service was able to do, both in preparation for the hurri-
cane, and then in response to it, and I think that the Postal Service
came out looking very good in that particular instance.

We have also looked at the Postal Service’s role in responding to
the bio-threat issues, the response to anthrax, as well as a recent
attack that occurred. We have made some recommendations to the
Postal Service in terms of improving both its training of employees
and managers, as well as its response. The Postal Service has acted
on those recommendations.

Our most recent work actually looked at a false anthrax attack
that happened at the Department of Defense in 2005, and our re-
port—to some extent the Postal Service was involved in that be-
cause it was believed that this anthrax had come through one of
the processing plants right here in the District of Columbia. The
Postal Service’s response, when it did finally get that news, was
timely, it was exemplary, and it was useful, put the Department
of Defense to shame in comparison.

Mr. SARBANES. Thank you. My question is, in part, a caution be-
cause if, over time, the Postal Service and the employees of the
Postal Service are viewed as offering an opportunity to be part of
a kind of response network, then it is critical that not just be lain
on top of the existing work force without the resources to support
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it and the training. I am sure that the organizations who represent
those employees will be quite insistent on that point.

Thank you, Mr. Chairman.

Mr. Davis oF ILLINOIS. Thank you very much, Mr. Sarbanes.

Mr. Cummings.

Mr. CUMMINGS. Thank you very much, Mr. Chairman.

Ms. Siggerud, am I pronouncing that right?

Ms. SIGGERUD. Siggerud. Yes.

Mr. CuMMINGS. Siggerud. Ms. Siggerud, you note in your testi-
mony that several unanswered questions remain with regard to the
growing number of career employees that will be leaving, retiring
in the next 5 years, 113,000.

Ms. SIGGERUD. Yes.

Mr. CuMMINGS. What do you recommend that the Service do to
address that issue? That is a major issue?

Ms. SIGGERUD. Well, it is a major issue, and it is one that I will
confess we haven’t looked at in great detail, but I think it would
benefit. I would be glad to work with the subcommittee on that
issue.

I think the real opportunity to address it comes in the fact that
the Postal Service must prepare a plan and provide it to the Con-
gress within the next 18 months having to do with work force re-
alignment issues. The Postal Service has a complement planning
approach. It has a succession planning approach. I think that the
plan will offer the Postal Service the opportunity to explain how it
will use those tools, and perhaps other tools, to respond to the very
issue that we raise in our testimony.

Mr. CUMMINGS. One of the things that our overall committee,
Government Reform, has tried to address over the 11 years that I
have been on the committee is how do we get young people to come
into Government. We created a program where we pay back some
of their student loans and just trying to figure it out. We offer
those people who are within ridership distance of the Capital cer-
tain incentives, passes or what have you, to get to work, or what-
ever. But certainly we are talking about the entire country here.

I am just wondering, this is not going to sneak up on us, because
we know it, but for some reason so often what happens in this
country is we know so, and it still sneaks up on us, and then we
are caught in a situation where we are just in bad shape. When
I think about 113,000 people, that is a lot of folk.

Ms. SIGGERUD. Yes.

Mr. CUMMINGS. So I am just hoping that this will be like a
super-top priority so that we can make sure that people are re-
placed, but there is another piece to that, too, and certainly that
is retention, trying to make sure we keep folks.

I remember a few years ago there was a concern about the cli-
mate in our postal system that perhaps some postal employees did
not find the climate to be one that made them feel happy. I can’t
think of a better way of saying it. I am just wondering if we have
looked at those issues at all or if we are going to.

Ms. SIGGERUD. Some of my colleagues in the Government Ac-
countability Office, specifically those who look at the Federal work
force issues, have identified the very issue that you are talking
about, Mr. Cummings. It has, on occasion, taken the Federal Gov-
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ernment too long to hire young folks. It is complicated to hire the
kind of young employees that you are talking about. I think that
some of the glamour perhaps of Government service has waned in
the last few years, and there are a number of efforts underway in
agencies across the country to try to deal with those issues.

I will have to admit that I am not familiar with exactly how the
Postal Service is dealing with those issues, but I would certainly
be glad to submit some of those other reports that I mentioned to
you and your staff to see if they are of use.

[The information referred to follows:]



131

United States Government Accountability Office

GAO Report to Congressional Requesters
June 2005 HUMAN C APITAIJ
Selected Agencies

Have Opportunities to
Enhance Existing
Succession Planning

and Management
Efforts

ax
3
ey
s
TSI
s

J__LAccoumablllty « Integrity » Reliability

GAO-05-585



Highlights of GAO-85+ 585, Y repon o
congressional requesters .

Why GAO Did This Study

As the federal govermment
confronts an arrgy of chall in

132

HUMAN CAPITAL

Selected Agencies Have Opportunities to
Enhance Existing Succession Planning
and Management Efforts

What GAO Found
The Census Burean, DOL, EPA, and VHA have all implemented succession

)

the 21" Gentury, it must erploy
strategic human ¢dpital .
: includiig succession
planning, to help meet those
ot Leadiri .

go'beyond a suceession plannirig
approach that focuses on replacing
individuals and engage in hroad
integr b d .
managetment efforts that focus on
strengthening current and future
organizational capacity.

GAO reviewed how the Census
Bureau, Department of Labor
(DOL); the Environinental
Itrotechon Agency (EPA) and the
Y i jon
(VHA) are m\plementmg
succession planming and
management efforts.

What GAQ Recommends

GAQ made specific’

dations to enh
ageneies’ successioh efforts. The
Department of Veterans Affairs
agreed with our recommendations.
The Cénsus Bureau agreed with
two recommendations and in
response to a third, stated that its
existing monitoring approach is
effective. However, without
strengthened monitoring, the
Bureau is at increased risk that it
will not have the skills it needs for
the 2010 Census. DOL did not take
msue w1th ou.r findings and w:ll

EPA did not commem on our,
remméndaﬁons DOL and EPA

W gmwﬂcgkagemGAD -05-585.

To vtew the ful pmduc«, including the scope
and meihodology. -¢lick ort the link above.

For hore information, caintect Eileen Larence
at {202) 512-8806 or larencen @ gav.gov.

p ing and i t efforts that collectively are intended to strengthen
organizational capacity. However, in light of governmentwide fiscal
challenges, the agencies have opportunities to enhance some of their
succession efforts.

+  While all of the agencies have assigned responsibility for their
succession planning and management efforts to councils or boards, VHA
has established a subeommittee and high-level positions that are directly
responsible for its succession efforts. Also, VHA and the Census Bureau
specifically mention succession planning and management as
performance expectations in their executives’ performance plans.

« The four agencies have begun to link succession efforts to strategic
planning. For example, DOL plans to shift from a historical enforcement
role to a compliance assistance and consuiting role, requiring stronger
skills in communication and analysis. To attract and retain employees
with such skills, DOL launched the Masters in Business Administration
Fellows program in 2002, which it considers one of its major succession
training and development programs.

« Monitoring mission-critical workforce needs helps make informed
planning decisions. DOL, EPA, and VHA have identified gaps in
occupations or competencies, have undertaken strategies to address
these gaps, and are planning or are taking steps to monitor their progress
in closing these gaps. The Census Bureau could strengthen the
monitoring of its mission-critical occupations more closely and at a
higher level to ensure it is prepared for the 2010 Decennial Census.

« Effective training and development programs can enhance the federal
government’s ability to achieve results. All of the agencies’ succession
efforts include training and development programs at all organizational
levels. However, in the current budget environment, there are
opportunities to coordinate and share these programs and create
synergies through benchmarking with others, achieving economies of
scale, limiting duplication of efforts, and enhancing the effectiveness of
programs, among other things. Performance measures for these
programs can also help agencies evaluate these programs’ effects on
organizational capacity and justify their value.

« Finally, agencies have recognized the importance of diversity to a

successful workforce and use succession planning and management to
enhance their workforce diversity.

United States A Office
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HUMAN CAPITAL

Opportunities to Improve Executive
Agencies’ Hiring Processes

What GAO Found

There is widespread recognition that the current federal hiring process all too
often does not meet the needs of agencies in achieving their missions, managers
in filling positions with the right talent, and applicants for a timely, efficient,
transparent, and merit-based process. Numerous studies over the past decade
have noted probleras with the federal hiring process. Nearly all of the federal
human resource directors from the 24 largest federal agencies told us that it
takes too long to hire quality employees. According to data compiled by OPM,
the estimated time to fill a competitive service position was typically more than
3 months, with some human resources directors citing examples of hiring delays
exceeding 6 months. The competitive hiring process is hampered by inefficient
or ineffective practices, including defining a vacant job and pay that is bound by
narrow federal classification standards, unclear job announcements, the quality
of certain applicant assessment tools, time-cc ing panels to

applicants, and the “rule of three” that limits selecting managers choice of
candidates. Equally important, agencies need to develop their hiring systems
using a strategic and results-oriented approach.

GAO studied five agencies that human capital experts identified as having taken
steps to improve parts of the hiring process—the U.S. Geological Survey, the
Department of the Army, the 1.8. Census Bureau, and the Department of
Agriculture’s Agricultural Research Service and Forest Service. Some of these
practices might help agencies across government improve their hiring processes.

OPM recognizes that the federal hiring process needs reform and has a major
initiative to study the federal hiring process. OPM’s efforts will be most effective
to the extent to which they help transform agency hiring practices from process
focused to mission-focused hiring tools that are more closely integrated into
agencies strategic plans.
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Mr. WiLLIAMS. In addition, Sir, my office does quite a bit of work
with regard to concerns expressed about hostility in the workplace
or hostile workplace or harassment occurring inside it. We try to
evaluate those as best we can and then work to assure that man-
agement takes action and advises us of that action and we evaluate
it.

When it is particularly serious, outside third parties are brought
in to evaluate and to conduct a get-well plan, and it is typically
that where it is serious we go in after that has had a time to work
and assure that it has taken hold.

Mr. CUMMINGS. Do we ever get to a point where we figured out,
I mean, was there ever a threat that sort of ran through these inci-
dents since you have done some investigating and whatever? I
guess I am looking more at certain things that you can’t prevent,
but certainly, I mean, did you ever conclude that maybe there were
certain climates, certain specific work conditions, things of that na-
ture that might bring about those kinds of incidents?

Mr. WiLLIAMS. The ones that come to mind have not had a kind
of golden thread that run through them. They have been personal-
ity based, and they have involved a senior manager, a set of senior
managers that needed to either be removed or undergo very serious
alterations in their conduct and behavior. There are instances in
which very strong action was taken in response to those, but be-
yond that I haven’t found anything thematic as I have heard about
that have occurred before my arrival. I haven’t seen evidence of
anything since I have been there.

Mr. CuMMINGS. Mr. Chairman, I see my time has run out, but
I just have one question.

My office receives quite a few complaints from woman and mi-
norities about moving up.

Mr. WILLIAMS. Yes.

Mr. CUMMINGS. I am just wondering how we are doing, and how
do you all monitor that. Just curious.

Ms. SIGGERUD. Mr. Cummings, we have done work with this
committee in the past, but I will tell you that work is old and was
toward the end of the 1990’s, so I don’t have updated figures for
you.

Mr. CUMMINGS. In other words, you don’t have them here today
or you don’t have them?

Ms. SIGGERUD. I am sure it is something that we could obtain.
It is not something that we are doing current work on, so I don’t
have them.

Mr. CUMMINGS. I would appreciate it if you would get that infor-
mation for me. The reason why I say that is we are in a diverse
society.

Ms. SIGGERUD. Yes.

Mr. CUMMINGS. I want to make sure that something like the Post
Office, that we have everybody at the table—women, minorities.
How soon do you think you could get me something updated as to
say where we are?

Ms. SIGGERUD. I am assuming we could request this information
from the Postal Service fairly quickly, Mr. Cummings. I would
want some time to analyze and make sure that we can understand
it.
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Mr. CumMINGS. OK. Well, I would appreciate it if you would let
me know when you can get it to us so that I can hold you to it.

Ms. S1GGERUD. OK. We will be in communication.

Mr. CUMMINGS. All right. Thank you.

Mr. Davis oF ILLINOIS. Thank you very much, Mr. Cummings.

I might just add that our next hearing on May 10th is going to
be on diversity within the Postal Service, and so we will be looking
with you for that information.

Mr. CUMMINGS. Would the gentleman yield?

Mr. DAvVIS OF ILLINOIS. Yes.

Mr. CUMMINGS. Do you think we could get it by then, May 10th?
That would be wonderful.

Ms. SIGGERUD. Mr. Cummings, we will do our very best. I believe
that, in fact, the staff of the subcommittee has been in contact with
other GAO staff who are part of this Federal work force issue to
discuss this very issue, so what I would like to do is go back to my
office and understand exactly what they are doing and what they
have agreed to supply for that hearing.

Mr. CUMMINGS. Yes. Mr. Chairman, the only reason why I raise
that is that when you have been around here for a while, what
happens is you try to figure out how do you get the most out of
these hearings.

Ms. SIGGERUD. I understand.

Mr. CUMMINGS. I would hate for that report to come, like, 3 days
after the hearing, when we could have it in our hands. It may very
well be that the things that are being provided may be the very
items that we are talking about. I don’t know.

Ms. SIGGERUD. I see the subcommittee staff nodding back here.

Mr. CuMMINGS. OK.

Ms. SIGGERUD. So my colleagues have been in contact with them
about providing some information in preparation for that hearing.

Mr. CUMMINGS. All right. Thank you.

Mr. Davis oF ILLINOIS. Thank you very much.

Delegate Norton, did you have questions?

Ms. NORTON. Thank you, Mr. Chairman.

We have had huge issues that have come to light now that we
have begun to do oversight as to contractors, huge and horrible
issues raised apparently because nobody has figured out how to
hold contractors accountable in the same way that you hold agen-
cies accountable. If they could figure that out, maybe these con-
troversies wouldn’t continue to arise.

I actually have two questions. One has to do with this notion of
contracting out letter carrying services. I need to know to what de-
gree that is happening, whether we are going to get the same kind
of complaints that we do about people working side by side in Fed-
eral agencies without cost accountability because they are con-
tracted out and we don’t do the same kind of oversight, at least no
one has ever shown us that they do. To what extent is that happen-
ing that if it is a “new delivery area” it can be contracted out? I
mean, that way I could see, with the way in which we build sub-
urbs, you could contract out half the Post Office. What effect would
that have on the continuing Postal Service that we now have? Is
that what we are looking at now? Is that the way we are going to
save money? That is one question.
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The second question would be what I cannot figure out and what
I hope somebody looks at, and that is what, at bottom, the real
problem of the Post Office is. Is it the rapid increase in technology
or does it have anything to do with rate increases that, of course,
periodically occur?

First, would you educate us on contracting out? Is it now begin-
ning of ordinary letter carrying services? To what extent? If it is
to save money, how would accountability be built in so that this
committee isn’t faced with what the overall committee has been
faced with? Where is it occurring? Who is looking at it? Who is
keeping track of it? And who are the contractors?

Mr. WiLLIAMS. The previous panel provided a lot of the statistics
with regard to the current picture. It sounds as though there
wasn’t much contracting occurring to date with regard to letter car-
riers that delivered mail.

With regard to their accountability—

Ms. NoORTON. Could I ask you, as experts, given the fact that we
have seen the Federal Government claim that you save money by
contracting out, all without any accountability on where the money
is saved, with huge controversies concerning, in fact, the savings,
I need to know whether or not the Post Office is headed toward—
after all, it is in trouble. It has to find ways to modernize. Is it
going the way of Federal agencies to do more and more contracting
out, in your opinion, and would that, in fact, be one way the Postal
Service might say it is saving money?

Mr. WiLLIAMS. I think that is a very large topic. A good place to
begin might be that I do believe that the cost for the small number
of delivery contractors has been lower than the cost of careerists,
but I believe that we are getting a false signal on that, because
they are in very rural areas. I think that if we begin contracting
in urban areas we would discover that much of that disappears.

Ms. NORTON. Mr. Inspector General, are you or anybody else
keeping track of the actual cost of contracting out this service ver-
sus the cost of the in-house service?

Mr. WiLLIAMS. We have reviewed the cost data, and it shows
that, in the area that I just described, we are getting a reading
that it is less expensive, but I believe most of that is accounting
for the fact that they are in areas that are very rural and the cost
of living is very low.

Ms. NORTON. So if, in fact, it were brought, let us say, to subur-
ban areas around the District of Columbia where there are many
new developments, where you could collar new development and
contract it out, do you expect that there would be any differences?

Mr. WiLLiaMS. We are operating in unknown territory with that
regard. A contract has never been offered and responded to, but I
am of the suspicion that the cost of living is going to cause a lot
of the savings that we have seen disappear when it comes to urban
areas.

Ms. NORTON. Do you have any opinion on that?

Ms. SIGGERUD. Ms. Norton, I think your first statement was ex-
actly right. You said you are seeking facts, and what we have
heard today from the Postmaster General is that this contracting
out procedure is a routine business matter that provides important
flexibility. But I have also seen the press from the employee organi-
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zations saying that this contracting out concept is increasing and
that there are certain negative consequences from it.

I think until we get in and actually look at those data and under-
stand the extent to which this is happening and what the implica-
tions are, I can’t provide you an overall view on this.

Ms. NORTON. Mr. Chairman, if I may say, this provides us with
a rare opportunity before contracting out becomes a settled cultural
matter to, in fact, ask the appropriate officials to report to us on
the effect of it so that if it is to be done, contracting out is the way
Government operates more and more, so I am certainly not here to
say that the Postal Service, which already does a fair amount of
contracting out, shouldn’t do it. What I am here to say is that we
have seen horrendous, horrific, once insight began to be done, infor-
mation of waste of taxpayers’ funds. And exactly what you said was
said to us, it costs less, so what are you worried about.

One of the ways to, in fact, perhaps reform that process as it be-
gins is to get regular reports on its accountability.

Finally, I just want to know. I worry about the Postal Service.
I know it has to have rate increases in order to keep up with what
is expected of it. I also see technology, and it is hard for me to un-
derstand how businesses can somehow stay ahead of the tech-
nology, and then I see businesses that are direct competitors of the
Postal Service, and obviously more facile because they are private
businesses, and wonder whether or not we are in a race against
time with rate increases perhaps turning people in to other forms
of communication, or if there is some real way to head that off so
that they stand on at least the kind of parallel footing that the
Congress would envision. Is technology the problem for the Post Of-
fice? Is rate increases the problem for the Post Office? Is there any
way for the Post Office to truly compete with private business,
which, in fact, rapidly gets a hold of this technology, or other peo-
ple not even in the Postal Service business whose technology is
then used by the general public while, of course, we insist and will
always insist that the mail be delivered every weekday out there.

I just want your honest assessment if we are in a holding action
here or whether this is the kind of service that can keep up with
the changing technology.

Mr. WiLLIAMS. I am fairly optimistic with regard to the ability
of the Postal Service and the Postal Service working with its cus-
tomers and unions and management associations to remain finan-
cially viable. I think the Congress has also done some to help that.

The greatest need we have now, in my view, is the right-sizing
of the network. It is much too large. It is going to be complex to
build down because it is a very changing environment, but a lot of
promise in savings remain there.

With regard to technology, I think there is some very important
technology that has been deployed and that is about to be deployed
that is going to serve the bottom line in the Postal Service very
well for the coming years.

I am not pessimistic, but I do believe that we do need to right-
size the network, and that has begun. There has been some
progress and some of it has been impressive, but it needs to con-
tinue and complete itself.

Mr. Davis oF ILLINOIS. Thank you very much, Delegate Norton.
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Mr. McHUGH. Mr. Chairman.

Mr. Davis oF ILLINOIS. Mr. McHugh.

Mr. McHUGH. You have been very gracious with your time, and
I was wondering if I may impose upon that grace.

Mr. DAvIS OF ILLINOIS. Yes.

Mr. McHUGH. Ms. Siggerud, did I understand you to say that
you are going to be looking at this issue of contracting out?

Ms. SIGGERUD. We do not currently have a request from a Mem-
ber of Congress to do so, but would, of course, respond to one if we
received one.

Mr. McHUGH. Mr. Chairman, if I may, this is a very complex sit-
uation. I don’t want to suggest I know the answer here, but you
clearly have established highway contract routes. As someone who
lives in an area where those are common, they are wonderful.
Those folks do a great job. And to the extent those need to be ex-
panded, I definitely think we should.

I think the issue here, though, is there is a new contracting out
process, contract delivery services, and they are not always in the
traditional less-urban areas. They may be fully justified. There are
some, or at least one I know in New York City in the Bronx. I just
think, as we have heard other panel members suggest, that it is
an important issue. There are provisions in the contract, the basic
labor agreement, which do apply to this and have been around for
a long time, but maybe times have changed again.

I just think, if I may suggest respectfully, Mr. Chairman, in this
subcommittee’s oversight capacity it might be helpful to bring some
clarity and perspective as to what the circumstances are, what, if
any, new trends are out there, and what that means, so that we
can conduct a proper oversight and so that decisions can be made
that are the best for the postal customer, the best for the Postal
Service, but I would argue, as well, serve the men and women that
work so hard to make this Postal Service work appropriately, as
well, if I could just suggest that, Mr. Chairman.

Mr. DAvis OF ILLINOIS. Let me thank you for your recommenda-
tions and suggestions, Mr. McHugh. I think all of us recognize that
this is a contentious issue and it is one that the committee will
thoroughly explore. We looked at what has already been put into
agreements relative to collective bargaining, relative to areas of
work, and any time there is a new thrust, then I think that has
to be scrutinized very carefully.

I am one of these individuals who believe that we all have cer-
tain kinds of rights, that labor has certain kind of rights, manage-
ment has certain kind of rights, but I also believe that my rights
end where the next person’s rights begin, and that we have to do
everything in our power to protect and promote those of all aspects
of our society. I think that is what we will be doing as we wrestle
with this issue. So I appreciate your comments and recommenda-
tions.

I have no further questions for this group of witnesses. I want
to thank you very much for coming before us. We appreciate your
being here. We will move to our next panel.

Mr. WiLLiAMS. Thanks, Mr. Chairman.

Ms. SIGGERUD. Thank you.
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Mr. Davis oF ILvLiNoiS. Mr. William Burrus, Mr. William
Young—a lot of William’s in this group—Donnie Pitts, and John
Hegarty.

As we are switching places, I will proceed with the witness intro-
ductions.

Mr. William Burrus is president of the American Postal Workers
Union [APWU]. The APWU represents the largest single bargain-
ing unit in the United States, which consists of more than 330,000
clerk, maintenance, and motor vehicle employees working in 38,000
facilities of the U.S. Postal Service.

Mr. William Young is the 17th national president of the National
Association of Letter Carriers, the 300,000 member union rep-
resenting city letter carriers employed by the U.S. Postal Service.

Mr. Donnie Pitts is president of the National Rural Letter Car-
riers’ Association [NRLCA]. He has over 37 years of experience
with the Postal Service at both the State and national levels.

And Mr. John Hegarty was sworn into office as National Postal
Mail Handlers Union [NPMHU], national president effective July
1, 2002, and was re-elected to that position by acclamation of the
delegates to the Union’s national convention in 2004. More than 10
years prior to becoming national president, he served as president
of Local 301 in New England, the second-largest local union affili-
ated with the NPMHU.

Gentlemen, as you know, it is the tradition that we always swear
in witnesses.

[Witnesses sworn.]

Mr. DAvis oF ILLINOIS. The record will show that each witness
answered in the affirmative.

Your entire statement will be included in the record. Of course,
all of you have done this many, many, many times. We will begin
with Mr. Burrus, and we would expect you to give a 5-minute
statement, after which we will have time for questions and re-
sponses.

Mr. Burrus.

STATEMENTS OF WILLIAM BURRUS, PRESIDENT, AMERICAN
POSTAL WORKERS UNION, AFL-CIO; WILLIAM H. YOUNG,
PRESIDENT, NATIONAL ASSOCIATION OF LETTER CAR-
RIERS; DONNIE PITTS, PRESIDENT, NATIONAL RURAL LET-
TER CARRIERS’ ASSOCIATION; AND JOHN F. HEGARTY, NA-
TIONAL PRESIDENT, NATIONAL POSTAL MAIL HANDLERS
UNION

STATEMENT OF WILLIAM BURRUS

Mr. BURRUS. Thank you, Mr. Chairman.

Mr. Chairman and members of the committee, on behalf of the
American Postal Workers Union, thank you for providing me this
opportunity to testify on behalf of the more than 300,000 dedicated
postal employees that we are privileged to represent.

I commend the committee, through your leadership, Mr. Chair-
man, fulfilling your responsibility of oversight of this important in-
stitution. We begin a new era in the long and proud history of a
Postal Service that predates the founding of our country. Over the
past 4 years we have debated the future of the Postal Service and
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now the long struggle to achieve reform has been concluded. We
now turn our attention to its implementation.

As you may recall, our Union opposed postal reform because we
viewed it as a veiled effort to undermine collective bargaining
through regulatory restrictions and rate caps. We did not prevail,
but we now lend our best efforts to making it work.

In this new world of postal reform, each institution must now
find its rightful place. You legislate, unions represent, managers
manage. When these responsibilities overlap, and they sometimes
do, the system can break, and more often than not service and
workers suffer.

As inviting as it may be, when you are asked to intervene with
legislative action in areas best left to the parties, I request that you
resist the temptation to do so.

Let me be clear. I welcome your intervention in collective bar-
gaining matters if you can assure me that your decision will be on
the side of the workers in each and every instance. Of course, you
cannot afford me that assurance. Therefore, to borrow a phrase
from postal critics, we ask with deep respect that you stick to your
knitting and leave collective bargaining to the parties.

In debate preceding the passage of postal reform, the record was
littered with forecasts of gloom and doom for hard copy communica-
tion. Predictable rate increases within the CBI, coupled with regu-
latory oversight, were declared essential to save the U.S. Postal
Service. After much legislative give and take, we are now proceed-
ing with the implementation of a new business plan, but none of
the uncertainties that were cited to justify postal reform have been
resolved.

The gloom and doom scenarios were never reflective of reality,
and the uncertainty that prompted these dire projections remain
unaffected by reform. Although the record is closed and the bills
are now law, on behalf of the APWU members I assert that we will
never accept as fair the changes included in the legislation that
limit compensation for injured postal employees. This was an injus-
tice and our Union will not rest until it is reversed.

Your overview of the U.S. Postal Service is occurring at a water-
shed moment in the history of this vital institution. The Postal
Service is now facing challenges, including working within the rate
cap and finding a way to support itself by managing services that
compete directly with private sector companies.

The Postal Service faces these challenges under rules that have
yet to be written by the Regulatory Commission, a newly created
body with awesome powers and responsibilities.

A recent decision by the Commission regarding the USPS request
for rate adjustments is a positive sign. It indicates that the Com-
mission intends to serve as an independent reviewer of the postal
rate structure. Under the leadership of Chairman Blair, Commis-
sioners gave careful consideration to the record, and they arrived
at fair conclusions. I commend the Commissioners for their
thoughtful and just decision to recommend the first class rate un-
burdened by excessive work share discounts.

The American Postal Workers Union is proud that we were the
only intervener to propose a $0.41 first class stamp rather than the
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$0.42 sought by the U.S. Postal Service, and we are pleased by the
Commission’s decisions.

The Board of Governors and the Commission are also com-
mended for conceiving and approving the forever stamp. The very
concept is a reflection of new and innovative thinking.

We applaud the Commission for rejecting the radical proposal re-
ferred to as “de-linking” which would separate the rate for single
first class letters from the rate for first class work shared letters.
This proposal, if adopted, would have set the stage for a continual
decline in the uniform rate structure.

The Commission must also be watchful far into the future and
resist demand to erode the very foundation of our mail system, uni-
versal service and uniform rates. The British postal system has re-
cently announced a plan to begin zone pricing that could lead to
higher rates for delivery to rural areas. Such a disparity would not
be tolerated in America.

Throughout the debate on postal reform, the American Postal
Workers Union was a vital critic of excessive work share discounts,
and we applaud the recent recommendation of the Commission to
initiate change. This is a start, and we hope to work with the Com-
mission in the appropriate review to determine their relationship
to the cost of what is standard.

My Union has a long history of engagement in the USPS effort
to consolidate the processing network, and in communities through-
out the country we have called upon the elected public officials to
join with us. I am not aware of a single congressional representa-
tive who has rejected our appeals to require the Postal Service to
seek meaningful immunity input prior to making a final decision.

The record is clear. With your help we have been successful in
preserving service, protecting local postmarks, and defending com-
munity identity.

The APWU has also been a consistent advocate for postal effi-
ciencies. We did not appeal for your assistance when postal officials
engaged in massive investment in automation designed to enhance
productivity. More than $20 billion has been invested in the auto-
mation of mail processing, and as a result of this investment the
number of craft employees has been reduced by more than 80,000
employees. But there is a line between deficiencies and service.
Highly publicized experiences in Chicago, Boston, and New Mexico
demonstrate that postal management has not yet found the right
balance. This chase to the bottom for savings cannot justify deny-
ing the American public a service that is required by law. Our
Union and our Nation’s citizens reject the Circuit City business
model as one to be copied for mail services. We shall need your
oversight to hold the Postal Service accountable.

APWU members are proud to be a part of the most efficient Post-
al Service in the world, and we intend to be a part of a team effort
to preserve this legacy, including working with this committee.

In closing, Mr. Chairman, I want to take this opportunity to
speak directly to the committee about a unique matter pending be-
fore the Postal Service and to seek the committee’s assistance in
its resolution.

For many years I have been advancing that the Postal Service
issue a commemorative stamp honoring the millions of slaves
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whose work in bondage contributed so much to building this coun-
try. I have made some progress in these efforts, and the Postal
Service has agreed that a stamp will be issued in 2008 honoring
those human beings who suffered so much for so little reward.

Unfortunately, we may be in disagreement over the image to be
depicted. The Stamp Committee is proposing to depict the ship
transporting slaves across the ocean, and I simply ask do we honor
the oppressed or the oppressors. Tens of millions of human beings
completed their life journey without notice, and this stamp pre-
sents an opportunity to display their image, to tell their story in
a stamp. After 400 years, it is the right thing to do.

I thank you, Mr. Chairman, for your leadership and that of the
members of this committee. As we embark on the future under a
new business model, we shall need your attention and your wis-
dom. Thank you for your efforts.

N I will be pleased to respond to any questions the committee may
ave.

[The prepared statement of Mr. Burrus follows:]
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Mr. Chairman and members of the Committee, On behalf of the American Postal
‘Workers Union, thank you for providing me this opportunity to testify on behalf of more than
300,000 dedicated postal employees we are privileged to represent. 1 commend the Committee
through your leadership, Mr. Chairman, for fulfilling your responsibility of oversight of this
important institution.

‘We begin a new era in the long and proud history of a Postal Service that predates the
founding of our country. Over the past four years, we have debated the future of the Postal
Service, and now, the long struggle to achieve reform has been concluded with the passage of the
Postal Accountability and Enhancement Act. We now turn our attention to its implementation.

‘As you may recall, our union opposed postal reform becanse we viewed it as a veiled
effort to undermine collective bargaining through regulatory restrictions and rate caps. We did
not prevail, and we now lend our best efforts to making it work.

Tn this new world of postal reform, each institution must now find its rightful place. You
legislate, unions represent, and managers manage. When these responsibilities overlap, and they
do, the system can break, and more often than not, service and workers suffer. As inviting as it
may be, when you are asked to intervene with legislative action in areas best left to other parties,
I request that you resist the temptation to do so. To borrow a phrase from postal critics, we ask,
with deep respect, that you “stick to your knitting.”

In debate preceding the passage of postal reform, the record was littered with forecasts of
gloom and doom for hard-copy communication. Predictable rate increases within the CPI,
coupled with regulatory oversight, were declared essential to “save” the United States Postal
Service. After much legislative give-and-take, we are now proceeding with implementation of a
new business plan, But none of the uncertainties that were cited to justify postal reform
legislation have been resolved. The gloom-and-doom scenarios never reflected reality, and the
uncertainties that prompted these dire proj eehons remain unaffected by reform.

Although the record is closed and the bills are now law, on behalf of the APWU
members, [ assert that we will never accept as fair the changes included in postal reform
legislation that limit compensation for postal employees — and postal employees only — who are
injured in the performance of their work. This was an injustice and our union will not rest until it
is reversed.

Your overview of the United States Postal Service is occurring at a watershed moment in
the history of this vital American institution.” With the passage of the PAEA, the Postal Service
is facing new challenges, including working within an annual rate cap and finding 2 way to
support itself by managing services that compete directly with private-sector companies. The
Postal Service faces these challenges under rules that have yet to be written by the Regulatory
Commission, a newly created body with awesome powers and responsibilities.
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The recent Commission decision regarding the USPS request for rate adjustments is a
positive sign. It indicates that the Commission intends to serve as an independent reviewer of
the postage-rate structure. Under the leadership of Chairman Blair, commissioners gave careful
consideration to the record, buttressed by the positions of many interveners, and they arrived at
fair conclusions.

I commend the commissioners for their thoughtful and just decision to recommend a
first-class rate unburdened by excessive workshare discount subsidies. The American Postal
‘Workers Union is proud that we were the only intervener to propose a 41-cent first-class stamp,
rather than the 42-cent stamp sought by the Postal Service. And we are pleased by the
Commission’s conclusion.

The Board of Governors and the Commission are also to be commended for conceiving
and approving the Forever Stamp. The very concept is a reflection of new and innovative
hinking.

‘We also applaud the Commissjon for rejecting the radical proposal referred to as “de-
linking,” which would separate the rate for single-piece first-class letters from the rate for first-
class workshared letters. This proposal, if adopted, would have set the stage for a continual
decline in the uniform rate structure, culminating in one rate for major mailers — who have the
capability to barcode, transport, and sort their mail — and another rate for individual citizens.

The Comxmission must be watchful far into the future and resist the demand to erode the
very foundation of our mail system: universal rates and uniform service. The British postal system
has announced-plans to begin “zone pricing” that could lead to higher rates for the delivery of mail
to rural areas. But this disparity is not one that we would tolerate in America.

Throughout the debate on postal reform, the American Postal Workers Union was a vocal
critic of excessive workshare discounts, and we applaud the recent recommendation of the Rate
Commission to initiate change. This is a start, and we hope to work with the Commission in the
appropriate review of a whole range of discounts to determine their relationship to the cost-avoided
standard.

My union has a long history of engagement in the USPS effort to consolidate the
processing network, and in communities throughout the country we have called upon elected
public officials to join us. Iam not aware of a single congressional representative who has rejected
our appeals to require the USPS to seek meaningful community input prior to making a final
decision. The record is clear: With your help, we have been successful in preserving service,
protecting local postmarks, and defending community identity.

The APWU has also been a consistent advocate for postal efficiencies. We did not appeal
for your assistance when postal officials engaged in a massive investment in automation designed
to enhance productivity. More than $20 billion has been invested in the automation of mail
processing, and as a result of this investment, the number of craft employees has been reduced by
more than 80,000.
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But there is a line between efficiencies and service. Highly-publicized experiences in
Chicago, Boston, and New Mexico demonstrate that postal management has not yet found the right
balance. This “chase to the bottom” for savings cannot justify denying the American public a
service that is required by law. Ourunion and our nation’s citizens reject the Circuit City business
model as one to be copied for mail services. We shall need your oversight to hold the Postal
Service accountable.

APWU members are proud to be a part of the most efficient postal service in the world.
We intend to be a part of a team effort to preserve this legacy, including working with this
committee and other members of Congress who have an interest in an efficient Postal Service.

In closing, Mr. Chairman, [ want to take this opportunity to speak directly to thé
Committee about a unique matter pending before the Postal Service, and to seek the Committee’s
assistance in its resolution. For many years, I have been advocating that the Postal Service issue
a commemorative stamp honoring the millions of slaves whose work in bondage contributed so

much to building this country.

I have made some progress in these efforts, and the Postﬂ Service has agreed that a
stamp will be issued in 2008 honoring those human beings who suffered so much for so little
reward. Unfortunately, we may be in disagreement over the image to be depicted.

‘L'he Stamp Commuittee 18 proposing o depict a ship transporting slaves across the ocean.
1 ask simply, “Do we honor the oppressed or the oppressors?”

Tens of millions of human beings completed their life journey without notice, and this
stamp presents an opportunity to display their image —to tell their story in a stamp. After 400
years, it’s the right thing to do.

I thank you;, Mr. Chairman, for your leadership and that of the members of this oversight
committee. AS we embark on the future under a new business model, we shall need your
attention and your wisdom. Thank you for your efforts.

I would be pleased to respond to any questions you may have.
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Mr. Davis ofF ILLINOIS. Thank you very much, Mr. Burrus.
We will proceed to Mr. William Young.

STATEMENT OF WILLIAM YOUNG

Mr. YOUNG. Thank you, Chairman Davis.

Before I begin, I want to thank you, Mr. Chairman, for your lead-
ership over the past several years as Congress debated postal re-
form legislation. Thanks to the bipartisan partnership you and
Chairman Henry Waxman established with Tom Davis and John
McHugh, Congress enacted a reform bill in December that is large-
ly positive and fair to all concerned.

I have submitted an extended statement for the record that
touches on the need for additional reforms, but for the moment I
want to focus on a single issue that I believe is a serious threat
to the future of the U.S. Postal Service, the contracting out of letter
carrier jobs.

In its dealings with the NALC and its management training pro-
grams, the Postal Service has signaled its intention to promote the
out-sourcing of mail delivery to new addresses whenever and wher-
ever it can. I am here today to sound an alarm on this penny-wise
but pound-foolish policy and urge Congress to put a stop to it.

Contracting out an inherently governmental function like the de-
livery of mail is misguided and it is wrong. It runs counter to the
Postal Service’s basic business strategy, and it violates both the in-
tent and the spirit of the Nation’s postal laws.

The Postal Service’s key asset is the trust and confidence of the
Nation’s mailers. Employing part-time, low-wage workers with no
benefits will lead to high turnover and poor service over time. This
will break the trust that Americans have developed with the Postal
Service through their long-term contact with dedicated career letter
carriers.

Out-sourcing core functions is rarely successful business strat-
egy. Uniformed career letter carries and clerks are the public face
of the U.S. Postal Service. They represent the brand, so to speak.
Out-sourcing your brand might save you money in the short term,
but it is sure to backfire over the long run. As the quality and trust
in the system declines, mail volume and mail revenue are bound
to fall, wiping away any real savings. Beyond that, the Postal Serv-
ice’s strategy to employ intelligent mail technologies in the future
will require an even more dedicated and better skilled letter car-
rier, a need that will not be met through the widespread use of con-
tractors.

Out-sourcing letter carrier mail also contradicts the basic policy
outlined in the Nation’s postal law, which specifically grants collec-
tive bargaining rights and calls on the Postal Service to place par-
ticular emphasis on opportunities for career advancement for its
employees and to support their achievement of worthwhile and sat-
isfying careers in the service to the United States.

Yet, the Postal Service appears to be dead set on a policy of out-
sourcing new deliveries across the country. Although a very small
percentage of total deliveries are contracted out today, with the ad-
dition of 1 to 2 million new deliveries each year, it will not be long
before a two-tier system of delivery begins to undermine the trust
and quality of the Postal Service.
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Congress should act to stop the cancer of contracting out now, be-
fore it spreads and undermines the most affordable and efficient
Post Office in the world. If this is not stopped now, in 10 to 15
years there could be tens of thousands of contractors out there.
When your constituents begin to complain, they wont be calling
me, they will be calling you.

Now, the Postal Service would have you believe that contracting
out the final delivery of mail is nothing new and no big deal. I am
sure you read the document sent to every Member of Congress last
week, the paper entitled, “Contracting Out by the U.S. Postal Serv-
ice, Not New.” The central claim of this misleading document is
simply not true. Yes, the Postal Service has long used contractors
on so-called highway contract routes to transport mail between post
offices and to do occasional deliveries en route in rural areas, but
using contractors to deliver mail in urban and suburban settings
is something totally new.

The fact is the Postal Service has embarked on a radical expan-
sion of out-sourcing in the delivery area, following the same mis-
guided practice used by many private companies to suppress wages
and destroy good middle-class jobs, replacing them with lower-paid,
contingent, and part-time positions.

In 2004 and 2005 Postal Service headquarters initiated an
HCR—that is highway contract route—enhancement and expansion
program. I have provided for the record a copy of the presentation
used by postal management trainers to explain this new program.
Its goal was to broaden and transform the use of HCRs to include
not just the traditional transportation of mail but also the delivery
of mail, as well.

Of course, the Postal Service knew that its new policy would be
controversial. Look at the last slide on its training program. The
Postal Service saw congressional influence as the No. 1 obstacle or
barrier to success of that program. They had good reason to worry
about congressional opposition. In the summer of 2005, the House
of Representatives voted 379 to 51 to oppose an amendment offered
by Representative Jeff Flake to the postal reform bill which was
eventually adopted to experiment with the privatization and alter-
nate forms of deliveries in 20 cities across the country. I note that
the current members of this subcommittee opposed that amend-
ment by a vote of 10 to 1.

In 2006, despite the express views of Congress, the Postal Serv-
ice went even further. It began advocating contract delivery as a
growth management tool and it introduced contract delivery service
[CDS], routes for new deliveries in urban and suburban areas.
Such routes are to be considered for all new deliveries. That is
their training program. Of course, these CDS routes bear no rela-
tion to the traditional highway contract routes. Although the con-
tractors do receive the same low pay and no benefits, their main
duties involve delivery work, not mail transportation.

Why is the Postal Service doing this? According to another man-
agement presentation used recently in Seattle, which I have also
provided for the record. Contract routes are “the most cost efficient,
because they provide no health insurance, no life insurance, no re-
tirement, and no tie to union agreements.” They call that efficiency.
I call it an assault on middle class living standards.
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Mr. Chairman, what the Postal Service is doing is not business
as usual. The CDS routes it has established in recent months in
urban areas like the Bronx or suburban areas outside of Fresno,
CA, or Portland, OR, cannot be truthfully described as “nothing
new.”

I urge this subcommittee to consider legislation to block the Post-
al Service from taking the low road that far too many employers
in this country have adopted. The Postal Service should not con-
tribute to wage stagnation and add tens of millions of workers
without health insurance or adequate pension protection. Indeed,
the Postal Service has been and should remain a model employer.
It has combined decent pay and wages with ongoing innovation to
keep Postal Service rates low and affordable. It does not need to
join the race to the bottom with respect to employment standards,
and it should not gamble with the trust and support of the Amer-
ican people.

Before I finish let me address one final issue. You may have
heard from postal management that subcontracting is a bargaining
issue and that Congress should stay out of labor relations that are
currently underway. NALC, like the APWU, does not want Con-
gress to get involved in our collective bargaining. However, what
we do want is for Congress to ensure that there is collective bar-
gaining for all postal employees who deliver the mail. By assigning
new deliveries to contract workers, the Postal Service is seeking to
avoid collective bargaining. Whether they out-source the core func-
tion of its mandate is a legitimate public policy issue. You can and
should weigh in on this issue. You can start by enacting H.R. 2978,
a sense of the House resolution to oppose postal out-sourcing.

I know that you did not work dozens of years on postal reform
only to see the Postal Service turn around and throw it all away.
Neither did 1.

Thank you again, Mr. Chairman, and thanks to all the members
of this committee for my opportunity to testify.

[The prepared statement of Mr. Young follows:]
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Good morning, Chairman Davis, Ranking Member Marchant and other members of the
sub-committee. Thank you for the opportunity to testify today in the first oversight
hearing of the 110" Congress regarding the United States Postal Service. My name is
William H. Young. | am the President of the National Association of Letter Carriers, a
national labor union that is privileged to represent more than 300,000 active and retired
city letter carriers across the United States. NALC was founded in 1889 to advance the
well-being of the nation’s letter carriers and to support the maintenance of affordable and
universal postal services in America. It has served as the exclusive collective bargaining

representative of city letter carriers since 1962.

| want to begin by thanking you Chairman Davis and Chairman Henry Waxman of the full
Oversight and Government Reform Committee for reestablishing a sub-committee to
monitor and oversee the United States Postal Service. The Postal Service is an
important national institution whose health and viability is essential to the national
economy and, indeed, to the country at large. It deserves the kind of attention a sub-

committee can offer.

| also want to thank the Chairman for his leadership over the past several years as
Congress debated postal reform legislation. Thanks to him and the bipartisan
partnership he established with Chairman Waxman and Congressmen Tom Davis and
John McHugh, Congress enacted a reform bill that is largely positive and fair to all
concerned. It preserved affordable universal service financed by a limited postal
monopoly, protected the collective bargaining rights of postal employees and stabilized
the Postal Service's finances by securing tens of billions of dollars to eliminate the Postal
Service’s unfunded liability for retiree health benefits over the next 10 years. Thanks to

this action, the Government Accountability Office has taken the Postal Service off its list
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of financially endangered federal agencies. Thank you Mr. Chairman and thanks to all

who worked to make postal reform a reality.

Of course, the reform bill, like all legislation, is not perfect and its passage will not solve
all the Postal Service’s problems. The Postal Service is still adjusting to the Internet age,
and internal management decisions and the quality of fabor relations will also be
important to the long-term survival of the Postal Service. But the legislation is a good
start and its enactment clears the way for further reforms in the future. Indeed, NALC
looks forward to working with this sub-Committee in the years to come to advance
further legislative reforms. Securing Medicare Part D funding for the Postal Service, now
blocked by the Bush administration, and eliminating the transfer of postage ratepayer
funds to the United States Treasury to finance FERS military benefits are among these

needed reforms.

Today, however, | would like to focus on a very serious threat to the future of the quality
and sustainability of the United States Postal Service. In recent years, the Postal Service
has adopted a fundamentally misguided policy of outsourcing the final delivery of mail to
new delivery points whenever and wherever it can. | am here today to sound the alarm
on this “penny-wise but pound-foolish" business strategy and to urge Congress to put a
stop to it. Contracting out an inherently governmental function like mail delivery, one of
the few government services specifically mentioned in the Constitution, is wrong.
Employing part-time, low-wage workers with no benefits will harm service over time. The
inevitable high level of turnover among contract carriers will break the trust Americans
have developed with the Postal Service through their long-term contact with dedicated,
career letter carriers. Indeed, that connection has helped make the Postal Service the

most trusted agency of the federal government according to a recent survey of
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Americans concerning privacy rights. This trust is also essential to major mailers. Few
enterprises, public or private, can contract out their core functions and survive. The
Postal Service is no different. Uniformed letter carriers and clerks are the public face of
the Postal Service; they represent the brand so to speak. Outsourcing your brand might

save you money in the short term, but it is sure to backfire over the long run.

In fact, many of the leaders of the mailing industry who worked in coalition with us on
postal reform legislation have told me directly that the introduction of Intelligent Mail will
require even more dedicated and better skilled letter carriers in the future. In view of the
importance of IM in the future, the widespread use of contractors is fundamentally
inconsistent with the Postal Service's overall business strategy. It also contradicts the
basic policy outlined in the nation's postal law, which calls on the Postal Service to
“place particular emphasis on opportunities for career advancement” of its employees
and to support their “achievement of worthwhile and satisfying careers in the service of

the United States.”

Yet the Postal Service appears dead set on a policy of outsourcing new deliveries
across the country. Although a smalil percentage of total deliveries are contracted out
today, with the addition of 1 - 2 million new deliveries each year, it would not be long
before a two-tier system of delivery began to undermine the trust and service quality of
the Postal Service. Congress should act to stop the cancer of contracting out now
before it spreads and undermines the most affordable and efficient post office in the

world.

Now the Postal Service would have you believe that contracting out final mail delivery is

nothing new and no big deal. | have seen the document it distributed to every Member
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of Congress last week. It is one of the most misleading pieces of paper | have ever read.
It suggests that nothing has changed and that the Postal Service has always used
contractors to deliver the mail. That is simply not true. Yes, it has long used contractors
to transport mail between post offices and to do occasional deliveries en route in rural
areas. Such contractors have long been authorized by the law. But using contractors to
deliver mail in urban and suburban settings without any connection to the bulk
transportation of mail is something totally new. Indeed, the Postal Service has

embarked on a radical expansion of pure delivery outsourcing, following the same
misguided tactics used by many private companies to suppress wages and destroy good
middle class jobs, replacing them with lower-paid contingent and part-time positions.

Personally, | find this blatant attempt to mislead the Congress infuriating.

In reality, the Postal Service’s embrace of outsourcing delivery has evolved over the past
several years. It began with the expansion of traditional Highway Contract Routes or
HCRs in areas traditionally served by rural letter carriers and evolved into an expanded
Contract Delivery Service (or CDS) now being rolled out in suburban and even urban
areas. In many areas, the Service is contracting out new deliveries in established city

delivery territory. It is worth examining the evolution of these contract routes.

Highway Contract Routes have been around for decades. They were typically used to
transport mail between rural post offices and to serve extremely low density areas. Even
today, the Postal Service will only convert a rural route to an HCR if delivery density falls
below one delivery point per mile. Neither the NALC nor the National Rural Letter
Carriers Association objects to these traditional HCRs. However, in 2003, the Postal
Service deleted a provision in its Postal Operations Manual that HCRs be used in

“sparsely populated areas.” At that time, there were only 5,872 HCRs across the country.
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This internal policy change seems to have opened the way for the extension of contract
delivery to areas long served by career employees. Despite assurances made to NALC
at the time that the change was not intended “to change the Postal Service's policy or
practice in the establishment, extension or conversion of [HCR] routes,” the Postal
Service proceeded to add 1,257 new HCRs by the end of Fiscal Year 2004, an increase

of 21.4 percent that raised the total to 7,129 contract routes.

in 2004 and 2005, the Delivery Programs Support unit at the Postal Service’s L’Enfant
Plaza headquarters initiated an "HCR Enhancement and Expansion Program.” A copy
of the slides used by management trainers is provided for the record. That presentation
predicted a 34 percent increase in HCR routes over the next 10 years. By this time, the
Postal Service knew that its new policy would be controversial. As the last slide of the
training program indicates, there were a number of potential problems with HCR routes,
which the USPS identified as "possible obstacles/barriers to success.” You will note that

number one on that list of obstacles was “Congressional Influence.”

They had good reason to worry about Congressional opposition. In the summer of 2005,
the House of Representatives voted 379 to 51 to oppose an amendment offered by
Representative Jeff Flake to the soon-to-be passed postal reform bill (H.R. 22) to
experiment with privatization and alternative forms of delivery in 20 cities across the
country. | note that the current members of this sub-committee opposed the amendment

by a vote of 10-1.

By 20086, despite the demonstrated opposition of Congress to outsourcing, the Postal
Service was openly advocating contract delivery as a “growth management” tool. As an

indication of its intent to further extend contracting out to urban and suburban areas, the
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Postal Service introduced Contract Delivery Service or CDS routes, which bear no
relation to traditional highway transportation routes. CDS contractors are to wear USPS-
issued shirts and receive just six hours of training before performing delivery work. But
they will receive the same low pay and no benefits afforded HCRs. Indeed, a
management training presentation used in the Seattle District of the Postal Service

outlines the factors that explain why “contract routes are more cost-efficient.” Among the

nou ENG

factors listed are: “no health insurance,” “no life insurance,” “no retirement” and “no tie to
union agreements.” | am not sure the erosion of middle class employment standards

can ever be called “efficient.”

We have seen the future of delivery as envisioned by the Postal Service and it is not
pretty. Recent decisions to outsource hundreds of deliveries in new buildings in New
York City and Oregon provide good examples and paint a depressing picture. The Postal
Service has awarded a CDS contract to a man to deliver to a new condo building in the
Bronx that is surrounded by buildings now served by city letter carriers. It pays the
contractor $16,800 annually for one and a half hours of work per day. In this case, | am
not even sure that qualifies as penny-wise, but it is certainly pound-foolish. In Beaverton,
Oregon, a suburb of Portland, the Postal Service delayed mail delivery to a new 374-unit
housing development for two months while it searched for a CDS contractor. It pays the
son of a Beaverton Post Office manager $118 per day to serve 20 community mail
boxes in the development. This is a far cry from a traditional HCR of yesteryear, the

misleading claims of the Postal Service notwithstanding.

Mr. Chairman, what the Postal Service is doing is not business as usual. It is true that
only 2 percent of all deliveries are now delivered by contractors. But the USPS has

clearly signaled its intent to give as many new deliveries as possible to low-wage, no
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benefit contractors. If this is not stopped now, a two-tier system of mail delivery will
develop in this country. In 10 or 15 years there could be tens of thousands of contractors
out there. When your constituents begin to complain, they will not call me. They are

going to call you.

| urge this sub-committee to consider legislation to block the Postal Service from taking
the low road that far too many employers in this country have adopted. The Postal
Service should not contribute to wage stagnation and add to the tens of millions of
workers without heaith insurance or adequate pension protection. Indeed, the Postal
Service has been and should remain a model employer. It has combined decent pay and
wages with ongoing innovation to keep postage rates low and affordabie. It does not
need to join the race to the bottom with respect to employment standards. And it should

not gamble with the trust and support of the American people.

| know that you did not work a dozen years on postal reform only to see the Postal

Service turn around and throw it all away. 1 didn't either.

Thank you again, Mr. Chairman and thanks to all the members of the committee for the

chance to testify.
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Mr. Davis oF ILLINOIS. Thank you very much, Mr. Young.
We will proceed to Mr. Pitts.

STATEMENT OF DONNIE PITTS

Mr. PirTs. Thank you, Mr. Chairman.

Before I start, I would ask that my remarks be included in the
record, the written remarks that I have provided.

Mr. Chairman and members of the committee, my name is
Donnie Pitts and I am president of the 111,000 member National
Rural Letter Carriers’ Association. I want to thank you, Mr. Chair-
man, for holding this oversight hearing.

Back in 1985 I had the pleasure of testifying before the House
Ways and Means Committee as vice president at that time of the
Alabama Rural Letter Carriers’ Association. It is an honor to be in-
vited to testify again before Congress, this time as president of the
National Rural Letter Carriers’ Association.

Rural carriers serve more than 75,000 total rural routes. We de-
liver to 37.4 million delivery points, driving a total of 3.3 million
miles per day. We sell stamps, money orders, accept express and
priority mail, collect signature and/or delivery confirmation pieces,
and pick up registered, certified mail and customer parcels. Our
melmbers travel everywhere every day, serving America to the last
mile.

Mr. Chairman, the most important issue affecting our craft at
this moment is the contracting out of delivery service by the Postal
Service. Delivery is a core function of the Postal Service, and out-
sourcing this function is contrary to the mission of the agency. The
practice jeopardizes the security, sanctity, and service of the Postal
Service. I ask that Congress fulfill its duty of oversight and take
immediate steps to halt the continuation of this practice.

Delivery managers have been encouraged to favor CDS, or con-
tract delivery service, using contract employees over delivery by
city or rural letter carriers for all new deliveries based on cost sav-
ings. Contracting out is reported to save roughly $0.15 per delivery
point, but at what cost. When the Postal Service started the con-
tracting out of deliveries, they were still tasked with paying billions
of dollars into an escrow account and covering the cost of postal
employees’ military pension obligation. With the passage of postal
law 109-435, the Postal Service was relieved of both the $27 billion
obligation for military pensions and $3 billion annual payment into
the escrow account, and new laws allow the Postal Service to retain
a profit, and a banking provision allows any unused rate authority
to be saved for use at a future time.

There remains an opportunity to file one last rate increase under
the old law. The Postal Service has not given the new law which
this committee wrote and passed a chance. If the Postal Service
had lived under the new law for 5 to 10 years and then found they
were running huge deficits, perhaps we could understand cost cut-
ting measures, but it has only been 4 months since the bill became
law. Why does the Postal Service see the need for even more cost
savings?

Security has become one of the most important concerns facing
Americans today. Following the terror attacks on September 11,
2001, and anthrax attacks that fall, the White House, Department
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of Homeland Security, and Department of Health and Human
Services, working closely with the Postal Service, the NRLCA, and
the NALC developed a plan to call upon letter carriers to deliver
antibiotics to residential addresses in the event of a catastrophic
incident involving a biological attack. Why us? Because citizens
trust us. Star route carriers aren’t even involved in this service,
and now CDS carriers.

Many contractors subcontract their routes. Letter carriers are
Federal employees who are subject to close scrutiny of their char-
acter, background, and criminal history, if any. What kind of scru-
tiny are subcontractors subjected to? Does a contractor take the
same care in screening a subcontractor employee as the Postal
Service takes?

Sanctity of the mail stream is one of utmost importance. Sen-
sitive materials are mailed every day. Financial documents, credit
cards, Social Security checks, medicine, passports, and ballots must
pass through the mail.

A contract carrier in Benton, AR, stole a person’s credit card
identity, and he was caught by the police. A Bridgeport, PA, con-
tract employee threw away 200 pieces of first class mail. His postal
record indicated he should never have been hired. In Appalachia,
VA, a contractor pleaded guilty in an election rigging scheme where
absentee ballots were forged or votes were purchased with bribes.
Are these the kind of people we want delivering the mail?

Service is the reason that USPS ranks as the most trusted agen-
cy in the Federal Government. Letter carriers are the most trusted
part of that equation, according to customer satisfaction surveys.
All new rural carriers are required to attend a 3-day training acad-
emy which instructs them on all aspects of their job. This training
academy, staffed by experienced rural carriers, serves as a clear-
inghouse for the rural craft. There is a direct connection between
our training academies and customer service satisfaction. Contract
carriers don’t have the training academies, and any training they
may receive is inferior to the training developed by the Postal Serv-
ice and the NRLCA.

There is a lack of accountability and no clear chain of command
for supervision. Neither customers nor the Postal Service will know
who is responsible for service problems or delivery concerns. The
Postal Service sites as a general rule that public interest, cost, effi-
ciency, availability of equipment, and qualification of employees
must be considered when evaluating the need to contract. After
evaluating contract delivery service, I ask is this cost savings worth
the risk. The answer is obvious.

Mr. Chairman and members of the committee, I thank you for
inviting me to testify today. If you have any questions of me, I will
be glad to answer them.

[The prepared statement of Mr. Pitts follows:]
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Mr. Chairman, and members of the Committee, my name is Donnie Pitts and I am
President of the 111,000-member National Rural Letter Carriers’ Association. 1 want to
thank you, Mr. Chairman, for holding this oversight hearing. Back in 1985 1 had the
pleasure of testifying before the House Ways and Means Committee as Vice President of
the Alabama Rural Letter Carriers” Association. It is an honor to be invited to testify
again before Congress, this time as President of the NRLCA.

Rural carriers serve more than 75,000 total rural routes. We deliver to 37.4
million delivery points, driving a total of 3.3 million miles per day. We sell stamps and
money orders, accept Express and Priority Mail, collect Signature and/or Delivery
Confirmation pieces, pick up Registered, Certified Mail and customer parcels. Our
members travel everywhere, everyday, serving America to the “last mile.”

There are two areas of great concern I would like to discuss today. The first is the
newly-formed Postal Regulatory Commission’s interpretation of the Exigency Clause,
while the second, and more alarming, issue is the Postal Service’s recent decision to
begin contracting out delivery routes using Contract Delivery Service (CDS).

First, I would like to talk about our concern for the Postal Regulatory
Commission’s (PRC) interpretation of the Exigency Clause. At a symposium sponsored
by the American University School of Public Affairs entitled “Postal Reform: From
Legislation to Implementation,” the PRC Chairman stated that it is clear the Exigency
Clause is to be interpreted to mean that the Postal Service is only allowed to adjust rates
above the Consumer Price Index (CPI) in the event of another 9/11, anthrax attack or
other catastrophic event. This js nof the intended meaning of the legislative language.

Mr. Chairman, the postal unions, employee organizations and members of the
mailing community spent months negotiating exigency language on which both sides
could agree. It was give-and-take between the groups. In the original Senate language,
“unexpected and extraordinary,” was too strict for the postal unions to support while the
original House language, “reasonable, equitable and necessary,” was not strict enough for
the mailers to support.

The postal unions, employee organizations and members of the mailing
community negotiated on and agreed to exigency language stating that “rates may be
adjusted on an expedited basis due to either extraordinary or exceptional circumstances.”
We then presented it to Congress who graciously accepted our language. At the time of
the agreement, this language was strict enough for the mailers to feel that every little
shock would not result in increased rates above CPI, but accommodating enough to not
limit a rate increase to only the most catastrophic events. Our argument for a looser
interpretation of the Exigency Clause is that the Postal Service should not be held solely
responsible in the event of an external shock beyond its control.

In support of this argument, I offer two examples. The first example is legislation.
Currently there are 14 states that have introduced “Do Not Mail” bills, essentially
prohibiting the sending of advertising mail pieces, or establishing a “Do Not Mail”
registry based on the Do Not Call registry. What would happen if a number of our larger
states such as California, Texas, Pennsylvania, New York, and Florida all passed
legislation such as this? 1 ask this question because in 2005, for the first time ever, both
Standard Mail and advertising mail volume surpassed first class mail volume. In fact,
First Class mail volume has been gradually declining for the past couple years. How
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would the market respond if all of a sudden a specific class of mail was immediately
withdrawn from the system?

The second example is a hypothetical one concerning Iraq and the Middle East.
What if the problems continue to escalate and all of the Middle East erupts into war,
halting the delivery of o0il? If gas prices were to rise to $4 or $5 a gallon, it should not be
the Postal Service’s responsibility to absorb these costs without the ability to raise rates
above the CPI index.

The Postal Service must have the ability to raise rates outside of the most
catastrophic events. It has been rumored that in the near future the banking industry will
be consolidated into seven or eight huge national banks. What if the banking industry
decides they can save money by having their customers do all their banking online, and
charge higher banking fees to any customer who wishes to continue to receive a hard-
copy statement? What if the insurance industry decides the same thing? What if the
credit card industry charges a higher interest rate for anyone who doesn’t pay their bills
online?

Mr. Chairman, this is just a small list of exigent examples where the Postal
Service would need to adjust rates above the CPI index. To have the PRC Chairman
narrowly interpret the Exigency Clause to mean that only the most catastrophic events
apply to exigent rate cases would be detrimental to the vitality of the Postal Service and
put its future in jeopardy.

Mr. Chairman, now I would like to address the issue of contracting out delivery
services by the Postal Service. Delivery is a core function of the Postal Service and
outsourcing this function is contrary to the mission of the agency. This practice
jeopardizes the security, sanctity, and service of the Postal Service. I ask that Congress
fulfill its duty of oversight and take immediate steps to stop the continuation of this
practice.

Delivery managers have been encouraged to favor CDS using contract employees
over delivery by city or rural letter carriers for all new deliveries based on cost savings.
Contracting out is reported to save roughly $0.15 per delivery point, but at what cost?
When the Postal Service started the contracting out of deliveries it was still tasked with
paying billions of dollars into an escrow account and covering the costs of postal
employees’ military pension obligation. With the passage of P.L. 109-435, The Postal
Accountability and Enhancement Act, the Postal Service was relieved of both the $27
billion obligation for military pensions and the $3 billion annual payment into the escrow
account. In addition to these cost savings, last year the Postal Service was granted a rate
increase to cover the cost of the escrow payments, which no longer need to be made. The
PAEA allows the Postal Service to retain a profit. Furthermore, a banking provision
allows any unused rate authority to be saved for use at a future time. There remains an
opportunity to file one last rate increase under the old rules.

The Postal Service has not given the new law, which this committee wrote and
passed, a chance. If the Postal Service had lived under the new law for 5 to 10 years, and
then found it was running huge deficits, perhaps we could understand cost cutting
measures, but it has only been 4 months since this bill became law. Why then, does the
Postal Service see the need for even more cost savings?

The Postal Service has long used contractors on what were called STAR Routes
and Highway Contract Routes which delivered to sparsely populated areas with a density
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of less than one delivery point per mile driven. Recently, the Postal Service changed the
name Highway Contract Route to Contract Delivery Service and changed the definition
of this service to include any new delivery point, regardless of its territorial location in
urban, suburban or rural areas.

Postal Service communications regarding the establishment and extension of
delivery services used to focus on existing service and preventing customer confusion.
Now the Postal Service focuses on what is the cheapest alternative. It is turning delivery
services into a patchwork quilt. Customer confusion will only be amplified with increases
in contract routes. Customers will no longer know who delivers their mail as compared to
their neighbors, let alone from one day to the next.

In so doing, the Postal Service is seeking to significantly increase the number of
postal routes delivered by contractors. While looking to the bottom line it is jeopardizing
the security, sanctity and service the Postal Service is known to provide.

Security has become one of the most important concerns facing Americans today.
In the months following the terror attacks on September 11, 2001 and the anthrax attacks
that fall, the government created a cabinet level agency to deal with homeland security. In
2004, the White House, Department of Homeland Security (DHS), Department of Health
and Human Services (HHS), and the Postal Service, working closely with the NRLCA
and NALC, developed a plan to call upon the letter carrier organizations within the Postal
Service’s direct control, to deliver antibiotics to residential addresses in the event of a
catastrophic incident involving a biological attack. The Postal Service was approached to
aid in this plan because the USPS is the most trusted government agency in the eyes of
the public. Would a contractor have the same amount of trust and dependability in the eye
of the public as a letter carrier would have? Would a contractor even be obligated to
participate in this service?

In the fall of 2001 the mail was used as a biological weapon when the anthrax
attacks killed five persons, including two postal employees, and threatened the safety of
countless others. Since the time of the attacks, we have worked closely with the Postal
Service to better protect the postal system and its employees through the installation of
bioterrorism detection equipment and other measures. The perpetrator(s) of these attacks
have still not been found and brought to justice. What if they are hired as contractors?

It is reported that many of these contractors sub-contract their routes to other
employees. Letter carriers are federal employees who are subject to close scrutiny of their
character, background and criminal history. Contractors are subject to this scrutiny as
well, but it is not known what kind of security clearances their sub-contractors are subject
to. There is no uniformity in hiring and screening practices done by contractors for their
sub-contractors. How do we know who is really delivering our mail? How do we know
the contract carrier is a trustworthy individual? How do we know that the contractor has
taken the same care in screening the sub-contractor that the federal government would
have taken?

Protecting the sanctity of the mail stream is of utmost importance. Sensitive
material is mailed everyday. Contract carriers would gain access to financial documents,
credit card information, Social Security checks, medication, ID cards, passports, election
materials and ballots, etc. Are we willing to trust anyone with these materials? Residents
in Benton, Arkansas found out the hard way that their contract carrier was not to be
trusted. A contract carrier took a credit card application out of the mail and applied for a
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card in that person’s name. When the card was delivered, he took it from the mail before
the victim found out about it. He was caught by police on bank surveillance video tape.

Another contractor in Bridgeport, Pennsylvania simply threw away about 200
pieces of mail after he walked off the job. This particular person had prior arrests for
possession of drug paraphernalia, disorderly conduct and driving under the influence. It
makes one wonder how he made it through the background check.

Finally, in Appalachia, Virginia, a contractor pleaded guilty in an election rigging
scheme where absentee ballots were forged or votes were purchased with bribes. Are
these the kind of people we want delivering the mail?

I have to question the security commitment of a federal agency that seeks out the
lowest bidder to handle the responsibility of delivering sensitive items such as
prescription drugs, utility bills and debit cards. The Postal Service views outsourcing as a
good way to save money, but I doubt our customers would agree.

The service standards Americans have come to expect from the Postal Service are
also at risk with Contract Delivery Service. No longer would Postal employees be
delivering the mail. The Postal Service has long assigned a regular carrier and a relief
carrier to deliver a particular route every day. With the advent of contracting and
subcontracting, you might have a different carrier everyday. A workforce comprised of
employees with low wages, no benefits and no pensions will cause turnover rates to
skyrocket. This would most certainly lead to high rates of customer dissatisfaction.

Mr. Chairman, 1 also question the training requirements for contract carriers.
There is more to being a letter carrier than putting mail in a box. As I mentioned in my
opening statement, rural letter carriers are a post office on wheels. We offer all the
services the counter of a post office provides. We sell stamps and money orders, accept
Express and Priority Mail, Signature and/or Delivery Confirmation, Registered and
Certified Mail and, of course, accept our customers’ parcels.

Service is the reason the USPS ranks as the most trusted agency in the federal
government. Letter carriers are the most trusted part of that equation according to
customer satisfaction surveys. All new rural carriers are required to attend a three-day
training academy which instructs them on all aspects of their job. This training academy,
staffed by experienced rural carriers, serves as a clearinghouse for the rural craft. There is
a direct connection between our training academies and customer service satisfaction.
Contract carriers do not have training academies and any training they may receive is
inferior to the training developed by the Postal Service and NRLCA.

In light of the fact that contractors would not be postal employees, we would see a
lack of accountability and no clear chain of command for supervision. Postmasters would
no longer be accountable for these carriers. Who is going to supervise these carriers to
make sure they are performing their duties in the appropriate fashion? What happens
when they decide to bring friends along on the route, or run their child’s carpool at the
same time? How do we guarantee the dependability of the Postal Service when nobody is
accountable for the employees? Neither customers nor the Postal Service will know who
is responsible for service problems or delivery concerns.

The Postal Service cites a general rule that public interest, cost, efficiency,
availability of equipment and qualification of employees must be considered when
evaluating the need to subcontract. After evaluating contract delivery service, 1 ask, is
this cost savings worth the risk? The answer is obvious.
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Mr. Chairman and members of the committee, I thank you for inviting me to
testify before you today.
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From: CHll Cummings [ccummings@KATV.com]
Sent:  Monday, April 08, 2007 5:17 PM
To: VT

Subject: SALINE COUNTY ID THEFT SCRIPT

BNTON POLICE SAY COUNTLESS PEOPLE HAVE BEEN VICTIMS OF IDENTITY THEFT
AT THE HANDS OF ONE MAN...INVESTIGATORS SAY SOME OF THE VICTIMS STILL
MAY BE UNAWARE THAT THEIR PERSONAL INFORMATION HAS BEEN STOLEN.

[TAKE: DOUBLE BOX GRAPHIC]
{***DOUBLE BOX GRAPHIC***}
CHANNEL SEVEN'S ANNE PRESSLY [S LIVE TO EXPLAIN MORE. ANNE?

[TAKE: LIVE CNN SET]

{**TAKE LIVE CNN SET***}

[CG :38-586 2 LINE REPORTERAnne Pressly\apressly@katv.com]

SCOTT, BENTON POLICE WERE ABLE TO MAKE AN ARREST AFTER THE DETECTIVE
WORKING THE CASE SHOWED BANK SURVEILLANCE VIDEO OF THE SUSPECT TO
ONE OF THE VICTIMS IN AN EFFORT TO IDENTIFY HIM. WELL, THE VICTIM
RECOGNIZED THE SUSPECT, ALRIGHT...AS HER MAIL CARRIER.

[TAKE PKG}

{"*TAKE PACKAGE**"}

[Anchor:ANNE]

{k**ANNE***}

[ReadRate:14]

AUTHORITIES SAY SOME RESIDENTS OF GARLAND AND SALINE COUNTIES HAVE
NOT BEEN RECEIVING ALL OF THEIR MAIL LATELY.

[TAKE: PIC}
NOT SINCE GLYNN SMITH BEGAN AS A SUBCONTRACTOR FOR THE POSTAL SERVICE
ABOUT 4-MONTHS AGO.

[TAKE SOT

INCUE: 0147

OUTCUE: 01:55

DURATION:0:08]

{**TAKE SOT**}

[CG :19-586 2 LINE SUPERILt Lisa Wylig\Benton Police Dept]

<"Come to find out, Mr. Smith had gotten the info out of the mail and had applied for the card
in that person's name and then when it was delivered, he took it from the mail before the victim
found out about it.">

[Anchor: ANNE]

{k**ANNEt**}

[ReadRate: 14}

LT. LISAWYLIE SAYS SMITH DELIEVED WORKED ONE DAY A WEEK--TUESDAY--IN
PARTS OF THE CITY OF BENTON, IN ADDITION TO RURAL SALINE AND GARLAND

4/10/2007
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COUNTIES.

INVESTIGATORS BELIEVE SMITH TOOK CREDIT CARD APPLICATIONS MAILED TO THE
LATE HUSBAND OF THE WOMAN WHO LIVES HERE...AND APPLIED FOR THEM IN THE
DECEASED MAN'S NAME.

NOW...THE VICTIM'S NEIGHBORS ARE CONCERNED THEY TOO HAVE BEEN
SCAMMED.

RAYMOND TAYLOR SAYS HE USED TO GET PRE-APPROVAL LETTERS IN THE MAIL
FOR HIS LATE FATHER ALL THE TIME. NOT ANY MORE.

[TAKE SOT
INCUE: 13:07
OUTCUE: 13:12
DURATION:0:04}

{"™*TAKE SOT**}
[CG 119-586 2 LINE SUPER\Raymond Taylor\Victim's Neighbor]

<"} don't know if they just finally stopped sending them after all these years or maybe there's
something else.">

[Anchor ANNE]

{***ANNE***}

[ReadRate: 14}

TAYLOR SAYS HE PLANS TO INVESTIGATE BOTH HIS LATE FATHER'S AND HIS OWN
CREDIT TO MAKE SURE THERE'S NOTHING SUSPICIOUS.

[TAKE SOT
INCUE: 14:17
QUTCUE: 14:24
DURATION:0:07]

{***TAKE SOT***}
<"He always kept his credit excellent. When he passed away it was excellertt, and that's the
way he wanted it to stay.">

[TAKE: LIVE ON CAMERA TAG}

{***LIVE ON CAMERA TAG™™"}

[AnchorANNE]

{ﬁ**ANNE*i*}

{ReadRate: 14}

SMITH IS BEING HELD AT THE SALINE COUNTY JAIL. HE WILL NO LONGER BE
ALLOWED TO DELIVER MAIL. AN INVESTIGATOR FOR THE POSTAL SERVICE TELLS
CHANNEL SEVEN THAT CHARGES COULD BE FILED THROUGH THE U-S ATTORNEY'S
OFFICE ONCE LOCAL INVESTIGATIONS ARE COMPLETE.

4/10/2007
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Former courier makes plea deal
By Breft Lovelace

Section: B

Page: Bt

intelligencer Journal (Lancaster, PA)

Published: March 31, 2007

LANCASTER COUNTY, PA - BRETT LOVELACE Lawyers involved in the case of a former mall carrier accused of discarding
more than 200 pieces of mail at a Manheim carwash have reached a plea agreement.

Frederick S. Reincke, 30, of 64 N. Broad St,, Lititz, waived a preliminary hearing Thursday before District Judge John C,
Winters and is expected to plead guilty to obstruction of law enforcement and other government agencies.

Prosecutors agreed to withdraw a receiving stolen property charge provided Reincke pieads guilty to the obstruction charge,
which is a second-degree misdemeanor. The receiving-stolen-property charge wilf be reinstated, Assistant District Attorney
Robert Smulktis Jr. said, if Reincke does not plead guilty.

Reincke is free on $2,000 unsecured bail to await an April 25 arraignment in Lancaster County Court.
Smutktis and defense attorney David Dagle negotiated the deal.

Reincke was working as a postal carrier for Platinum Logistics, a contractor for the U.S. Postal Service. The company delivers
mail for two of the county’s 370 city and suburban routes.

The mail - all postmarked between Aug. 30 and Sept. 20 - was supposed to be delivered {o homes in the Rosewood Terrace
development in Bridgeport, East Lampeter Township.

Reincke, who has prior arrests for possession of drug paraphernalia, disorderly conduct and driving under the influence, is
accused of dumping the mail in a garbage can at Manheim Car Wash, 240 S, Main St

Carwash owner Robert Graybill found about 200 pieces of mail at his business Jan, 16 and contacted Manheim Postmaster
Scott Cardin,

U.S. Postal Inspecior Louis J. Dirienzo, a former Lancaster city police officer, took over the investigation.
Dirienzo determined the mail was supposed to be delivered to about 60 homes.

Most of the mail consisted of sales fliers, advertisements and other ltems commonly considered junk mall, Dirienzo said. There
also were 77 piaces of first-class mall in the trash can, including three that contained checks.

Four opened greeting cards and a package marked undeliverabis - also opened - were among the mall found in the trash.
Dirienzo said Reincke may havs checked the cards for cash.

Relincke quit his job at Platinum Logistics Sept. 22. He kept the undelivered mail in the trunk of his car for about four months
befors dumping it at the car wash, Dirienzo said.

Manheim Borough police Officer David J. Carpenter joined the investigation and used official records to trace the recovered
mail to Reincke.

Carpenter charged Reincke Jan. 30.
The Postal Service sent letters of explanation - along with the missing mail - to the residents listed on the envelopes.

To order a reprint of this document go to lancasteronline.com/reprint

http://nL.newsbank.com/nl-search/we/Archives?p_action=print 4/2/2007
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Charges are in the mail
By Breft Hambright

Section: A

Page: A1

intelligencer Journal (Lancaster, PA)

Published: February 8, 2007

LANCASTER COUNTY, PA - Police filed charges against a former maxl carﬂer who allegedly discarded more than 200 pleces
of maif intended for a housing development in East | T Fi k S. Relncke, 30, 64 N. Broad St Lititz,
disposed of the undelivered mail last month at a Manheim car wash months after ieaving his job as a carrier, Manheim
Borough police said.

The maii - postmarked between Aug. 30 and Sept. 20 - was supposed to reach nearly half of the 142 homes at Rosewood
Terrace in Bridgeport.

Officer David Carpenter of Manheim Borough police said he filed two misdemeanor charges against Reincke - obstruction of
taw enforcement and other government agencies and receiving stolen property.

Relncke has been summoned to court, via mall, and police are waiting to hear from him, Carpenter said.
"We have not had a chance to talk to him," he said. "He hasn't been available fo be contacted.”
Bob Graybill, owner of the car wash, found the discarded mail last month in a trash can at his business.

He reporied it to the postal service, which contacted its law-enforcement branch - the U.S. Postal Inspection Service.
Authorities there contacted Manheim Borough police.

"We get complaints from people from time to time that their mail has been stolen,” Carpenter said. "But never this many
pieces.”

investigators said Reincke was a carrier for Platinum Logistics, a contractor for the postal service,
Platinum Logistics defivers mall to rural areas near Lancaster city, including Rosewood Terrace.

Police were able to identify the suspect when officials from the company "determined who would have delivered on that route,”
Carpenter said.

Reincke worked for Platinum Logistics untit Sept. 22, when “he walked off the job, and they never saw him again,” Carpenter
said.

The discarded mafl was intended for about 60 homes in Rosewood Terrace, police said.
A manager for the housing development said Wednesday she received no complaints from tenants for undelivered or lost mail.

The mail included more than 100 pieces of "junk mall® - such as coupon books and advertisements - and 77 pieces of first-
class mail, investigators said.

Three of the first-class envelopes contained checks.
Carpenter said some letters were opened when Graybill found them,
Investigators suspect Reincke had the mail for months, until he cleaned out his vehicle at Graybilf's car wash.

£-mail Brett Hambright at bhambright@inpnews.com.

http://nl.newsbank.com/ni-search/we/Archives?p_action=print 4/2/2007
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TRASHED: 200 pieces of mail
By Cindy Stauffer

Section: A

Page: A1

Lancaster New Era (PA)

Published: February 7, 2007

LANCASTER COUNTY, PA - When Bob Graybili saw the full trash can at his Manheim car wash last month, he thought,
hmmm, that's odd. The can was filled with addressed envelopes, fliers and bundles of coupon magazines.

He looked further and said, "l saw what looked like somebody's possible bill from the hospital.”

What Graybill had stumbled on was about 200 pieces of mail that police say was dumped there by a mail delivery contractor
who walked off the job last fall.

Pelice have filed charges against Frederick S. Reincke, 64 N. Broad St,, Lititz, of receiving stolen property and obstructing the
administration of a govemmental function.

Relncke, 30, who is not yet in custody, possibly faces other charges in the investigation, which is ongoing.

The mail was postmarked between Aug. 30 and Sept. 20, 2006, and was supposed to be delivered to people who live in
Rosewood Terrace, a townhouse and apartment develop iocated bet Routes 462 and 340 in the Bridgeport area of
East Lampeter Township.

Police and a federal postal inspector said the case is a rare one.

Manheim Borough Police Chief Barry Weidman said his department occasionally investigates incidents of possible theft of mail
from mailboxes. But in his 28 years at the force he can't remember 2 case where hundreds of pleces of mall wers involved.

Postal inspector Louls Dirlenzo, based In Harrisburg, said his office more commonly investigates cases of identity theft that
occurs through the mail.

That doesn't appear to be an issue in this case.
"It's all prefty intact,” he said of the mail discovered at the car wash.

Raincke worked for Platinum Logistics, a contractor that works for the postal service, About two of 370 city and rural routes
are delivered by contractors, said a spokesman for the postal service,

A Platinum offical told police that the mall in question was from a route that Reincke delivered and that he had walked off his
job around Sept. 22, according to the criminal complaint in the case.

Court records show that Reincke has had previous brushes with the law, including arrests in 2002 and 2003 for drug
paraphemalia possession, disorderly conduct and driving under the influence.

Why Reincke held onto the mail for four months is somewhat of a mystery.

"It looks like he just didn't want to deliver the mall anymore,” Dirienzo said. "It was just dumped. He probably was cleaning out
his car.”

The mail was supposed to be delivered to about 60 addresses, Dirienzo said. About three-quarters of the mail was fliers,
advertisements and other items commonly considered junk mail.

But there also were 77 pieces of first-class mail in the trash can, inciuding three that contained checks. There also were four
greeting cards that were opened.

http://nl.newsbank.com/nl-search/we/Archives?p_action=print 4/2/2007
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Dirienzo belleves that Relncke may have been looking for cash in those, A package, marked undeliverable, also was opened.

People affected by the mail problem will receive lelters, along with the mail that never made it to them last fall. Some of them
may not know they were affected by the problem, as Dirienzo said he did not receive complaints from anyone on the route
about missed mail.

The investigation will continue, he said.

“We take this very seriously,” he said. "When this happens, we drop everything and put all of our resources into investigating
the guy.”

As for Graybill, he's still shaking his head over his unusual find at the Manheim Carwash, located at 240 S. Main St,, Manheim.
Waeidman said he's glad that Graybill noticed it and took the time to contact authorities.

Graybill said he finds all kinds of items in the car wash trash cans, ali the flotsam and jetsam that people clean out of their cars
and trucks. Last weekend, there was a bloody farp from a deer carcass.

"About the only thing | never found there was dead bodies,” he said.
CONTACT US: cstauffer@LNPnews.com or 481-6024

To order a reprint of this document go to lancasteronline.com/reprint

http://nl.newsbank.com/nl-search/we/Archives?p_action=print 4/2/2007
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- “IRS EASY 1D GET STARTED S

Ex-mayor pleads guilty to fixing election
Other Appalachia ex-officials also plead gulilty in the scheme
BY REX BOWMAN

TIMES-DISPATCH STAFF WRITER

Friday, December 1, 2006

WISE -- A former mayor of Appalachia pleaded guilty yesterday to rigging a local election in a
scheme exposed when one voter complalned she was offered a bribe of pork rinds.

Culminating a scandal that has brought shame and ridicule upon the little town (pop. 1,839), Ben
Cooper pleaded guilty in Wise County Circuit Court to 233 felony counts involving vote fraud during
the May 2004 Town Council election, A judge also convicted Cooper of 10 additional counts to
which he had pleaded no contest,

In the same courtroom, seven more people, including some of the town's most prominent
residents, pleaded guilty to their roles in helping fix the election in Cooper's favor.

Cooper, who turned 64 yesterday, is to be sentenced Jan. 9. He faces more than $85,000 in court
fees and, under state sentencing guidelines, up to 21 months in jail.

"1 think he feels terrible about the whole incident,” sald Cooper’s attorney, Patti Church, after the
court hearing.

Judge Tammy MeElyea sentenced none of the seven others to jail, giving them probation instead
and ordering them to pay restitution ranging from $500 to $2,500, Two were sentenced to 60 days
of house arrest each.

Those who pleaded guilty included a former town police captain, a leader of the local rescue squad,
a former Town Hall employee and two uncles of a former town councilman who's charged with
taking part in the election-stealing effort.

Seven more, including the former town councilman, still face charges. Four of them have agreed to
plead guilty, and a prosecutor said yesterday that charges against the other three could be
dropped, bringing an end to what has been one of the biggest public-corruption scandals in Wise
County history.

After Cooper pleaded guilty, Church took umbrage with a prosecutor's description of Cooper as a
mastermind in the mold of Boss Hogg, the cantankerous political chief from television's "Dukes of
Hazzard," Cooper, Church said, was just one of many participants in the scheme to stuff the ballot
box with forged absentee ballots.

"This is not really a case of Boss Hogg; it looks, really, like Larry, Moe and Curly," she said,
referring to the Three Stooges.

Prosecutors have asserted that the election scheme's aim was to win election for Cooper and

http://timesdispatch.com/serviet/Satellite?pagename=Common%2FMGArticle%2FPrintVer... 4/9/2007
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candidate Owen Anderson "Andy” Sharrett 111 so that they could run the town to their liking. Both
men won councl! seats during the election but stepped down after they were Indicted in March. In
between, Cooper was elected mayor by the council,

One part of the scheme involved bribing people to vote by offering them booze, cigarettes,
prescription medication and snacks. The other part of the scheme involved forging absentee
ballots. According to special prosecutor Tim McAfee, candidates persuaded people to apply for
absentee ballots, and when the registrar mailed the ballots, they were intercepted at the post
office., :

Votes for Cooper and Sharrett were cast on the ballots, the voters' signatures were forged, and the
voters' Social Security numbers -- available to Sharrett's mother, who worked at Town Hall -- were
written in.

Of the numerous people indicted in the scheme, only one, former mail carrier Don Estridge, faced a
jury. He was found guilty and Is to be sentenced Jan. 11,

Those who pleaded guiity yesterday are: Belinda Sharrett, 53, who is Andy Sharrett's mother and a
former employee at Town Hall; Dennis M. Sharrett, 47, and Kevin L, Sharrett, 38, both uncles of
Andy Sharrett; Jamie Fritz, 32, a_contr; j ice in Appalachia;
Michael Varner, 49, a member of the local rescue squad; and Rex Bush, 73, brother of the
councilman/mayor who was ousted in the May 2004 election.

Former Councilman Andy Sharrett, his brother Adam Sharrett and their father, "Dude® Sharrett,
former parks and recreation manager in Appalachia, plan to plead guilty Jan. 25, according to court
documents.

http://timesdispatch.com/servlet/Satellite ?pagename=Common%2FMGArticle%2FPrintVer... 4/9/2007
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Area postal worker charged<BR> <B>Charles</B> <B>Lawrence</B>, who delivered m... Page 1 of2

Y Burbs.com Purlington County qimes

Area postal worker charged

Charles Lawrence, who delivered mail near New
Hope, is accused of cheating the U.S. Postal
Service of more than $120,000.

By: Pamela Batzel

THE INTELLIGENCER Date: January 14, 2006 Page: Al Section: News

A former New Hope area postal worker doctored mileage reimbursement forms, cheating the U.S.
Postal Service of more than $120,000, according to the U.S, Attorney’s Office.

Charles Lawrence, 47, of Lahaska, ailtered his mileage 12 times between November 2001 and
November 2002, resulting in his getting reimbursed for 35,900 miles instead of the 1,841 miles his
supervisor approved, according to prosecutors.

As a contract carrier for the post office, Lawrence used his own vehicle. The reimbursement was
to pay him for miles traveled in addition to his normal route.

On one occasion in the fall of 2002, he aitered a mileage submission form after a supervisor signed
it, receiving $13,282 in overpayment, the office charged this week.

In total, he received overpayments totaling $120,468.56, according to the office,

Lawrence could face up to five years in prison if convicted. He also could face a $250,000 fine and
three years of probation, according to prosecutors. The charge was filed in Philadelphia U.S.
District Court.

The Federal Defenders Office in Philadelphia is representing Lawrence. His attorney, Kai Scott,
could not be reached for comment Friday.

Jim Holland, postmaster at the New Hope Post Office, referred all questions concerning the case to
the U.S, Attorney's Office.

Pamela Batzel can be reached at (215) 345-3062 or pbatzel@phillyBurbs,com.

THIS STORY HAS BEEN FORMATTED FOR EASY PRINTING

The article you requested is displayed below. [ Search again ]

Techical problems: If you have a technical problem with your account please contact Newsbank
at 1-800-896-5587 or by e-mail at newslibrary@newsbank,com.

http://nl.newsbank.com/nl-search/we/Archives?p_action=print 4/9/2007



183

Area postal worker charged<BR> <B>Charles</B> <B>Lawrence</B>, who delivered m...

Return to the home page
of the phillyBurbs.com

? 2004 Copyright Calkins Media, Inc. All rights reserved,

http://nl.newsbank.com/nl-search/we/Archives?p_action=print

Page20f2

4/9/2007



184
Date: Page 1 of 1

Date: 4/18/2006

Cases: Numerous

Type of Incident: Mail & ID Theft by Mail Carrier

Location: Capitola Mall, Bonny Doon Area

Date/Time of Occurrence: March-April 9, 2006

Suspéct information: Silva, Jeri Leann (AKA, Creyssels, Jeri), DOB 6/19/71,
Santa Cruz

Victims: Estimated to be 12 Bonny Doon home owners, Five currently established
Description of Incident:

On 04/07/2006, Santa Cruz County Sheriff’s Deputy Shawna Brim began investigating a case

of identity theft wherein Jeri Silva (34) was suspect in using a stolen credit card to purchase
merchandise at the Capitola Mall on more than one occasion. The victim lived in the Bonny
Doon area. It was later leamed that Silva was employed with the U.S. Postal Service as a
substitute highway contract driver, entrusted to deliver mail in the Bonny Doon area, On

4/9/06, Capitola Police met Silva at the Capitola Mall following her attempt to use another
person’s stolen credit card to purchase items. Found in Silva’s possession were checkbooks,
credit cards and bank statements belonging to 12 different persons, all who reside in the Bonny
Doon area, Silva was arrested and taken to jail. The Santa Cruz County Sheriff’s Office,

Capitola Police Department and the U.S. Postal Service are working together in this investigation
which involves contacting many victims. Five victims have currently been established. The U.S,
Postal Service removed Silva as a letter carrier following her arrest. On 4/9/2006, Silva was
released from jail. Further investigation into the total number of victims is ongoing to complete the
investigation.

A suspect photo will be made available after formal charges are filed by the DAO.

http://www.scsheriff.com/SilvaMailldTheft htm 4/10/2007
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Ex-carrier gets probation for tossing mail

By Rick Carroll
Aspen, CO Colorado
March 5, 2007

A former postal carrier who threw away nearly 1,500 items of mail intended for Aspen Village residents has
been sentenced to one year of probation as part of a plea agreement,

Glenwood Springs resident Vickie Ann Walker pleaded guilty to "obstruction of mail,” a federal misdemeanor,
on Feb. 23. Last week, U.S. Magistrate Judge Boyd N. Boland gave Walker one year of unsupervised probation.

Walker had faced a maximum term of no more than six months imprisonment and a fine no higher than $5,000.
But the plea agreement stated that "the United States Sentencing Guidelines do not apply" because Walker
pleaded guiity.

"The parties believe the sentencing range resulting from the proposed agreement is appropriate,” the plea
agreement said, adding that "the defendant has no criminal history."

Walker was fired from her conract delivery job in June after allegations surfaced that she had been trashing
mail. She was not a full-time postal carrier. The Aspen post office had hired Walker to deliver mail to Aspen
Village, a neighborhood of some 150 residences in the Old Snowmass area.

Authorities learned about Walker after Aspen Village resident Ned Carter discovered 150 pieces of dumped
mail. Further investigation by U.S. postal inspectors determined that from Dec. 29, 2005, to June 22, 2006,
Walker had tossed 1,436 items of mail, including 91 first-class mailings, according to court documents.

Walker admitted she had thrown away mail but said she did not intend to toss first-class pieces, according to
court papers.

"[Walker] stated that many of the mail boxes in the Aspen Village area had become full of mail because the
addresses had not been regularly retrieving their mail from their mail boxes," the plea agreement said. "The
defendant admitted that she threw away standard and bulk mail but indicated that she did not intentionally throw
away items of first class mail.

“She acknowledged that the mail that had been thrown away by her should have been returned to the post office.
‘When shown the items of first class mail that had been discovered in the trash can, she stated that she had not
thrown the first class away knowingly. The defendant stated that the first class letters ‘just got mixed in,' that she
did not do it in purpose.” '

‘Walker, court papers say, also threw away some college books intended for delivery.

Walker could not be reached for comment last week.,

Rick Carroll can be reached atrcarroll@aspentimes.com,

sacx *

bttp://www.aspentimes.com/apps/pbes.dil/article? AID=/20070305/NEWS/103050051 &tem...  4/9/2007
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You've Got Mail Advertss hre

But it isn't always the U.S. Postal Service delivering it.
BY CHRISTIAN GASTON

Mail delivery finally came Monday 1o a west-side housing development after a two-month
search for a private contractor by the U.S. Postal Service that even included posting a query
on Craigslist. The Postal Service's hunt to outsource delivery for about 180 addresses north
of Beaverton is part of what critics believe is a worrisome trend toward privatization. They
question the security of a federal agency seeking the lowest bidder o handle the
responsibility of delivering sensitive ltems such as prescription drugs, utility bills and
replacement debit cards. "it's important to preserve the U.S. Postal Service as the nation's
universal mail provider and not be tempted by risky privatization plans,” says U.S, Sen. Ron
Wyden (D-Ore.). Branch 82 of the National Association of Letter Carriers is planning an
informational picket at 5 pm Thursday, March 15 at the Beaverton post office (4550 SW Betts
Ave.} to protest the decision to outsource delivery in the Arbor Parc development north of
Sunset Highway. Union officials are also planning to file a formal grievance against the
PMAGE traimas cobl decision by Beaverton Postmaster John Lee to contract for mail delivery in the development.
And Branch 82 president L.C. Hansen predicts the privatization of delivery will move from
suburban developments, like Arbor Parc in the Bethany area, to infill housing in Porfland. The
Postal Service views outsourcing as a good way to save money, as presidential appointees
to the Postal Service's board of governors have pushed hard for more cost-cutting. In a Jan. 28 letter to the union, Lee wrote
that he expected to save $33,878 a year by outsourcing mail service to Arbor Parc. "As we're establishing more delivery in
these really high-growth areas all over the country, they're looking at establishing contract defivery,” says Kerry Jeffrey, a
spokesman for the Postal Service's Porfland district, which includes Beaverton, "There may be some other parts of the
country where they're being very aggressive,” Jeffrey says. "But...we're just looking at new deliveries as they come online.”
Paul Price, national business agent for the letter carriers union, says there have been securify breaches with outsourcing,
including an instance in Florida where a felon was awarded a delivery contract using his 12-year-oid son's name. Jeffrey
refused to identify the contractor for Arbor Parc but could not point to any rule that precludes disclosing that information, The
Craigslist posting said applicants had to be 21, have an acceptable driving record and be financially responsible. Jeffrey
says contractors also go through a criminal background check. About 900 of the 200,000 addresses in Washington County
receive delivery service from private contractors. Similar numbers weren't immediately available for Multnomah County.
Arbor Parc resident Mike Montague doesn't like the idea of "any old person” delivering mail to his $300,000 townhouse. "You
can trust the [Postal Sarvice] guys to not rustle through your stuff,” says Montague, who before Monday had to make a 10-
minute drive to the post office at least twice a week to pick up his mail. "it's kind of a sacred service.” Drew Von Bergen,
pok 1 for the letter carriers union, says contractors have been used nationwide since the 1970s to deliver mail to
remote locations. But Von Bergen says it was employed only rarely, when a traditional mail route didn't make sense because
it was "on top of a mountain or something.” As Metro designales another 800 acres of rural land within the urban growth
boundary to be developed into homes, opponents of outsourcing delivery fear those new suburbs will get contract delivery
that was once reserved for the most rural parts of America. “If they choose to do it for Arbor Parc, there's another Arbor
development coming along," says Mary Manseau, chairman of a Washington County planning committee that serves
Bethany. "And then there’s the other 800 acres afier that.”

Originally Published on

Find this story at www.wweek.com/editorial/3318/8673 | Close Window

http://www,wweek.com/popup/print.php?index=8673 4/10/2007
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Goi ng postal Advertise here
Look what's in an already-controversial mail delivery contract. '
BY CHRISTIAN GASTON

Beaverton Postmaster John Lee told the letter carrier's union in January that he was hiring
a contractor for delivery in a Beaverton-area suburb because he thought it could save
$33,878 a year ("You've Got Mail,” WW, March 14, 2007). But that's hard to believe given
that records show the contractor, Christopher Onuliak, is getting $12,279 for a four-manth
"emergency contract.” That means Onuliak is netting $118 for each day of delivery to 20
mailboxes in the Arbor Parc suburb. “That doesn't sound cheaper than having a city carier
deliver those, which would take them about 15 minutes," says Linda Smith, secretary
treasurer for Branch 82 of the National Association of Letter Carriers, "There's a letter carrier
that drives right by there that should be making those deliveries.” Kerry Jeffrey, Poritand
spokesman for the U.S. Postal Service, isn't sure of the current numbers of Arbor Parc
deliveries but expects that number will expand and that the postat service will save money.
He would not provide specifics of those savings. *It's kind of tough to do an apple-and-orange
with a contract route and regular street delivery,” Jeffrey says. "It might be a good deal {for
the contractor] right at the beginning.” The deal is also a family affair. Onuliak is the son of
Mike Onuliak, a manager at the Beaverton post office. That's allowed as long as Christopher
Onuliak is over 21 and not living at home, according to USPS internal purchasing guidelines.
incroasod use of cantractors Records show Onuliak is 22 and with a different address than Michael Onuliak. "It really
to deffvar the mail. shocks me that a relative of that supervisor has that contract,” says Paul Price, nationat
’\'}“’, f‘jf;l ‘A’:‘C’ﬁ:‘;m O er business agent for the letter carriers union. Jeffrey says there’s no conflict with the post
catrars ’ office’s nepotism rules. Contract negotiations were done in the USPS's Seatlle office and
Christopher Onuliak is a contractor who answers to different managers, not working directly
beneath his father. "We all have relatives that work in different facets of the post office,”
Jeffrey says. *“There's an old joke about providing full-family employment.” Union officials are
steamed over the contracted delivery in Arbor Parc because they see it as the first focal occurrence of a nationwide push by
the USPS to broaden outsourced mail delivery beyond its traditional use in remote locations. The union-management fight
has escalated since the recent decision to outsource 10 routes in Reno, Nev., previously delivered by full-time carriers.
Those routes were outsourced after management failed to receive bids from full-time employees. "What normally happens
when a route does not get bid is they promote a part-time employee and make them a full-time employee," Smith says, "so
for them to take routes that do not get bid and to contract them out is a major development.” Smith says the union's Postal
Operation Manual previously aflowed outsourcing delivery only in "sparsely populated” areas. But the union says USPS took
out that language, a decision that became apparent when more routes began being contracted out in late 2006. USPS's
Jeffrey says the post office is trying to maintain its current service level by saving money when there are 1.2 million new
delivery points each year. Jeffrey says the post office expects the contract in Arbor Parc to eventually include 370
addresses, and that postal cfficials are looking at new developments in Orenco as possible sites for more contract routes. “It
depends on how much development goes on and the economy,” Jeffrey says. "Ultimately it could be a few thousand
deliveries.”

Originally Published on

Find this story at www.wweek.com/editorial/3320/8738 | Close Window

http:/fwww.wweek.com/popup/print.php?index=8738 4/10/2007
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Mr. Davis oF ILLINOIS. Thank you very much, Mr. Pitts.
We now will proceed to Mr. Hegarty.

STATEMENT OF JOHN HEGARTY

Mr. HEGARTY. Good afternoon, and thank you, Chairman Davis
and members of the subcommittee, for inviting us to testify.

The National Postal Mail Handlers Union represents almost
57,000 mail handler employees employed by the Postal Service. I
have submitted written testimony and would ask that it be in-
cluded in the official record.

There is one crucial and overriding point that I want to empha-
size at this hearing. From all indications there is a subcontracting
virus pervading Postal Service headquarters, and not just in deliv-
ery services. I will apologize in advance if some of my comments
are similar to my colleagues’, but I think those points need to be
re-emphasized. This is extremely unfortunate, not only for mail
handlers and other career postal employees, but also for postal cus-
tomers and the American public.

From my perspective, contracting our work out to private em-
ployees who receive low pay and even lower or no benefits is effec-
tively destroying any sense of harmonious collective bargaining and
productive labor relations. The parties have freely negotiated
wages and benefits for career mail handlers for more than 30
years. To subcontract out work solely to undermine the results of
collective bargaining without any justification other than saving
money is directly contrary to the purpose of those negotiations and
to the policies set forth in various Federal statutes.

But subcontracting is even more dangerous and more unjustified
when it is viewed from the perspective of the American public. We
believe that privatizing the processing or delivery of mail jeopard-
izes the very core of the postal system that is the cornerstone of
the American communication system. First, using subcontractors to
process and deliver the mail jeopardizes the sanctity and security
of the mail, raising important concerns about who is handling the
mail and precisely what might find its way into the postal system.
Especially after the terrorist attacks of September 11, 2001, and
the anthrax attacks of October 2001, postal handlers and other ca-
reer postal employees are better able to deal with the Homeland
Security issues surrounding terrorism and other issues than pri-
vately contracted employees.

Mail handlers are hired after written exams, entry and back-
ground testing, and often with extensive experience in the military
under veteran preference laws. Mail handlers are hired for a career
job, and therefore have a greater stake in performing their job well
and in the success of their employer.

Private employees certainly are not trained to protect the mail
or the American public from the dangers of biohazards or mailed
explosives, just to name two of many security concerns.

If maximizing our Homeland security is an important goal, then
career mail handlers who are properly trained and experienced are
better able to handle the potentially dangerous situations that may
arise in and around the Nation’s postal system.

Using private employees to process and deliver the mail also
raises a host of other concerns that should give pause to any sub-
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contracting plans by the Postal Service. To pose just a few items
of concern that deserve the attention of this subcommittee, sub-
contracting will increase the dangers associated with identity theft.
Subcontracting will defeat the very purpose of veteran preference
laws and eliminate all of the benefits that are meant to accrue both
to employees and to the Postal Service when the agency is encour-
aged, if not required, to hire our Nation’s veterans. This is espe-
cially important today with our service men and women returning
from Iraq, Afghanistan, and other duty stations.

Just to preempt a question that I believe comments that Rep-
resentative Cummings discussed earlier, how do we get more young
people hired into Government jobs? The first way that you do that
is to have the jobs for them to go into in the first place.

There are more valid concerns, but there is no reason to belabor
the point. The Postal Service’s continuous attempt to subcontract
our work to private contractors follows a disturbing pattern of pri-
vatization for privatization’s sake and is not based on any enhance-
ment of the product or services being provided.

The dangers of subcontracting have been confirmed by some re-
cent examples. Approximately 9 years ago the Postal Service de-
cided to contract with Emery Worldwide Airlines to process priority
mail in a network of ten mail processing sites along the eastern
seaboard. Today the work at those facilities has been returned to
mail handlers, but not before the Postal Service suffered losses in
the hundreds of millions of dollars.

At a meeting of the Postal Board of Governors, one Governor said
publicly that the Emery subcontract was one of the worst decisions
they had ever made as a Board.

A similar story can be told about the out-sourcing of the mail
transport and equipment centers [MTECS]. Several years ago
about 400 mail handlers were displaced from these facilities in
favor of private sector employees working for contractors who
passed their costs along to the Postal Service. The Office of the In-
spector General audited these contracts and concluded that the
Postal Service had wasted tens of millions of dollars in the ineffi-
cient use of these contractors, and that the same work, if kept in-
side the Postal Service, would have been performed more cheaply.

More recently, just 6 months ago in November 2006, manage-
ment decided to subcontract the processing of military mail that
was being performed by mail handlers employed at the New Jersey
International and Bulk Mail Center. This is military parcels and
other mail headed to Iraq and Afghanistan, as well as mail coming
back to the States from our service members. Without exaggera-
tion, this is one of the most outrageous subcontracting decisions
that the Postal Service has ever made.

In May 2005, the joint military postal activity for the Atlantic
area representing the U.S. Army, Navy, Air Force, Marines, and
Coast Guard, issued a formal letter of appreciation to the career
postal employees handling this military mail, stating that their
professional work ethic and personal contributions from 2000 to
2005 significantly contributed to the morale and welfare of all of
our service members. They stated, “Your dedication and honorable
service is appreciated,” and the letter said, “May God bless you and
keep you safe.”
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One year later, in July 2006, representatives of the military at-
tended a meeting onsite at the New Jersey postal facility and again
took the opportunity to thank the mail handlers for their continued
dedication, hard work, and support for the military. But only a few
weeks later, in early authority, 2006, postal management informed
the union that this operation would be contracted out and the work
subsequently was transferred to private employees in November of
last year.

If there is a rationale for this subcontracting, it has not been ex-
plained to the Mail Handlers Union. Rather, the career mail han-
dlers whose dedicated service had ensured that this mail was being
efficiently and timely handled on its way to our troops were
slapped 1n the face by local postal managers who decided that sav-
ing a few dollars should override the views of the U.S. military and
the needs of Homeland security.

Another recent example concerns the Postal Service’s ongoing
consideration of subcontracting for the tender and receipt of mail
at many air mail centers and facilities. Once again, the Postal
Service seems incapable of recognizing that career mail handlers
are part of a permanent and trained work force, one that is par-
ticularly well suited to the additional security concerns that are
presented in and near the Nation’s airports.

The members of this subcommittee will remember that shortly
after September 11th Congress insisted that security workers at
the airports should remain Federal employees. We believe that a
similar requirement should be imposed on postal employees who
may be sorting and loading mail for transportation onto commercial
airlines. In this day and age does the American public really want
a series of low-bid workers handling packages and mail that is
being loaded onto airplanes? Does Congress really want to allow
the Postal Service to contract out this work simply to save a few
dollars? To the Mail Handlers Union the answer should be a re-
sounding no.

Again, thank you for this opportunity to testify, Mr. Chairman.
If you have any questions, I would be glad to take them.

[The prepared statement of Mr. Hegarty follows:]
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Good morning, and thank you Chairman Davis and members of
the Subcommittee for inviting me to testify. My name is John Hegarty,
and I am National President of the National Postal Mail Handlers Union
(NPMHU), which serves as the exclusive bargaining representative for

approximately 57,000 mail handlers employed by the U.S. Postal Service.

The NPMHU appreciates this opportunity to present its views to
your Subcommittee. It has been a long time since we have had any
meaningful Congressional oversight of the Postal Service, if only because
postal reform legislation became the singular focus for postal-related
hearings during the paSt few years. On that topic, let me note that the
NPMHU also is very appreciative of the efforts made by you and by
Representative McHugh, as well as many other members of this
Subcommittee, to ensure that all postal stakeholders, including the

NPMHU, were fully involved in that process.

As you know, mail handlers are an essential part of the mail
processing and distribution network utilized by the Postal Service to
move more than 200 billion pieces of mail each year. We work in all of
the nation’s large postal plants, where mail handlers are responsible for
loading and unloading trucks, transporting mail within the facility (both

manually and with powered industrial equipment), preparing the mail for
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distribution and delivery, operating a host of machinery and automated
equipment, and sorting and containerizing mail for subsequent delivery.
Our members generally are the first and the last employees to handle the

mail as it comes to, goes through, and leaves most large postal plants.

The majority of mail handlers are employed in large postal
installations, including several hundred Processing & Distribution
Centers, Bulk Mail Centers, Air Mail Centers, and Priority Mail
Processing Centers. The largest of these installations, most often
measured as those which utilize 200 or more bargaining unit employees,
currently employ more than 90% of the mail handlers represented by the
NPMHU, and close to 80% of mail handlers work in installations that

have 500 or more postal employees.

Although mail handlers are located throughout the United States,
we are not spread evenly across all geographic areas. For example, more
than 40% of all mail handlers are employed in seven of the largest
Consolidated Metropolitan Statistical Areas that are tracked by the
Census Bureau - including New York, Chicago, Washington-Baltimore,
Los Angeles, San Francisco, Philadelphia, and Boston. Thousands of
other mail handlers are working in or near other large cities, including
Buffalo, Cincinnati, Cleveland, Dallas, Denver, Detroit, Hartford,

Houston, Indianapolis, Milwaukee, Pittsburgh, Providence, Richmond,
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St. Louis, Minneapolis-St. Paul, Phoenix, Seattle, and Springfield,
Massachusetts, where I started my postal career. The vast majority of
mail handlers, therefore, work in the nation’s twenty-five largest
metropolitan areas, where the cost of living is generally higher than

average.

Virtually all newly-hired mail handlers are employed in part-time
flexible positions, with no fixed schedule and no guaranteed work beyond
two or four hours (depending on the size of the facility) per two-week pay
period. For this position, the current starting pay is $13.92 per hour.
Even assuming that such a recently-hired mail handler is assigned work
for 40 hours per week, at that hourly rate a new mail handler would earn
base annual wages equal to $28,954 per year. Assuming that the mail
handler continues to work for the Postal Service, after several years of
part-time employment (alth'ough sometimes sooner), the employee
generally would be converted to a full-time regular position with fixed
days and hours. This fixed schedule usually includes work at night
between the hours of 6:00 pm and 6:00 am (over half of all mail handler
hours fall within this time frame) and often includes work on weekends.
We process mail seven days a week. After thirteen or fourteen years of
working for the Postal Service, the wage scale currently in effect provides
for a mail handler hourly wage of between $22.53 and $23 per hour.

This base wage remains the same, subject to future negotiated increases,
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for the remainder of the mail handler’s career, such that a mail handler
who has dedicated 30 years or more of his or her life to the Postal Service

currently earns that same base wage ~ approximately $47,000 per year.

There is one crucial and overriding point that [ want to emphasize
at this hearing, which is focusing on the Postal Service’s operations and
business practices. From all indications, there is a contracting-out virus
that seems to be infecting Postal Service Headquarters. At a time when
you would expect the top echelons of postal management to be focused in
laser-like fashion on ways to improve service and volume, and to ensure
proper implementation of the recently enacted postal reform legislation,
management officials are spending an inordinate amount of money and

time on schemes to privatize our work.

This is extremely unfortunate, not only for mail handlers and other
career postal employees, but also for postal customers and the American

public.

From the perspective of the NPMHU and the 57,000 employees we
represent, contracting our work out to private employees who receive low
pay and even lower benefits is effectively throwing a hand grenade into
any sense of harmonious or productive labor relations. The parties have

freely negotiated wages and benefits for career mail handlers for more
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than thirty years. To subcontract out work solely to undermine the
results of more than three decades of good-faith collective bargaining,
without any justification other than saving money through a reduction in
wage rates and benefits, is directly contrary to the purpose of those
negotiations, and to the policies underlying both the Postal
Reorganization Act of 1970 and the Postal Enhancement and
Accountability Act of 2006. The NPMHU cannot think of a more
unjustified attack on the postal workforce than a unilateral act by the
Postal Service which effectively says that prior negotiations, conducted
by the parties in good faith, have resulted in wage rates and benefits that
are too costly, and therefore the Postal Service will be seeking non-career

employees to perform the same work for lower wages and lower benefits.

But subcontracting is even more dangerous, and more unjustified,
when it is viewed from the perspective of the American public. Simply
put, for a wide variety of reasons, we believe that privatizing the
processing or delivery of mail jeopardizes the very core of the U.S. postal
system that was wisely included in the U.S. Constitution as a

cornerstone of the American communications system.

First, using subcontractors to process and deliver the mail
jeopardizes the sanctity and security of the mail, raising important

concerns about who is handling the mail and precisely what might find
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its way into the postal system. In the dangerous environment that all
Americans must confront in the 21st century, especially after the terrorist
attacks of September 11, 2001 and the anthrax attacks of October 2001,
it is only reasonable to expect that postal mail handlers and other career
postal employees are better able to deal with homeland security issues
than privately-contracted employees. Mail handlers are subject to much
greater scrutiny and supervision, both prior to hiring and while
performing their work, than contracted employees who are not hired
using the same rigorous standards or procedures followed by the Postal
Service. Mail handlers are hired after written exams, entry and
background testing, and often with extensive experience in the military
under veteran preference laws. Mail handlers are hired for a career job,
expected to last for many decades, and therefore have a greater stake in
performing their job well and in the success of their employer and its
mission than do temporary employees. Indeed, privately contracted
employees who are hired into a temporary job, with absolutely no job
security and much lower pay and benefits, certainly are not trained to
protect the mail or the American public from the dangers of biohazards
or mailed explosives, to name just two of many security concerns. To
maximize our homeland security, the NPMHU is certain that career mail
handlers who are properly trained and experienced are better able to
handle the potentially dangerous situations that may arise in and

around the nation’s postal system.
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Using private employees to process and deliver the mail also raises
a host of other concerns that should give pause to any subcontracting
plans by the Postal Service. To pose just a few questions that deserve
the attention of this Subcommittee: Is it not obvious that using
temporary, low-paid, untrained workers to process and deliver mail will
increase the dangers associated with identity theft? Is it not obvious that
allowing the Postal Service to subcontract mail processing and delivery to
private contractors will defeat the very purpose of the veteran preference
laws, and eliminate all of the benefits that are meant to accrue both to
veterans and to the Postal Service when an agency is encouraged, if not
required, to hire our nation’s veterans? This is especially important
today, and in the future, with our Service women and men returning
from Iraq, Afghanistan, and other duty stations. Is it not obvious that
the contracting out of career postal jobs will waste the valuable
infrastructure on which the Postal Service has spent so much time and
money, such as the development of skilled training instructors and

facilities or the creation and implementation of job safety programs?

Even more questions could be asked, but there is no reason to
belabor the point. The Postal Service’s continuous attempt to
subcontract our work to private contractors follows a disturbing pattern

of privatization for privatization’s sake, and is not based on any
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enhancement of the product or service being provided. As Americans
have seen with the rebuilding of New Orleans after Katrina, or the
operations at Walter Reed Army Medical Center, or in many other recent
attempts by the federal government to expand privatization, this is a
formula for disaster, opening the door to unscrupulous or incompetent

work in the name of “saving money.”

Let me for a few moments look at some recent examples of
subcontracting by the Postal Service that have directly and adversely
affected the mail handler craft. Many of these subcontracts have been

colossal failures.

Approximately nine years ago, for just one notable example, the
Postal Service decided to contract with Emery Worldwide Airlines to
process Priority Mail at a network of ten mail facilities along the Eastern
seaboard. Today, the work at those facilities has been returned to mail
handlers and other career employees, but not before the Postal Service
suffered losses in the hundreds of millions of dollars. At a meeting of the
USPS Board of Governors, one Governor said publicly that the Emery

subcontract was one of the worst decisions that the BOG ever made.

A similar story can be told about outsourcing of the Mail

Transportation and Equipment Centers, or MTECs. Several years ago,
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about 400 mail handlers were displaced from these facilities, in favor of
private-sector employees working for contractors who passed their costs
on to the Postal Service. The Office of Inspector General has audited
these contracts, and has concluded, once again, that the Postal Service
has wasted tens of millions of dollars in the inefficient use of these
contractors, and that the same work, if kept inside the Postal Service,

would have been performed more cheaply.

More recently, in November 2006, the Postal Service decided to
subcontract the processing of military mail for Iraq and Afghanistan that
was being performed by mail handlers employed at the New Jersey
International and Bulk Mail Center, in what is known as the 093
Contingency Operation. This is military parcel mail headed, as I noted,
to Iraq and Afghanistan, as well as mail coming back to the States from

our Service members.

Without exaggeration, this is one of the most outrageous
subcontracting decisions that the Postal Service ever has made. In May
2005, the Joint Military Postal Activity for the Atlantic area —
representing the United States Army, Navy, Air Force, Marines and Coast
Guard - issued a formal Letter of Appreciation to the career postal
employees handling this military mail, stating that their “professional

work ethic and personal contributions [from 2002 through 2005]
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significantly contributed to the Morale and Welfare of all our Service
Members.” To quote the Letter of Appreciation to these mail handlers,
“your dedicated and honorable service” is appreciated, and “May God

bless you and keep you safe.”

One year later, in July 2006, representatives of the military
attended a meeting on-site at the New Jersey postal facility, and again
took the opportunity to thank the mail handlers for their continued

dedication, hard work, and support for the military.

But only a few weeks later, in early August 2006, postal
management informed our Local Union that the processing of military
parcels in this operation would be contracted out, and the work
subsequently was transferred to private employees in November of last

year.

If there is a rationale for this subcontracting, it has not been
explained to the NPMHU. Rather, the career mail handlers who
dedicated years of their worklives to ensure that parcels were being
efficiently and timely handled on their way to our troops in the Persian
Gulf and in Southwest Asia were slapped in the face, by local postal

managers who decided that saving a few dollars per hour should override
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any other factors, including the views of the U.S. military and the needs

of homeland security.

Another recent and ongoing example concerns the Postal Service’s
ongoing consideration of subcontracting for the tender and receipt of
mail at many Air Mail centers and facilities. We are in the process of
challenging this decision, which we have been told still has not been
finalized, although many airport sites are at risk, including Baltimore
(BWI), Charlotte, City of Industry (Ontario, CA}, Denver, Detroit,
Hartford, Humble/Houston, Indianapolis, Las Vegas, Los Angeles (LAX),

Milwaukee, San Antonio, Seattle and St. Paul.

Once again, the Postal Service seems incapable of recognizing that
career mail handlers are part of a permanent and trained work force,
which is particularly well-suited to the additional security concerns that
are presented in and near the nation’s airports. Remember, shortly after
September 11th, Congress insisted that security workers at the airports
should remain federal employees, and we believe that a similar
requirement should be imposed on postal employees who may be sorting
and loading mail for transportation onto commercial airlines. In this day
and age, does the American public really want a series of lowest bid
workers handling packages and mail that is being loaded onto airplanes?

Does Congress really want to allow the Postal Service to contract out this
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work, simply to save a few dollars in wages and benefits? To the

NPMHU, the answer should be a resounding no.

Allow me to address briefly one other issue. During last year’s
debate about postal reform, the NPMHU did not support the unfair
inclusion of changes to the three-day waiting period for injured
employees that found its way into the final legislation. Postal employees
who are injured at work, usually through no fault of their own, should

not be victimized twice by their employer.

We suggested last year that Congress should not single out postal
employees for an adverse amendment to the federal workers’
compensation system, and that Congress should at least study the issue
through hearings and the development of evidence before making such a
change. Congress nonetheless chose to lower workers’ compensation
benefits, and the NPMHU urges this Subcommittee to consider a return

to the previous system.

Again, thank you for this opportunity to testify. If you have any

questions, I will be glad to answer them.
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Mr. Davis oF ILLINOIS. Thank you very much, Mr. Hegarty. I
want to thank all of you for your testimony.

I am also pleased to note that we have been joined by our rank-
ing member, whose plane had been delayed as a result of the se-
vere weather that we have been having in some parts of the coun-
try. Before we go into the question period, I would like to ask
Ranking Member Marchant if he has any comments that he would
like to make.

Mr. MARCHANT. Thank you, Mr. Chairman.

I again apologize to the whole group of you. It has been a crazy
couple of days on the northeast. They say that if anything happens
in Dallas, anything that happens in Boston happens in Dallas
about 5 minutes afterwards. My deepest apologies. I am very inter-
ested in this subject and share with the chairman in appreciation
for all of your participation today.

I have some questions, but I will save them for later. Thank you,
Mr. Chairman.

Mr. Davis oF ILLINOIS. Thank you very much.

We will begin with the questions.

Mr. Burrus, the Postal Service has set a goal of reducing work
hours by 40 million this year. In an effort to improve efficiency and
productivity, all of these things are really important and speak well
from an efficiency, effectiveness, and cost containment point of
view.

Do you think that this can be accomplished without causing real
problems in some areas of service and delivery?

Mr. BURRUS. It is possible. With the introduction of technology,
particularly in the mail processing network, the preparation of mail
for delivery, that it does not require time in the office for prepara-
tion. There are a number of methods that the postal workers can
undertake that they can achieve reductions of personnel. There is
always friction, though. And where there is friction, we apply the
provisions of our collective bargaining agreement. We don’t come to
Congress to seek your assistance. We apply the collective bargain-
ing agreement. We have the option of going to arbitration over its
provisions if we are not successful in negotiations, but there is al-
ways tension between the employer and the Union. The employer’s
responsibility is to achieve the maximum effectiveness at the re-
duced cost, and our obligation is the absolute reverse, so there is
tension there, and the collective bargaining process is where we
meet and resolve those differences, not always to our satisfaction.
I don’t suggest to you that we are always satisfied with the out-
come. We have been wrestling over article 32 subcontracting issues
not just recently, not just in the last year. For 35 years we have
challenged the Postal Service.

I associate myself totally with all the remarks of my colleagues
about the negatives of subcontracting, the impact on service. But
we make those arguments in a different forum. We make those ar-
guments in a forum where the Postal Service has the opportunity
to respond, and if we are dissatisfied with that response we go to
arbitration.

But yes, there is always tension between your employer and the
union in terms of efficiencies, productivity improvements, reduction
of personnel. We fight those as best we can using the tools avail-
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able to us at the time, but we don’t come to Congress and seek your
assistance when we fail.

Mr. Davis oF ILLINOIS. Thank you very much.

Mr. Young, we heard Chairman Miller, we heard the Postmaster
General vigorously and passionately defend this new notion of con-
tracting out in a sense. We have also heard about the difficulty of
maintaining service. We look at decline in first class mail as we
look at the competitiveness of the mail industry in terms of other
entities that deliver mail. So they pretty much indicated that there
is a need to do this as a cost saving function. Are there other ways
perhaps that the cost savings could occur without going to this new
service contracting out that management is talking about?

Mr. YOUNG. The answer is yes, Mr. Davis. Look, I don’t want to
get into collective bargaining here, but, just as a for instance, I of-
fered them a proposal that would save them $20 billion, $20 billion
over the next 30 years. They rejected that proposal because they
would rather have the current language in article 32 which allows
them to contract out than the $20 billion in real savings in their
pocket. So I get a little aggravated when they come up here. I lis-
tened to Jack Potter and I listened to Chairman Miller, and they
suggest to you that nothing is new, they have done this forever.

Article 32, as Mr. Burrus said, has been in our contract I think
from the very beginning. There was a need for it to be in the con-
tract. Nobody quarreled with that. Our Union never grieved it,
never appealed it, never tried to get rid of it because in rural
America, the way they used it initially with highway contract
routes, it made good sense. But now they are going too far, in our
view.

Why I don’t think this is collective bargaining, Congressman, I
think this is public policy. The Members of Congress are going to
decide for all of us that work there, all these people out here that
use the mail, everybody else in America, you are going to decide
what kind of a Postal Service do you want, what kind of services
do you want to provide to the American public.

The risk they run with this contracting out itch of theirs is if
they lose the confidence of the American public to deliver the mail
they are gone.

Now, let me just give you one example. I heard what the Post-
master said, but he is not being truthful. In Orange, CA, right in
the middle of one of the city letter carrier routes of people that I
represent, they built a shopping center. The Postal Service decided,
rather than letting the regular letter carrier absorb that shopping
center in his route, that they would contract it out to a private de-
livery. For 6 weeks it appears as though the private contractor was
performing its functions I guess correctly, because no complaints
were in. Then 1 day he was told that he had to take a mailing, a
full coverage circular mailing, out on his route. He got nasty with
the boss on the workroom floor. I can’t repeat in Congress what he
said. If a letter carrier said it, believe me, they would have gotten
a disciplinary notice, or a clerk said it, or a mail handler said it,
or a rural carrier, they would have been immediately issued a dis-
ciplinary notice. But this guy got nothing because the boss said
look, he’s a private contractor, what do you want.
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He started taking the mail home and not delivering it. Calls
started going into the Postmaster in Orange, CA. What do you sup-
pose he told the people that called? Nothing I can do about it. It
is a private contractor.

What I am saying to Congress is this: when the American public
loses faith in the ability of the men and women that currently are
moving that mail from the factories to their homes, we will be out
of business, Congressman. I think they risk that with this path
that they now go on, which requires every—and I don’t know why
they won’t tell you that. I gave you their training programs. They
say it. Every new delivery must be considered for private contrac-
tor, not 2 percent, not 6 percent, not 1 percent, every single new
delivery is being given consideration for private contracting.

I will tell the Congress so there is no mystery. Is it cheaper to
use private contractor? The answer is yes. It is very much cheaper.
Why? They don’t get health benefits, they don’t get retirement,
they don’t get annual leave, they don’t get sick leave. There is
about a 40 percent roll-up in the payroll for benefits in most mod-
ern companies in America. They are achieving the 40 percent sav-
ings by hiring private contractors.

Mr. Davis oF ILLINOIS. Thank you very much.

We will now go to Mr. Marchant.

Mr. MARCHANT. I think I would like to ask a couple of questions
about the security issues that arise out of the contracting out and
open that question to the panel.

Mr. YOUNG. If T could just put 2 cents in, when somebody put
anthrax in the mail a number of years ago it was very difficult, and
some of the Members of Congress have already recognized how
bravely the postal employees reacted and behaved during that proc-
ess. We still to this day, at least as far as Bill Young knows, we
still don’t know who did that. We still haven’t gotten the person
that put that deadly virus in the mail. We haven’t brought them
to justice.

Think how difficult that would be trying to contain that if—let’s
fast forward 10 years. Let’s say Congress makes the decision we
are not going to do anything to disrupt this current contracting out
craze that is going on. Now it is 15 years from now we have 30,000
individual contractors out there, plus the network of whatever is
left of us, the four of us that are sitting here, and we have to try
a}rlld contain this virus somehow with all of these tentacles out
there.

The members of my Union, Congressman, they volunteered to de-
liver vaccinations if, God forbid, we get a biological attack. We and
the rural carriers signed an agreement with Homeland Security
when Tom Ridge was the Director to do that. Does anybody in this
room think private contractors are going to go to that extent? It
isn’t going to happen.

Mr. HEGARTY. The security issues are quite a few, from our per-
spective, especially with the two examples that I cited, the airport
mail facilities and also the military mail.

If you are paying a private contractor who knows what, I agree
with Bill it certainly saves money if they can hire people as cheaply
as possible, but what type of commitment do they have to the job.
And don’t you think it would be pretty easy for a terrorist group
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who wanted to harm our military members to infiltrate a low-paid
private contractor and have some people working at that New Jer-
sey bulk mail center and put some terrorist bombs or whatever
they may decide to use in the military mail to be shipped over to
Iraq and Afghanistan? It is just unconscionable to me that, for the
sake of saving money, you would do something like that.

The delivery of mail, how do you know what these private con-
tractors are doing once they walk out the door of the Post Office?
Are they opening mail? Are they taking credit card applications
and filling them out in someone else’s name? That is the identity
theft aspect of it.

The airport mail facilities, why would you possibly, with Home-
land security—and let me just say this: we are not asking you to
interfere with collective bargaining and we are not asking you to
get involved in collective bargaining. At least I am not, from the
mail handlers perspective. But it is a different Postal Service after
2001, it is a different world after 2001, and we are asking you to
look at the ramifications of this subcontracting out in light of the
security concerns.

One other point that I want to make. It came up earlier about
the right to strike. The Postal Service yes, we are not allowed to
strike. Our members have to perform their duties. What do you
think would happen if a private company subcontracted, big on a
network of airport mail facilities, and all of the sudden their em-
ployees became disgruntled? A strike by a private company is not
prohibited, and they could shut down the Nation’s airmail system.
It is just ridiculous.

Mr. PITTS. I echo a lot of what a lot of my predecessors have said
here. One of the big issues that I see is the accountability of who
is carrying the mail. In our craft, the rural craft, you have a regu-
lar carrier, then you have a relief employee who backs that person
up. On a day-in, day-out basis the Postal Service knows who is tak-
ing care of the mail. Whereas contractors get the contract, they
subcontract to any and everyone to carry the mail. So I think there
is a big risk out there with people handling valuable documents,
as I said in my testimony, that there is no way you can pinpoint
who was delivering the mail there on a given day, so it is a security
issue and the sanctity of the mails. It is a big-time problem, and
it could really get out of hand.

Mr. BURRUS. Security is a major issue with subcontracting, but
I don’t want this committee to misunderstand its scope. It is not
just what’s here today. All of the mail, most of the transportation
of mail is done by contractors. All the airline transportation is by
subcontractors, not by postal employees. So the mail is interacting
with private citizens who are not responsible to the U.S. Postal
Service every day. So I think it raises serious security issues. I
agree that they are imbedded in the fact that the Postal Service
does not control the individuals, and they have no allegiance to the
system, itself. But it doesn’t just begin and end with delivery.
There is subcontracting in transportation, the processing, with the
equipment, MTEC systems.

We have for years fought this issue in collective bargaining, in
other forums where we could join with the Postal Service and ad-
dress them jointly, and we have had some wins. Priority mail, they
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contracted the entire system out to the private sector. We con-
vinced the Postal Service to bring it back in. Now postal employees
perform that function.

We looked at encoding systems, 25,000 jobs. We didn’t come to
Congress to ask your intervention on remote encoding. We went to
an arbitrator, convinced the arbitrator that it was not consistent
with our agreement, they brought the jobs back in.

There have been a number of hours reaching agreement with the
U.S. Postal Service in 1996, 1998, somewhere in that general time-
frame, to ban all contracts for a period of 2 years. We reached that
agreement at the bargaining table. There would be no new contrac-
tual initiatives. That time has now elapsed and they are now con-
tracting even more.

But my message is this has been done at the bargaining table.
What I am afraid of, if you get the appetite to decide issues entirely
in the Postal Service, issues that are mandatory subjects of bar-
gaining, where does it end. Does another constituency come to you
next year on an issue that I am opposed to an you entertain it be-
cause you have broken the egg, you started to get involved in the
process, itself.

I don’t want to come before you to defend my no lay-off cause,
my cost of living adjustment, because somebody came and said ask
the Congress to intervene for whatever reasons. They will dream
up their own reasons. But I don’t want you to put yourself in a po-
sition that now you have entertained involvement in the process.
Where does it end? Does it begin and end with subcontracting?
Fine. I am onboard if it begins and ends. But if you can’t give me
that assurance, I don’t want to return here a year or 2 years from
now where I am facing other issues that I have addressed in collec-
tive bargaining and you have a different view.

Mr. Davis oF ILLINOIS. Thank you very much.

Mr. Sarbanes, I believe you are next.

Mr. SARBANES. Thank you, Mr. Chairman.

I appreciate the testimony of all four of you. Thank you. And the
issues you have raised are ones that are of deep concern to me.

The notion that contracting services out will lead to more effi-
ciency is really a philosophy that has been embraced by the admin-
istration we have in place now and many of their friends. There is
plenty of evidence that the efficiencies are not there. There is even
evidence that the cost savings are not there, although, as you de-
scribed, if you are going to hire through private contract and people
don’t have health insurance who are low-paid, who are temporary,
etc., it is impossible not to get some cost savings from it.

One of the things that drives me crazy is that the failure to prove
out the notion that private contracting produces more efficiency ac-
tually proves out or fulfills another prophecy that is at work, and
that is to demonstrate somehow that good government and good
government services or quasi-government services can exist in this
world. There is a group of folks out there that want to debunk the
notion of quality service coming from Government, governmental
functions. So even if it doesn’t work out that they can show that
contracting out works better, that is OK, because if it works worse
then they can say, see, Government doesn’t function properly, so
they get you coming and they get you going.
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The issues you have raised about security, training, other rea-
sons why it makes sense to have the work force of the Post Office,
the traditional work force of the Postal Service in place I think are
compelling.

As this Congress begins to look across the board at whether this
compulsion to contract services out makes sense, I think it is very
fair for you to push for the notion that the push back against that
ought to start with an organization like the Postal Service, because
I think it is unique. I think its relationship to the public is unique,
and I think that there is a bond there and a trust, as you say, Mr.
Young. Once that is eroded, it is very hard to get it back. So we
have to be very vigilant about it.

My question is this: can you comment on the impact it has on
the morale of the remaining work force to have these services con-
tracting out, because that is relevant, too.

Mr. YOUNG. Yes, I can. Before I do that, I would just like to
make two very brief, quick points.

Point No. 1, if I was successful in convincing this Congress to do
what I have asked you to do this morning, put a ban against con-
tracting out, I do not pick up a single job for the men and women
I represent. The jobs would go to Donnie Pitts’ organization be-
cause his craft works somewhat cheaper than ours, and when they
do the cost analysis he will end up with this work. Bill Young will
not end up with the work.

I disagree vehemently with Mr. Burrus. I am not asking you to
get involved in collective bargaining. We are talking about public
policy here now. The Postal Service is a Government function that
is in the Constitution of the United States, and we are talking
about how it is going to be conducted. In the same way as he has
the right to go to Congress and say stop these big discounts, I don’t
think they are justified, we have the right to say is this the kind
of Postal Service you want.

It has a tremendously negative effect on the men and women I
rello;resent. Let me show you how, Congressman, and thank you for
asking.

Our Union has been a cooperative Union. When Postal Service
announced that they were going to implement the sortation of de-
livery mail with machinery, we went in there and said let us be
your partner, let us do it together, let us help you together, and
we did. We negotiated a series of memos that established rules that
we could use and we tried to make that process roll out just as
easy as we could.

How do I now, knowing what I know in the Postal Service, what
Jim Miller and Jack Potter is going along with for obvious reasons,
what they want to do with the Postal Service, how do I now go to
the men and women I represent and say help the Postal Service.
They are trying to get rid of you. they want your job. They are
going to contract out your job, but help them. Help them imple-
ment this new flat sorter that they have sort of over-estimated the
savings on. And I will say it right here in this Congress, they will
never achieve $900 million worth of savings with the flat sorter,
not because we are going to stop them. They do the same thing
every time. When they go to the Board of Governors to get approval
of a large amount of funds—and it cost a lot of money to implement
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those flat sorters—they overestimate the ROI, the return on invest-
ment, and then we and the managers that sit behind me are stuck
trying to implement this policy and make it work.

Speaking of these managers behind me, there is going to be an
other panel after ours, is there not?

Mr. SARBANES. Yes.

Mr. YOUNG. Please ask them what they think about contracting
out. If this was an NALC issue, if this was just an employee issue,
why would all these organizations be supporting us? And it is my
information that each and every one of them support us and think
that this path that the Postal Service is on for contracting out will
not serve the Postal Service well in the future. But you get the in-
formation from them. I don’t speak for them.

Mr. HEGARTY. If I could answer that, as well, for the mail han-
dlers, I echo Bill’'s comments. We have several cooperative pro-
grams that we engage in with the Postal Service. One of the oldest
is the quality of work life process, where mail handlers and man-
agers get together in quality circles and work on problems, on the
workroom floor to improve service, to eliminate redundancies in op-
erations. That has been going on for 25 years.

Most recently, the voluntary protection program, which is a coop-
erative effort through our Union, the APW, OSHA, and the Postal
Headquarters, we go into facilities, we make sure it is a safe place
to work. We are saving the Postal Service millions of dollars and
saving our members the heartache and the physical pain of getting
injured on duty.

The same thing with the ergonomic risk reduction program. We
have committed headquarters employees, and I know some of the
other unions have, as well, to go out in the field and train in the
field and put good practices into place in postal facilities so that
our members are not injuring themselves in repetitive motion type
injuries through ergonomic improvements in the workplace.

You asked how does it affect morale. This is the certificate of ap-
preciation that the mail handlers received at the New Jersey Inter-
national Bulk Mail Center for processing that military mail. If I got
one of these certificates of appreciation back in 2005, I probably
would have framed it and put it up in my office or in my home and
been very proud of it. But when the Postal Service told me that
they were subcontracting that operation, I probably would have
taken it down and thrown it in the trash. That is how I think it
affects morale.

Mr. Davis oF ILLINOIS. Thank you very much, Mr. Sarbanes.

Mr. PirTs. May I add something to it?

Mr. DAvis OF ILLINOIS. Yes, go ahead, Mr. Pitts.

Mr. PiTTS. Our craft, the rural craft, is a little unique in that we
have career employees and relief employees who fill in, rural car-
rier associates, some PTFs. The rural carrier associates are not ca-
reer employees; however, they do have the opportunity at some
point to become a career employee. You talk about morale? That is
where the problem is for us in our craft, because you have employ-
ees who are working diligently, hoping some day to become a ca-
reer employee, and they see these new developments coming into
play, and then what happens? The Postal Service is trying to con-
tract out this work. It is territory that under normal circumstances
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would be added to either rural delivery or seated delivery, but it
impacts our craft in that morale to have some contractor working
right beside them making a lot less money with no benefits, getting
territory that would have been a route and a career position for
those employees.

So it does have a big impact on morale inside the Post Office, as
well as service to our patrons out there because, as a rural carrier,
when you serve a route you have an extended family. That is the
patrons that you serve out there. They know who you are, even the
relief employees. They are there. They are dedicated. They work
just about every week. But you earn a trust with those people, be-
cause they know you by name. They come to your house and visit
you when your family is sick or when you have a death in the fam-
ily. They are your extended family. So it is a big issue that we need
to keep in mind when the contracting out arrives, because it is not
for the good of the Postal Service. It is to the detriment of all of
us.
Thank you.

Mr. Davis oF ILLINOIS. Thank you very much.

We will shift to Delegate Norton.

Ms. NORTON. Thank you, Mr. Chairman.

It was most interesting to see that this contracting out theme
was, indeed, that, a theme in virtually all your testimony, when
there might have been other things you might have spoken about.
I think we have to take that seriously.

I am not sure that this committee has the answer to it, but I do
want to note for the record, Mr. Chairman, the irony that maybe
the Federal Government has discovered something about contract-
ing out. This is this morning’s business page of the Washington
Post. I couldn’t help but notice something that came up at me
about OPM suggesting retirement reforms and suggesting some-
thing we certainly don’t do in the Federal sector, whereas you
might have thought that these jobs might have presented oppor-
tunity to contract out.

The kinds of things OPM, this administration, is suggesting is
phasing in retirement rather than having the baby boomers desert
the Federal Government all at one time because they are afraid of
finding replacements. I recognize that the Postal Service is more
like a private business than it is like the Federal Government, but
understand who is the granddaddy of all users of contractors is the
Federal Government.

Instead of saying here’s an opportunity now to really go, here is
OPM saying let’s try to keep a Federal work force. And 60 percent
of the Federal workers will be eligible for retirement in the next
10 years, and it doesn’t say only the very skilled scientists, it says
Federal employees, period. It says that they want to be able to
counter job offers and to allow people to work on a limited basis
and still retain their full pension. It is just most progressive and
interesting, and it comes from an administration where you might
think that this is an opportunity to do more contracting out.

Now let me say this: contracting out is not a Republican thing.
We have seen that in Democratic and Republican administrations
go full throttle. This is a very difficult issue now.
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If it becomes a culture more than what seems to be a process al-
ready far along, at least in some parts of the postal service, then
we are seeing another granddaddy of all contracting out controver-
sies, because that is what has developed.

Now, first, Mr. Chairman, I am concerned about what I can only
call the absence of candor in the management witnesses here. Did
they not know that we would have Union? We always do. We al-
ways balance. I mean, did they think we wouldn’t find out by call-
ing it something else? I am very concerned about that, and I think
we need to call them to account because if they are not even telling
us about the contracting out that is going on we are already off on
the wrong foot on the question of accountability, which is a primary
concern of this committee when it comes to contracting out.

Now, I also would be very concerned, Mr. Chairman, if our re-
form legislation, which ultimately the Unions came to accept, was
a cover for contracting out. If there is to be contracting out, hey,
look, we are big boys and girls. We have seen the Government do
a lot of it. Our major concern with it has been accountability. But
we don’t need people to think we don’t know about it and then it
springs up.

And when I say springs up, Mr. Chairman, I happen to have be-
fore me a document that surprises me, in light of the fact that we
had very little detail from prior witnesses about contracting out of
the kinds of Postal Services that are represented by these employee
organizations. I am amazed to see that, as of the end of 2004, the
number of routes—city, rural, all routes—242,342. I would think
somebody would tell us about that. Number of deliveries,
142,319,788. Doesn’t sound like a small number to me.

Apparently, like every important large business, the Postal Serv-
ice is in the process of analyzing and expanding contracting, but it
had very little to say about that to us, even to the point of discuss-
ing potential new routes.

Why do I have to get this document not from the witnesses on
the first panel, but I will not tell you how I got it, but I got it. Why
do I have to find out only when I can’t cross examine them, Mr.
Chairman, that current delivery routes in the city, for example,
518. Now, here is their document saying expected new deliveries in
the next 10 years—now, understand the number, going from 518
to 4,940,000. That is just city. rural goes from 495 to 12,350,000,
and it goes on. Very, very concerned, this first oversight hearing,
Mr. Chairman, to find that out through a document that did not
come as part of the testimony so that we could up front, just like
I asked the question, hey, look, is this holding operation or is tech-
nology going to overtake us because no amount of raising the
amount of stamps or other costs is going to do it. I need to know
it so that we can think about it.

Now, I must say to you, gentlemen, I have a problem. The chair-
man raised some of it in the beginning. I talked about “right-
sizing” and so forth. I mean, even the IG talked about right-sizing.
And we know that there are planned retirements, and that is one
good way, I guess of right-sizing, as long as you can keep doing the
job, 113,000 or something retirements, assuming—and that is al-
ways a problem—that they will have people in the right place.
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But I understand what Mr. Burrus says about two-tier systems,
because the private sector is spawning them everywhere. The only
real answer I see even coming kind of online is what some unions
and truly large corporations are trying to do about health care. I
mean, with the manufacturing sector of the United States going
out of existence largely because of health care, people are finally
understanding that if health care is related only to employment
and those who happen to have good unions get good health care,
to then be passed on as a cost of doing because, then that employer
is disadvantaged, it would seem, with the private sector with whom
you compete, and, of course, the unions can’t be expected to say
don’t do health care. So now you finally have business getting to-
gether with unions trying to figure out a national health care sys-
tem.

We need your advice. You have some difference among your-
selves about how we should go at it, obviously, for contracting out
as it exists now. That is, I take it, a collective bargaining issue. For
new services, such as in the cities and the suburbs, I take it they
have a free hand in that.

How has the Congress gone in this? Well, mostly not, but to the
extent that we are now getting into it, we are concerned about the
issue that the ranking member has raised. In a particular service
are there new issues of security raised post-9/11 that we can deal
with?

The second issue is one that we have never gotten a hold of, and
we saw it boom into a hideous plant after the Iraq war, and that
is accountability. The larger enterprise, the less the accountability
that the Government itself is able to bring or that even the Con-
gress can bring. Imagine, if you have somebody employed by you
and you know what he is doing every day, he i1s accountable. But
if, in fact, this unit is outside of you altogether, unless you are
going to be doing the same thing that you would be doing if he was
your employee, which is keeping track of him every day, then huge
pﬁrts of what he does is nothing you are going to know anything
about.

I do all that prefacing to say this: in light of the fact that I can
only think about two security issues, one which has been raised by
the ranking member, and I am not sure how they would deal with
that one. In light of the “right-sizing issues” that even in the best
of services—and Postal Service is doing much better now—jyou face,
it does seem to me you have a run-away problem here.

I think we need to be informed of how the postal service and per-
haps the unions, perhaps the unions by themselves, somebody has
to think it through before it becomes a bigger hippopotamus in the
room than it already is, because I do not readily see a way for us
to control it or for you to control it, at least for new businesses,
some of which you said is really quite terrifying here. After a while
you are going to find people saying something is new that you
never would characterize as new, so you are going to get into cat-
egorization.

I think the burden on us all is to say if not this, what, since the
way the Congress is likely to go at it is accountability and security.
Meanwhile, it continues to grow. If not this, if not off-loading bene-
fits, racing to the bottom, which obviously has affects on the qual-
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ity of workers, but who cares. The two-tier work force in the Fed-
eral Government has grown like nothing else. We have people sit-
ting side by side. If not that, I think the burden on us all who have
seen the monster of contracting out is to say then what, because
if we don’t have a then what I believe it is going to continue to
grow.

Mr. DaAvis ofF ILLINOIS. Thank you very much, Representative
Norton.

Ms. NORTON. I would like to know if anybody has a then what,
just before they go.

Mr. PrrTs. I would like to say, Ms. Norton, I feel your pain
because——

Ms. NORTON. You are going to feel it even more.

Mr. Pirrs. Well, when you are talking about information from
the Postal Service that keeps us up to date, we, too, struggle with
that. Also, I think you heard earlier today comments made that the
CDS routes were put into being because of postal reform. I am here
to tell you that is not the truth. CDS routes have been here prior
to postal reform issues, and you heard them say that I think the
past 5 years the growth in highway contracts, CDS, is about 2 per-
cent, but in the same sentence saying that in 2006 it grew from 2
percent to 6 percent, which is 4 percent, so there is a big issue
there.

Also, I meant to say a while ago when I was talking about relief
employees in our craft, do you know that the Postal Service is re-
quiring our RCAs, our relief employees from the National Rural
Letter Carrier Association, to go out and carry some of these con-
tract routes because they don’t have contractors on them and forc-
ing them to do that, and we have a national level grievance on
that. So they are saying you don’t need the work, but we are going
to use your employees.

So it is a big-time issue with us, as well as I know my counter-
parts up here, and we are here today to try to come to some kind
of reasoning as to what we can do to stop this. It was never a prob-
lem. The almighty dollar is not the answer to everything. Service
to our people is the big issue. It is appalling to me to have a letter
sent from my home State of Alabama to Alexandria, VA, to take
10 to 12 days.

Mr. Davis, the letter that you sent to me about this committee
meeting and testimony, I received it yesterday. It was dated April
5th. I received it on the 16th.

We have to put service back in the Postal Service. You give the
people the product they want and the service they want, they will
pay the price. Give us the service. That is what we need to focus
on, and CDS is not the answer.

Mr. Davis oF ILLINOIS. Thank you very much.

We do have a couple of additional panels, and we are going to
try to get Mr. Lynch in now.

Mr. LyNcH. I will try to be brief, Mr. Chairman. Thank you for
the opportunity.

President Burrus, President Young, President Pitts, and Presi-
dent Hegarty, I sincerely wish I had as good a relationship with
every president in Washington as I do with you folks. [Laughter.]
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Let me just say an observation and then a quick question. One
is I think that, as a Postal Service, as a service that provides such
an important service to so many Americans, I think there is a high-
er standard that we should hold ourselves to, and I include the
Postal Service in that. It is instructive when the officials from the
U.S. Postal Service talk about the need to have workers not have
health care and that in order to be competitive they want to pay
people as low a wage as is humanly possible without any regard
for the quality of life of those people, and that the ability to avoid
paying pensions and benefits to those workers is the way to go.

I see what is happening in the Department of Homeland Security
with our screeners where they are doing that, and I see a continual
revolving door in those employees and the quality of service going
down and down and down, and the morale in that area is just de-
plorable, and I see the pattern continuing here in the way the Post-
al Service is treating its employees. I think this country will be far
worse off if that is allowed to proceed.

I, for one, will stand in the way and try to defend the rights of
our workers to have a decent wage and decent retirements and de-
cent health care.

I want to go to the hazmat issue. I was elected on September 11,
2001. That was my election day, the Democratic primary. After I
got elected, we had the whole problem with the anthrax in our Post
Offices, tragedy here in Brentwood. But I agreed to go and visit
every single Post Office and every bulk mail facility in my District.
It took a few months to do it. I had no idea how many facilities
I had when I said that, but with the good help of a lot of my folks,
some of whom are here today—I know Kathy Manson from the
Norfolk and Plymouth Labor Council is here. She is a vice presi-
dent of the AFL-CIO. Lola Poor with the Boston branch of the
APWU is here. Don Sheehan, a great friend of mine from the
Brockton—I represent the city of Brockton—the Brockton APWU;
Bob Losey from the Mail Handlers; John Casioano from the Na-
tional Letter Carriers—they took me personally from facility to fa-
cility and introduced me to all the workers, just trying to get a
sense on what changes we could make to safeguard our employees.

So we went in there, and over the next couple of years we made
some changes at the larger facilities regarding protection: safe-
guards first of all for our employees, safeguards that would protect
someone in the event of an anthrax attack; detection methods at
the big postal services, the GMF in Boston, where my sisters both
work. We went and looked at that. There are also issues of quar-
antine in the event that there is an attack, making sure that em-
ployees don’t go home and contaminate their families or other
workers. And then, of course, decontamination and treatment.

I just want to know, you have all got workers in these facilities,
and this is something that you are all, from the rural carrier to the
city carriers to the mail handlers to the postal clerks to our super-
visors and our Postmasters, you are all affected here, and so are
the families that you serve.

What is the status right now in terms of that whole process in
our cities and towns?

Mr. BURRUS. The comfort level of the employees is way advanced
from what it was following 9/11. The Postal Service has imple-
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mented some safeguards for the employees. The employees, them-
selves, are not aware of the holes in those safeguards. The employ-
ees really aren’t 100 percent protected to day, but the comfort level
of the employees, themselves, has increased dramatically. The em-
ployees no longer day to day think about poison in the mail.

Mr. LyncH. Is that because of the passage of time, where people
haven’t had——

Mr. BURRUS. It is the passage of time and the equipment that
has been installed to provide them some level of protection. It is
not absolute, by any stretch of the imagination. We are still work-
ing at the national level trying to find ways of providing additional
protections, but as far as the employees are concerned, they are
much more comfortable than they were on 9/12.

Mr. HEGARTY. I’d like to thank Congress for approving the fund-
ing for some of the bioterrorism detection equipment that has been
installed in the postal canceling machines in most of the large and
mid-sized facilities so that when the letters come through this
equipment is very highly able to detect chemical or biological
agents.

I also would say that we have worked with the Postal Service at
the headquarters level on a continuing committee called the Mail
Security Task Force, and all of the unions and management asso-
ciations have representatives on that task force. Some of their work
obviously can’t be shared with the public, because there are some
security concerns.

But I believe the Postal Service has done a pretty good job devel-
oping protocols, training. We have had a number of stand-up talks,
almost weekly, with employees on the workroom floor with the su-
pervisors telling them what to do in case of an emergency, not just
a biological but also suspicious-looking packages, parcels, etc., and
have developed some tabletop exercises where they actually phys-
ically demonstrate what to do and what not to do in something like
that happening.

That is a long way from the months or maybe even the first year
after the anthrax attacks, when some powder would spill out on a
table and the supervisor—there have been horror stories that he
tasted it and said, “Well, that is not anthrax, don’t worry about it.
Go back to work.” So we have come a long way since those days.

Mr. YOUNG. Mr. Congressman, I explain it just a little bit dif-
ferent. The men and women that I represent, Donnie said it, they
kind of mesh with the community, and they realize that they live
in the world that we live in. I think everybody’s world changed on
September 11th, maybe not as dramatically as yours. I didn’t real-
ize that was the day you were elected. Congratulations. But outside
of that, not too much positive happened on that day, I might also
say to the Congressman.

Mr. LYNCH. Thank you.

Mr. YOUNG. But, anyway, my point is simply this: the world
changed when that event occurred. The men and women that I rep-
resent, they just take it as their responsibility, because they are
meshed with those communities, to do their share in regard to
that. So it is not like I had to talk people into going into work. It
is not like I had to beg people to go to work. They got up and they
went to work the next morning because they realized that seeing
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our members out on the streets, seeing his members out on the
street, seeing the clerks at the Post Offices brings a sense of nor-
malcy to the American society. We just feel like we were just doing
our part.

Are they scared? I am sure they are. Do they recognize it as a
hazard? I am sure they do. But they are committed, dedicated peo-
ple, which is one of the reasons why I wake up every morning and
try to do my job, because that is my job, to represent them in a
manner that shows favorably upon what they do for this country.

Mr. LYNCH. Thank you.

Mr. PitTs. And I think awareness is a lot better today than it
was prior to 9/11. Even in our craft, especially in the rural areas
with the pipe bombs that were placed in mailboxes, there is an-
other problem, but the carriers are aware of situations and they
know what to look for today. So I think overall awareness is a key
to it.

But I again echo what Bill said: during the 9/11 crisis and the
anthrax, the people of the Postal Service held this country together.
They brought unity because they were the connecting person. And
the Hurricane Katrina areas down there, you saw city carriers, you
saw clerks, you saw mail handlers, you saw rural carriers all com-
ing to the office. They may not have had an office, but they were
there doing what they could. Did you see any contract people
there? Probably not.

Mr. LYNCH. Let me just say in closing I don’t think that the Post-
al employees have been ever properly thanked for the way that
they responded to both those crises, and I just want to say that we
in the Congress appreciate the work that has been done.

I yield back, Mr. Chairman.

Mr. Davis oF ILLINOIS. Thank you very much, Mr. Lynch.

I don’t think I have any further questions. Mr. Marchant, do you
have any further questions for this panel?

Mr. MARCHANT. No, Mr. Chairman.

Mr. DAvis OF ILLINOIS. Then let me thank you gentlemen very
much. We understand. I think we hear you. We hear the passion,
we hear the concern that you have expressed relative to the con-
tracting out. I can assure you that this committee will give ample
attention to it, very serious attention to it, and we hope that we
will arrive at a resolution, as I indicated earlier, that is, indeed,
amicable.

Let me also just acknowledge, as you are leaving, the president
of the Chicago APWU. I see my good friend Sam Anderson.

Sam, it is so good to see you.

Also, Mr. Hegarty, my good friend Hardy Williams asked me to
say hello to you if I saw you today. I saw him on Sunday.

Gentlemen, thank you very much.

We will proceed to our next panel. Gentlemen, let me thank you
for your patience and the fact that you are still with us.

Let me just introduce our witnesses. Mr. Dale Goff is in his 36th
year with the Postal Service. He began as a postal assistant in
New Orleans and has been a National Association of Postmasters
of the United States [NAPUS], member and a postmaster for 26
years.
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Mr. Charlie Mapa is president of the National League of Post-
masters. He has been postmaster at Gold Run for 21 years and is
currently on leave from that position to serve with the League.

And Mr. Ted Keating is the president of the National Association
of Postal Supervisors [NAPS], which represents the interests of
35,000 postal managers, supervisors, and postmasters employed by
the U.S. Postal Service. Mr. Keating assumed the presidency of the
association in 2004 upon the death of President Vincent Palladino
and was elected to continue serving NAPS in that capacity in 2006.

Gentlemen, we are delighted that you are here.

If you would rise and raise your right hands, we will swear you
in and we can proceed.

[Witnesses sworn.]

Mr. DAvis oF ILLINOIS. The record will show that each one of you
answered in the affirmative.

We will begin with Mr. Goff.

STATEMENTS OF OSCAR DALE GOFF, JR., NATIONAL PRESI-
DENT, NATIONAL ASSOCIATION OF POSTMASTERS OF THE
UNITED STATES; CHARLES W. MAPA, PRESIDENT, NATIONAL
LEAGUE OF POSTMASTERS; AND TED KEATING, PRESIDENT,
NATIONAL ASSOCIATION OF POSTAL SUPERVISORS

STATEMENT OF DALE GOFF

Mr. GOFF. Good afternoon. I am Dale Goff, president of the Na-
tional Association of Postmasters of the United States. I know that
the hour is late, and I understand that my more-detailed statement
will be included as part of the official hearing record, so on behalf
of my 40,500 members I am honored to have the opportunity to
summarize the key points of my submitted testimony.

I know that we have done so previously, but please include our
Nation’s postmasters among the many groups who have congratu-
lated your diligence and success shepherding the new postal legis-
lation to enactment.

The 2006 law will help steer the Postal Service on a new course
which we believe will benefit the mailing community, the 9 million
individuals who work within the postal industry, including our own
postal employees, and the Postal Service, itself.

The keystone of our collective efforts will be the preservation, if
not the enhancement, of universal mail services. This goal is predi-
cated upon continued consumer confidence, residential and busi-
ness, and the integrity of our national postal system. Postmasters
are the linchpin in delivering this achievement.

The community-based Post Office is where the product meets the
consumer, either through retail window service or through manage-
ment of the countless city and rural routes throughout the country.
Expected regular and universal postal services with appropriate
community input have been the hallmark of our Post Offices. Fail-
ure to meet this criteria is a recipe for failure.

I must digress a little bit from my words here, but I have heard
many times this morning about Hurricane Katrina. I lived Katrina.
I know what the Postal Service did the day after Katrina passed
and what we did for the customers back at home and how our em-
ployees responded.
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Mr. Chairman and committee members, post offices and the vital
services they provide will be condemned to mediocrity or worse
without adequate staffing. Postmasters have been raising this issue
for years. I must comment that this issue of staffing is not a local
decision, as we heard this morning. Admittedly, in some instances
upper level postal management has responded, more out of a sense
of embarrassment and urgency than of responsibility. For example,
please note the pressure it took for the Postal Service to take reme-
dial actions in areas such as Chicago and Albuquerque. It should
not be so difficult to make necessary staffing accommodations.

Postmasters with inadequate staffing are left few options: send
carriers out after dark to deliver the mail or deliver the residual
mail themselves, again after dark; close window service during the
hours that may be most convenient for many of our customers; or
reduce window service, resulting in long wait times.

Moreover, the excessive hours that postmasters dedicate to serv-
ing their customers adversely affects morale and productivity.

Postmasters believe that Congress has a vital role to play in en-
suring that the intent of the new law, that quality mail service is
fulfilled, and safeguarding the historic mission of universal, acces-
sible, and affordable mail service.

The Postal Accountability and Enhancement Act will prove to be
the success that most of us hope if we exploit the opportunities the
new law creates, price and product flexibility, realized only if the
Postal Service and the Postal Regulatory Commission, as they col-
laborate on implementing flexible rates and bringing innovative
products to market. These actions will help generate new postal
revenue.

Mr. Chairman and members of the subcommittee, when history
renders its grade on Public Law 109-435, it will judge us on how
well we continue to provide postal services which our constituents
expect and demand, nothing more, nothing less.

Thank you. I will welcome some questions afterward.

[The prepared statement of Mr. Goff follows:]
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Mr. Chairman, Ranking Member Marchant, and distinguished
Subcommittee members, I am Dale Goff, President of the 40,500 member
National Association of Postmasters of the United States (NAPUS). I am
also honored to be the Postmaster of Covington, Louisiana. Thank you
for inviting me to testify, and I welcome the opportunity to share with
you my thoughts regarding the new Postal paradigm, resulting from
enactment of the Postal Accountability and Enhancement Act — Public

Law 109-435.

The relentless efforts of the Members of this Committee and its Senate
counterpart were decisive in securing the postal statute, and convincing
President Bush to sign the legislation into law. Passage of the PL 109-
435 was a defining moment in the 232 year history of this nation’s
signature mail operation. Indeed, the new statute wushers in a
challenging, yet necessary era for postal consumers, postal-impacted
companies, postal employees, and, obviously, the Postal Service itself.
History will judge the success of our collective legislative efforts by
whether the $900 billion- 9 million-employee postal industry thrives
under postal reform or maintains its pre-reform death spiral. Except for
misgivings of a select few, it became clear that the previous postal model
was woefully obsolete, jeopardizing the capability of the government

postal operation to safeguard universal affordable mail service. It also
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became crystal clear that PL 109-435 offered this nation the best

opportunity for continued postal viability.

Our Founding Fathers and their progeny recognized the need for a
government-run postal operation that provides universal, accessible and
affordable postal services. Ironically, in enumerating the powers of
Congress, the U.S. Constitution lists the establishment of post offices
prior to Congressional authority to declare war and to create the federal
judiciary. Only a government owned and run postal operation could offer
the United States a means of tying the disparate communities that
comprise this country together through a universal hardcopy
communications network. The value of a government run and
government staffed Postal Service is ubiquity and security. American
icons such as George Washington, Benjamin Franklin, Alexander
Hamilton and James Madison recognized this fact as they crafted the
U.S. Constitution. Present day Postmasters fervently believe that
Congress continues to embrace the timeless wisdom of the architects of

this government.

Consequently, the managers-in-charge of approximately 26,000 post
offices throughout America appreciate our immense historical and
current responsibility — to continue to deliver on the promise to provide

nondiscriminatory retail and delivery services to your constituents,
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whether they reside or conduct business in city center, in the suburbs,
or in rural areas. Moreover, as the Postmaster of Covington, I uniquely
understand the importance of a community post office ~ especially in
times of crisis, such as in the wake of Hurricane Katrina’s devastation to
the Gulf Coast. My post office and those of adjoining communities were

a sought-after symbol of continuity and a government presence.

Public Law 109-435 does not change the mission of the Postal Service: To
“bind the nation together” with a universal letter, package and periodical
communications system. Instead, postal reform renews this pledge to
America. However, the law does so in new ways. Among the noteworthy
aspects of the new law is a greater degree of price flexibility, an expedited
rate-setting process, and relief from two unfair levies imposed on the
mailing public by Public Law 108-18. Moreover, the legislation rejected
attempts to relax the criteria for closing small post offices. Congress also
set aside efforts to gut earned employee benefits. However, despite its
well-deserved accolades, PL 109-435 is not a finished product. Since a
Conference Report did not accompany the legislation, continuing
clarification will be necessary regarding many of the provisions.
Regulations need to be crafted that will implement the statute’s
provisions, the Postal Regulatory Commission will have to explore its

enhanced authority, the first rate case subject to the new rules will have
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to run its course, and the Postal Service will have to recognize, exercise

and exploit its new opportunities.

As the Postal Service moves forward into this fresh period, it must do so
with a sense of renewal. At the same time, the agency must resist the
temptation to subordinate the expertise of its homegrown dedicated
postal employees ~ the professionals who actually provide postal services
- to green eye shaded gurus who declare that the bottom line is the only
line. You cannot have a Postal Service without service — a high quality
service for that matter. Unfortunately, this goal tends to be marginalized
by financial connoisseurs who may never have touched U.S. mail,
besides depositing a birthday card in a collection box. In addition, it
appears that postal privateers have allied themselves with a cadre of
postal operational personnel in a quest to squeeze the lifeblood out of
postal facilities — large and small — and to privatize postal functions that
are, in fact, inherently governmental in nature. From a business
standpoint, it is unwise and reckless to contract-out your core product —
the mail delivery network - particularly in areas where established
professional carrier routes already exist. This ill-conceived scheme may
save money, but at what price? Postmasters know that “you get what you

pay for.”
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Postmasters believe that the growing post office staffing inadequacies will
not be solved by hiring a private workforce to fill in staffing gaps, or
assigning unqualified or ill-equipped upper level personnel to manage
postal operations. Inadequate staffing, as well as unprepared staffing is
degrading the quality services to which your constituents are entitled.
Mr. Chairman, as you know so painfully well, inadequate staffing was a
major factor in Chicago’s current mail mess. Unfortunately, Chicago is
not unique. Other areas have been plagued with insufficient staffing ~
and this negatively impacts the service provided to residential and
business postal customers. As a Postmaster, let me state for the record
that it is not only the number of employees assigned to particular post
offices that is important; it is the number of employees who are available
to do the job. Injured employees and workers assigned to reduced duties
should not be included in the full staffing complement, because they
cannot fully perform the requisite tasks of the position. Indeed, I am
pleased that the Postmaster General recently announced the USPS will
increase the number of letter carriers to serve the Windy City. I hope he
will make the same commitment to other post offices that suffer from

inadequate staffing.

The upshot of ignoring Postmaster staffing requests compromise mail
quality and undermine consumer confidence in our postal system. It is a

poorly kept secret that mail deliveries are encroaching on the evening
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hours because there are not enough professional letter carriers. Upper
level postal managers are leaving Postmasters with a series of bad
choices: The Postmaster can make evening mail deliveries (i.e., after
already putting in a full day of work), or the Postmaster can return letter
carriers to the street to deliver the residual mail during the dark.
Deferring mail delivery to the next day is not and should not be an
option! Our customers rely on regular timely mail delivery. However, due

to unmet postal staffing needs, this goal is becoming elusive.

An equally notable byproduct of the staffing inadequacies is that when a
Postmaster fills the void, the time commitment reduces his or her ability
to appropriately mange post office operations. While this problem could
have been papered over in the past, PL 109-435 will make this
problematic. The legal requirement that the USPS implement fully
section 404 of the Sarbanes-Oxley Act could be compromised by
Postmasters not having the resources to perform the requisite Sarbanes-
Oxley functions. After all, a Postmaster’s primary obligation is to get out
and process the mail - that is the core mission of each post office.
Inadequate staffing is a PL 109-435 compliance issue, in addition to a

service issue.

Over the years, upper level postal management has asserted that it is not

the number of employees; rather it is their location. The time has come to
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acknowledge that the agency has had ample opportunity to distribute
staff properly, reflecting the changes in postal operations and
demography. Postmasters have time and time again requested adequate
staffing on post office windows, in the processing area, and on the
routes. However, Postmasters are finding more and more often that their
requests are either rebuffed or simply ignored. Nonetheless, Postmasters
are not demoralized by these slights and disregard for quality service. We
believe that Postal customers will avail themselves to new tools that PL
109-435 created to hold the Postal Service accountable to particular
service standards. Corporate mailers are already poised for the
opportunity to turn to the Postal Regulatory Commission to complain
about service problems, and it is conceivable that residential customers
will do likewise. This is an adversarial proceeding that the Postal Service
can and should avert ~ if only upper level management would listen to its
Postmasters and grant postal facilities the necessary complement of

employees to service its communities.

In sum, Postmasters are tasked with ensuring that their customers —
your constituents - receive the postal services that they deserve and
demand. The value of mail is directly related to the quality of their mail
service. Irrational postal cost-cutting can and does sacrifice the very
quality that is the hallmark of the Postal Service. The record productivity

that has characterized postal retail and delivery services over the past
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few years is attributable to frontline managers and their craft employees
doing more with fewer resources. Yet, this stretch-to-the-limit strategy is
taking its toll on the excellence and professionalism of the U.S. mail
system. Postmasters perform the time-honored duty that began with
Benjamin Franklin and continues to this day. We believe that PL 109-
435 is not a panacea, but it provides opportunities. We must not

squander those opportunities.

Thank you for this opportunity to share my views.
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Mr. Davis oF ILLINOIS. Thank you very much.
We will proceed to Mr. Mapa.

STATEMENT OF CHARLIE MAPA

Mr. MAPA. Chairman Davis, Ranking Member Marchant, mem-
bers of the committee, thank you for inviting us to appear before
you today.

My name is Charlie Mapa, and I am president of the National
League of Postmasters. I welcome this opportunity to appear before
you today at this subcommittee’s very first postal hearing. With
your permission, I would like to submit my testimony for the record
and then proceed to briefly summarize it.

At the outset, I would like to say how pleased I am that Congress
has seen fit to reconstitute a Postal Service Subcommittee. Your
work is very important, as you can see from the proceedings before
we came onboard.

Mr. Chairman, the first thing I would like to do is to thank you
and all the Members of Congress, including Congressman John
McHugh, for passing the Postal Accountability and Enhancement
Act of 2007. It will save ratepayers billions upon billions of dollars
per year over the next decade.

The League is also pleased that the Postal Accountability and
Enhancement Act did not negatively affect small, rural, or inner
city Post Offices. Local Post Offices are icons in rural America and
not to be tampered with.

While the long march toward postal reform is over, in some re-
spects the most challenging task lies ahead. With the type of lead-
ership we have at ’Enfant Plaza today, I am sure we will continue
to make good progress. To this point, the critical issue in the future
is going to be how top postal management manages its mid-level
managers and its mid-level resources, including most postmasters.

As I detailed in my written testimony, I have two issues of con-
cern. The first is the negative heavy-handed micro-managing cli-
mate that we see in many districts. As important as that is, I
would like to skip, due to expediency and the fact that everybody
has been here all day long, and talk about another issue that is
very dear to my heart and I know to my colleague, Dale, in terms
of the workload of postmasters. Many districts ignore the normal
work week and expect postmasters to be at their Post Office 6 days
a week, 8 to 10 and sometimes 12 hours a day, day after day, week
after week, year after year, working 45 hours per week constantly
is one thing. Working 50 hours a week constantly is another. Work-
ing 60 hours a week is yet another, and it is something that inevi-
tably leads to burnout. Seventy-hour work weeks are even begin-
ning to appear.

Why are postmasters working longer? Much of it is because of
the critical staffing shortages that have become epidemic across our
country, and these postmasters are doing the work of carriers and
clerks, in addition to their own work. In the short term the Postal
Service saves money; in the long term, once the burnout sets in,
it does not.

If the Postal Service is going to reach the heights of higher effi-
ciency that the new postal law envisions, this is going to have to
change.
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This concludes my oral testimony.
[The prepared statement of Mr. Mapa follows:]
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TESTIMONY OF CHARLES W. MAPA
BEFORE THE SUBCOMMITTEE
ON FEDERAL WORKFORCE, POSTAL SERVICE, AND
THE DISTRICT OF COLUMBIA

APRIL 17, 2007

Chairman Davis, Ranking Member Marchant, members of the Commiittee, thank you for
inviting us to appear before you today. My name is Charley Mapa and I am the President of the
National League of Postmasters. I welcome this opportunity to appear before you today at this
subcommittee’s very first postal hearing.

At the outset I want to say how pleased I am that Congress has seen fit to reconstitute a
Postal Service Subcommittee. The Postal Service, with its more than $70 billion in revenue is
one of the largest, most important, and oldest institutions in the Federal Government. Its health
is key to the well-being of our economy, and it deserves the attention of a separate

subcommittee.
PRELIMINARY

Started in 1887 to represent rural postmasters, the League of Postmasters is a
management association representing the interests of all postmasters. Although we represent
postmasters from all across the country—from the very smallest to the very largest post offices-
rural postmasters are a sizable portion of our membership. The League speaks for thousands of
retired postmasters as well.

On a personal note, I was elected President of the League last August, and before that
served in a variety of national, state, and local positions with the League. I am from Gold Run
California, a small community of several hundred people, nestled in the foothills of the Sierra

Nevada Mountains, between and Sacramento and Lake Tahoe. I have been postmaster at Gold
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Run for 21 years and was privileged to have been named California Postmaster of the Year in
1998. Currently, I am on leave from my postmaster position to serve with the League, and [ live

here in Washington.

POSTAL REFORM

Mr. Chairman, the first thing I would like to do is to thank you and Chairman Waxman of
the full Committee, as well as former Chairmen Tom Davis and John McHugh, for passing the
Postal Accountability and Enhancement Act of 2007 (PAEA) at the end of the last Congress.
The fact that the PAEA became law is going to be a very important element in assuring the
continuation of the long-term ability of the United States Postal Service to provide affordable,
universal mail service to every individual, home, and business in America.

The new law has shifted the responsibility for funding the military retirement of postal
CSRS retirees back to the Treasury where it belongs, and also dissolved the escrow, freeing
those monies so that they may be placed in a trust account to pay for retirement benefits of postal
employees. These two provisions will save rate-payers billions upon billions of dollars per year
over the next decade. Each billion dollars of savings equals one cent saved off the First-Class
Stamp, with comparable rate savings on the other rates. These two provisions will also ensure
that our retirement benefits are pre-funded.

The League is also pleased that the Postal Accountability and Enhancement Act did not
negatively affect small rural or inner city post offices. As we pointed out many times during the
legislative debate on postal reform, the cost of the 10,000 smallest post offices is less than one

percent (1%) of the total budget of the Postal Service. Local post offices are icons in rural

D
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America and not to be tampered with, for once a town’s post office disappears, the town often

shrivels up and dies.
THE FUTURE

While the long march toward postal reform is over, in some respects the most challenging
task lies ahead. That task is turning the Postal Service into a more efficient and more productive
delivery organization, an institution that is focused more upon serving its customers than upon
“enforcing” the rules. That is a goal to which not only the League is committed, but to which I
am personally committed.

From my perspective, | have seen many changes in the postal system over the last twenty
years. Perhaps the biggest change has been in the attitude of the Postal Service towards its
customers. From where I sit, the Postal Service is much more customer friendly than it used to
be. That is a change in corporate culture that is extremely positive. Iam sure we have a ways to
go, but with the type of leadership that is coming from L’Enfant Plaza today, I am sure we will
continue to make great progress.

To this point, a critical issue in the future is going to be how top postal management
manages its mid-level managers and its mid-level resources, including most postmasters. In
order for this new world to succeed, those postmasters and resources must be managed wisely.
From the postmasters point of view, I know that our aftitude on this issue is right on the mark,
and we stand ready to do what we need to do to better help customers and the Postal Service.

In terms of postmasters relationship with top management, all three postal management
groups began pay consultation talks with management last week. It is far too early to say how

those are going, except to say that things got off to a pleasant start. In terms of how the Postal
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Service is going to manage its mid-level managers and postmasters as the new postal order is
created, it is also far too early to make any statements, much less draw any conclusions.

I do have two areas of concern. One concerns how the Postal Service manages
postmasters. The other concerns the degree to which the Postal Service is increasingly having
postmasters do other jobs in addition to their own, and the danger of massive burnout that this

treatment is creating.

A. How the Postal Service Manages Postmasters.

The Postal Service’s style of managing postmasters is becoming more and more one of
intense micromanagement, with an overlay of fear and intimidation. That, it seems to me, is not
good for the postmaster nor for the postal system. If you hire postmasters to manage, then let
them manage. Most postmasters are quite competent. The Postal Service needs to understand
that competence, embrace that competence, and put more trust in its postmasters.

Most of the problem lies in how the people who manage postmasters are trained and how
they end up treating the postmasters that report to them. A postmaster’s manager is called an
MPOO (Manager of Post Office Operations) or a POOM (Post Office Operations Managers)—
the title varies by region—and that person generally reports directly to the district manager. I
will use the term MPOO throughout the rest of this testimony.

There is too often, far too often, a strong and very negative tension between a postmaster
and his or her MPOO. I was lucky in my career, and had some of the best. Other postmasters
are not so fortunate.

The problem is not that MPOOs tend to be bad people. They aren’t. The problem is that

MPOs are operations people who may have been trained on the technical side of the Postal

.
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System, but who generally have not been sufficiently trained in either the art of leadership or
how to properly manage people. MPOOs tend to be managers who get stuck in a slot, with
numbers to make, and without the necessary management skills to help them get there. Asa
result, many MPOOs manage with a stick, and a heavy dose of intimidation. The result is often
less than optimal. Those MPOOs who do well are those MPOOs who are natural leaders, and
have figured out on their own that the best way to motivate people is through a professional
attitude of trust, of respect, and reasonable goal-setting, the types of things that the private
sector’s basic and intermediate management training sessions focus upon. The MPOOs who
don’t do well are those who never figure that out. Unfortunately, many of the MPOOs who
don’t do well might havé done quite well had they been given proper leadership training and
some help in developing the skills necessary to effectively manage people.

If the Postal Service is to meet the expectations of greater efficiency that the PAEA
envisions, and the expectations of the mailing community, it is going to have to train MPOOs in
how to manage people well, and how to use positive motivation. If we can get to the point where
most postmasters view their MPOO as a mentor, the Postal Service would be much improved,
and much, much more efficient.

Related to this is an issue that concerns Postmaster Replacements (PMRs). APMR isa
person hired by the Postal Service to substitute for a postmaster when the postmaster is unable to
function. PMRs are meant to be short-term place-holders, and generally are part-timers who are
paid a bit more than minimum wage and receive no benefits. They usually have insufficient
training, no career track, and no incentive to perform efficiently. Yet for cost reasons, some
Postal Service districts are replacing postmasters more and more with PMRs when a postmaster

slot opens up, and leaving PMRs in place to operate a post office for extended periods of time.
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This practice shortchanges the community by depriving it of one of its leaders, shortchanges the
PMR by not pushing him or her into a career track, and shortchanges the Postal Service by
placing ill-trained people in key positions. It does not help develop the professionalism of the
work force.

B. How the Postal Service Is Working Postmasters.

Mr. Chairman, generally, postmasters who are exempt from the Fair Labor Standards Act
work more than the “normal” 40 hours per week and are not compensated for it, that just being
what it takes to manage their offices. While all postmasters realize that their job is not tied to 40
hours per week, and realize the necessity of working longer than that, things seem to be
beginning to spin out of control.

Every new change, every new report, every new program, and every new procedure adds
more and more to a postmaster’s day. None ever seem to take away from it. While every
postmaster understands that the demands of a postmaster job go beyond the “normal” 40 hours,
many districts simply ignore the normal and expect postmasters, especially exempt postmasters,
to be there to work six days a week, eight to ten (sometimes 12) hours per week, day after day,
week after week, ycar after year. This has to stop.

Working 45 hours per week, constantly, is one thing. Working 50 hours per week,
constantly, is another. Working 60 hours per week, constantly, is yet another; and it is one that
inevitably leads to burnout. One can simply not work ten hours a day, six days a week, week
after week, without paying an enormous price. Postmasters are working at record levels and the
60-hour work week is becoming all too common. As difficult as it may be to imagine, 70-hour

workweeks are appearing.
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Although we do not have statistics, we are concerned that postmasters are beginning to
burn out at a record rate. They certainly are retiring at a record rate, and much local institutional
knowledge and efficiency is being lost with those retirees. That is not good. It is not good for
postmasters and it is not good for the postal system. Burned-out managers tend to create burned-
out workers. Burned-out workers are not going to create the more productive delivery system
envisioned by postal reform.

Even for those postmasters that stay, hiring freezes and overtime rules are making more
common scenarios in which the local postmaster makes less money yet works longer hours than
the postal clerks or carriers that he or she is supervising. This creates the perverse incentive that,
when a postmaster leaves and needs to be replaced, the best candidates for the job won’t apply
for they know that taking on the added responsibility of the postmaster means longer hours and
less pay for them. And what rational man or woman wants to accept higher responsibility,
longer hours, and less pay? In the private sector, promotion always means more responsibility,
generally means longer hours, but it always means higher pay.

‘Why are postmasters working longer? Part of the problem turns upon the fashion in
which higher postal management has been “keeping costs down.” Rather than allocating
resources to maximize efficiency—e.g., reducing them in some areas and increasing them in
others—management has simply been calling upon postmasters to do several jobs at once and
using them in place of a carrier or a clerk relief.

For instance, a postmaster might be forced to come in very early to sort the mail for a
carrier who is sick. After finishing the sorting, the postmaster has to go out and actually deliver
the route. Once that is done, he or she can come back to the office to finally start their “normal”

duties. The time devoted to the normal business can be quite short, however, for postmasters

e
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often have to go on window duty to compensate for the lack of clerk time available during peak
demand. Once the window can be closed down, the postmaster gets to go back to his or her
normal duties.

That means that, at the end of the day, when carriers and clerks have gone home, the
postmaster gets to settle down and spend several hours finishing off much of his or her work.
The pattern goes on and on until the postmaster goes home exhausted after as much as twelve
hours of work, doing not only their own work, but also that of a carrier and a clerk. In the short
term, the Postal Service saves money. In the long term, once the burnout sets in, it does not.
There is even a formula, which varies by the level of a postmaster, for how much “craft” work a
postmaster can do. There is no doubt in my mind that this formula is being widely ignored on
almost a daily basis.

The problem with this management style is that it cannot work over the long term. Yet
postmasters see no relief in sight. Congress and the mailing community should be concerned.
The Postal Service needs to recognize the problem, and deal with it in a healthy and constructive
fashion.

Finally, not all postmasters are exempt from the Fair Labor Standards Act. Some fall
within the Act’s wage and hour provisions, and are due overtime pay if they work more than 40
hours a week. Those non-exempt postmasters are feeling increasing pressure to work extra time,

but not to report it. That is not only not healthy, it is illegal.

CONCLUSION

Thank you for passing the Postal Accountability and Enhancement Act of 2006. It is

going to be critical to maintaining a healthy postal system. The Postal Service and its employees

g
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now need to make it work. One item that will go a long way towards making the system work
better is effective leadership and management training for MPOOs and POOMs.

The League is concerned about how many hours the Postal Service is now working
postmasters and other mid-level managers, week in and week out, and how postmasters now are
doing not only their own job but also that of a carrier and clerk—day in and day out. If the pace
at which postmasters are working continues to escalate, serious burnout will occur. Already the
demand for new postmaster spots appears to be diminishing, since experienced carriers and
clerks know that becoming a postmaster means higher responsibility and longer hours for less
pay. It is a perverse system that gives one more responsibility and longer hours, but less pay as
one moves up the ladder. Something needs be done, and resources balanced appropriately.

Mr. Chairman, this concludes my remarks. I look forward to working with you, your
staff, and other Members of this subcommittee this year. I want to thank you for this opportunity

to appear before you today and would be pleased to answer any questions you have.

#H#H#
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Mr. Davis oF ILLINOIS. Thank you very much, Mr. Mapa.
We will go to Mr. Keating.

STATEMENT OF TED KEATING

Mr. KEATING. Thank you, Mr. Chairman. It is a pleasure to be
here with you today and represent the 35,000 postal supervisors
and managers throughout the country.

Rather than read a statement, since it is late in the day, I want
to concentrate on two issues that we already discussed here today,
the Chicago-type issues of operations and the contracting out issue.

Today it is Chicago that is in the limelight. A year ago it was
California. Letter carriers in California were delivering mail at 9,
10, and 11 at night. The Post Office continued to deny there was
a problem until Congress got involved. One year ago today I at-
tended a convention in California where the vice president of the
Postal Service at that time—he is now no longer with us—said in
his opening remarks, “We are no longer going to delay mail in Cali-
fornia. We are going to fill vacancies and hire where needed.” Mi-
raculously, when they did that all the problems in California went
away.

The issue of staffing, which my colleague has addressed, is a
major concern. I believe I, too, will be going to Chicago at their re-
quest. I believe that is part of the problem in Chicago, not the only
problem, but it is definitely a part of it.

You have to trace it back to the source. Why would a manager,
as was inferred today, local managers do not hire. Why would they
do that? Why would they not hire when they have the ability? I
think you have to look at our pay system. We have a pay for per-
formance system in effect, which rewards good numbers. So if you
don’t hire, you carry vacancies, your numbers are going to be bet-
ter. We are chasing numbers in a pay for performance system.

My members have benefited from pay for performance. We have
gotten good payouts. But I would ask at what price. Service, in my
opinion, has definitely suffered. What is happening in Chicago now
is going to be somewhere else next month or 2 months from now.
As I told the Postmaster General recently, there are more Chicago’s
out there; we just don’t know about them yet.

I would ask you to look at the root cause of staffing and hiring
in the Postal Service and relate that back to the pay for perform-
ance system that is in effect. One is really a direct cause of the
other.

The other issue that has been discussed in quite length here is
the issue of contracting out. Like my Congressman from Massachu-
setts, I, too, come from a postal family—three clerks, letter carrier,
my father was a railway mail clerk. I am very proud of my service
to the Postal Service. I am going to retire for 2 years now. I con-
tinue on as president because I love what I do.

I completely agree with the testimony you heard from the unions
here today about the contracting out. It will be the death knell of
the Postal Service.

The letter carrier is one of the most respected people out in the
field. That is what the public identifies with. The idea of contract-
ing that out to me, as a management person, is of heart. We need
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your oversight into that issue, I believe, because it is not going to
change through the collective bargaining or arbitration process.

I am glad to see these committees brought back. I hope you will
continue the process. I spent most of my career in finance. When
you are in finance you see a lot of things that go on behind the
scenes in the Postal Service. Believe me, from my 40 years experi-
ence this is a company that definitely needs oversight, and I urge
you to continue that role.

Thank you very much.

[The prepared statement of Mr. Keating follows:]
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STATEMENT OF
TED KEATING, PRESIDENT
NATIONAL ASSOCIATION OF POSTAL SUPERVISORS

SUBCOMMITTEE ON FEDERAL WORKFORCE, POSTAL SERVICE,
AND THE DISTRICT OF COLUMBIA
COMMITTEE ON OVERSIGHT AND GOVERNMENT REFORM

UNITED STATES HOUSE OF REPRESENTATIVES

APRIL 17, 2007

Chairman Davis, Ranking Member Marchant and Members of the

Subcommittee:

Thank you for the opportunity to appear on behalf of the 35,000
postal supervisors, managers and postmasters who belong to the
National Association of Postal Supervisors.

As a management association of postal employees founded 99
years ago, NAPS throughout its history has sought to improve the
operations of the Postal Service and the compensation and working
conditions of our members. Today many of our members are involved
in the management and supervision of mail processing and delivery
operations. We also represent the interests of men and women
engaged in every functional unit in the Postal Service, including
customer service, marketing, human resources, training, corporate

relations, law enforcement, and health and safety.

Today’s hearing represents the first Congressional postal
oversight hearing since the passage of the landmark Postal
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Accountability and Enhancement Act in December of last year. I want
to especially thank you, Chairman Davis and members of -the
Subcommittee, for your bold efforts in accomplishing the passage of
this important legislation.

The sweeping reforms brought about by the new postal law, the
first major change in over 30 years, will ensure a stronger future for the
Postal Service and require greater financial, service and operational
accountability. The new rate-setting system established under the law
will provide for more stability and predictability for mailers and rate-
payers, while ensuring universal service at affordable rates. These and
other reforms would not have been possible, Mr. Chairman, without
your steadfast leadership and the invaluable vision and perseverance of
Representative McHugh and others over the course of the last decade.

I'm proud to say that the Postal Supervisors Association was the
first postal employee organization to embrace the spirit of change and
the legislative initiatives necessary to bring about postal modernization.
Just as we engaged in significant advocacy to accomplish postal
modernization in a thoughtful, balanced way, we remain committed to
assuring that the implementation of the law itself now proceeds in a
rational and measured manner.

The new law provides a statutory framework — with many details
remaining to be filled in -- for assuring that America continues to be
served by a world-class postal system. Significant co-equal
responsibility for charting the future of the nation’s postal system lies
with the Postal Service and the Postal Regulatory Commission. The law
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calls upon the Postal Service to become more entrepreneurial,
accountable and transparent in the conduct of its business operations.
The Postal Regulatory Commission similarly needs to assure that the
Postal Service retains the flexibility to operate in a manner that
preserves affordable and universal service. And Congress, in the spirit
underlying this morning’s hearing, needs to remain engaged in
oversight that ensures that the USPS and PRC are fulfilling their
mandates, and that further adaptations to the law are enacted as
developments may require.

Apart from these thoughts about the new law, there is an
additional issue that I want to bring to your attention this morning. The
issue concerns what sadly is the Postal Service’s disregard of veterans’
preference laws. Reports of shoddy treatment of our nation’s military
veterans are not confined to Walter Reed Army Hospital. Simply put,
the Postal Service is running roughshod over the spirit of veterans’

preference.

Through new personnel rules that it has put into place, the Postal
Service is preparing to deny employment protections to military
veterans in management or supervisory positions when undertaking
downsizing actions. The rules reputedly will allow the Postal Service to
involuntarily transfer supervisors or other management employees to
locations far from their homes, without the right of appeal, despite their
veterans’ preference status. This is clearly contrary to the spirit of
government-wide personnel law and rules, and repugnant to the

sacrifices that veterans have made to their country.
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Under current law, the combination of veteran’s preference
employment laws énd government-wide reduction-in-force rules assure
military veterans certain job retention priority rights of appeal during
the closure or consolidation of any government facility at which they
work. However, the Postal Service rules attempt to circumvent these
protections. The Postal Service "repositioning rules" ignore the
application of veteran preference laws and RIF rules during the course
of a downsizing action. They claim to allow the Postal Service to
transfer its military veteran employees to jobs in areas far from their
homes, without any right of appeal, in the course of the closing or
consolidation of a post office or other facility at which the veteran is
employed.

While no veterans have yet been involuntarily transferred in
downsizing actions by the Postal Service, this is only because of the
delay in the Postal Service’s plans to undertake what could ultimately
become potentially significant realignments in its processing and
distribution network. When the time comes and those realignment
initiatives do in fact begin, veterans preference-eligible employees
clearly will suffer harm if the Postal Service repositioning rules are
allowed to stand. There is no reason for Congress to wait for that harm
to occur. Congress should repudiate the Postal Service’s actions now,

not tomorrow.

In response to the Postal Service actions, Rep. Stephanie Herseth
(D-SD) has introduced the Veterans Reassignment Protection Act (H.R.
728), which prohibits federal departments and agencies, including the
Postal Service, from involuntarily transferring a federally-employed
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military veteran to another geographic location without the benefit of
veterans’ protection and reduction-in-force rules, which guarantee the
right of appeal. This legislation has been referred to the Committee on
Oversight and Government Reform, and I urge the Members of this
Subcommittee to support the consideration and approval of this
measure. The rights and protections of our nation’s veterans, in light of
their continuing sacrifice in Iraq, Afghanistan and other dangerous
lands, should never be compromised or diminished.

Thank you for the opportunity to present these views. On behalf
of the National Association of Postal Supervisors, I look forward to
continuing to work with the Subcommittee in its oversight of the Postal
Service and its mission. I am available to answer any questions you

may have.
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Mr. Davis oF ILLINOIS. Thank you, gentlemen, very much.

I will begin the questioning.

Mr. Mapa, as I listened to your testimony, you made it sound
like the postmasters are working like politicians, 60 or 70 hours a
week. I am sure that they are, indeed. But my question to you gen-
tlemen is the same question that I asked Mr. Burrus earlier: the
Service has set a goal of reducing work hours. I mean, they are
talking about 40 million. How do they do that or how do we get
that kind of reduction without creating other kinds of problems
with service, with delivery? What is your take on this reduction?

Mr. KEATING. As far as reducing work hours, we say more power
to the Postal Service. We want to operate more efficiently. How-
ever, if you look at what is happening with postmasters and super-
visors, can you really say that we are saving work hours if you are
calling a work hour an hour that is worked. If you are talking
about paid hours, yes, you are reducing those, but in the case of
the higher-level or medium-level postmasters and supervisors,
what is happening is they are taking up the slack. They are step-
ping into positions where they are having to do the work of their
rural carriers, their city carriers, and their clerks because they
don’t have the staffing. They are working off the clock. At 40 hours
and 1 minute, they are not getting any more pay. Any of the craft
employees that you listed to this morning, at 40 hours and 1
minute they are on overtime.

Postmasters don’t mind some of that. What is happening is that
the Postal Service is now depending on the fact that the post-
masters are going to be taking up the slack, and so they just work
it into their budget. And they are assuming that the postmaster
will be there to make up for 5, 10, 15, 20 hours during the week.
I know that my friends in the supervisor ranks are going through
the same sorts of things.

Mr. DAvis oF ILLINOIS. Mr. Goff, let me ask you if you would re-
spond to that same question.

Mr. GOFF. Yes, Mr. Chairman. We heard a little bit this morning,
too, in the testimony from Mr. Potter about the transformation,
and we heard about what we did on the transformation. That $40
million equates to, if I remember right, 20,000 career positions in
the Postal Service. Sir, I can tell you now we need those 20,000 po-
sitions to day. We are already short those 20,000 positions, and we
are going to need those in the future as the deliveries grow.

Now, we can do everything we can, and we have for 5, 6, 7 years
now, where we have saved money. We lived up to the trans-
formation. We all buckled up our shoes, tightened our belts, and we
did what we could. But eventually you can’t transform any more.
That transformation is starting to lead to mutation, and that is
what is happening.

We can save money in many different ways. Let’s look at some
of the other areas that we could save, instead of cutting the posi-
tions where we have to serve our constituents back at home.

Mr. Davis orF ILLINOIS. Thank you very much.

Mr. Keating, I think you were very explicit in your testimony rel-
ative to your feelings about contracting out and also about perform-
ance based compensation. Do you think that performance based
compensation can really work the way that some proponents say?
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Mr. KEATING. My personal opinion is no. The Postal Service has
proven that.

Can I expand on what your question to Mr. Goff was, too? During
my 40 year career in finance it is always is this a budget year or
is this a service year. That was always the joke in finance. You
can’t continue to reduce and cut and cut year after year without
affecting service.

As we sit here this morning, and it is earlier in Oregon, I can
guarantee you that postal supervisors and postmasters in Oregon,
because of the contracting out issue, postal supervisors and post-
masters are sorting mail and delivering mail because they will not
give that to the NALC or the rural organization because if they do
they will own it. They are holding it for the contractor. But in that
lag time between when that contractor comes on board there is no-
body left to deliver the mail other than the postmaster or super-
visor.

Mr. DAvis oF ILLiNois. Well, thank you, gentlemen, very much.
hI will yield to Mr. Marchant for any questions that he might

ave.

Mr. Gorr. Mr. Chairman, before you move on, on the contracting
out issue, I have supervised contract routes for 27 years now, and
I can tell you, to sum it up in one short phrase, you get what you
pay for, and that is just what it is with the contract routes. You
get what you pay for.

I have had contractors walk in on their first day and leave on
the first day. I have had contractors stay 2 days and leave. But I
have also had some great contractors that worked for me. I had one
lady that worked 42 years as a contractor. When Aunt Mimi calls
up and says, can Arlene bring me a gallon of milk, that looks favor-
able on the Postal Service. Fantastic person. She should have had
a career with the Postal Service and not worked all her time carry-
ing her babies until the day that they were born that she was de-
livering mail. But also I can tell you I have had some bad, bad ex-
periences with the contracting.

Mr. Davis orF ILLINOIS. Thank you very much.

Mr. Marchant.

Mr. MARCHANT. Thank you.

I have a couple of questions, but what do you find the biggest
challenge is in the past year that you have encountered since the
postal act has been passed, in your day-to-day life?

Mr. GOFF. I guess, since I have been here, not being every day
back at home in the office, one of the challenges that I see is that
we are told that everything is changing because of the new law
that was passed. I was here. I am one of the few that was here
back in 1970 when the Postal Service was created. We survived
that. We not only survived it; we got stronger. I look for that same
vision with the new law that has been passed. We will survive this.
We will get stronger as an organization. But it is just so many
things that we are being told that, because of the new law, this is
what we have to do.

I know the intent of us working with this bill for the last 10 or
12 years was not that when it passed that we would have this case
on us all the time saying the new law says this, you have to do
it this way, you have to do it that way. We have been doing our
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job, and this new law is supposed to enhance that. That has been
probably the most troubling part since the law has been passed.

Mr. MAPA. Now that law passed since I came here in August,
and, like Dale, I have been coming back to Washington with the
National League of Postmasters for 12 or 13 years trying to enact
some law that covered postal reform. Everybody at this table sup-
ported postal reform from one extent to another. We are very
happy to see that postal reform is here. It will supposedly open up
and free the way that the Postal Service can do business.

We are looking forward to those sorts of things. Some of the re-
strictions that were on the Postal Service made it very difficult for
them to compete, very difficult to come up with a new product, very
difficult to move into the 21st century.

That being said, I don’t know if anybody from this morning could
have told you or can still tell you what is it going to really give
us. We are anticipating that good things will come of it. We are
hoping that we can minimize the things that we don’t like. But
something had to change, and we are very hopeful that postal re-
form is the way that we need to go.

Mr. KeEATING. Well, I have been here 9 years, and you can’t
blame postal reform for some of the changes that are taking place.
I think it is a convenient excuse. The staffing issues that we have
been talking about have been here for 4 or 5 years. The issues in
California that I talked about, they had nothing to do with postal
reform. It is management. It is postal management throughout the
country that needs to be changed, and that is what we are trying
to do. We are talking to the Postal Service about what we see as
the issues. I will give them credit. They are talking to us. We are
trying to make some changes. But there is a lot of micro-manage-
ment going on. Again, it is attributed, from my perspective, back
to a pay for performance system that rewards those that get the
numbers in this country, regardless of how they get the numbers.

Mr. MARCHANT. A question for Mr. Goff. In your testimony you
mentioned problems with staffing items. Do you think complying
with section 404 of Sarbanes-Oxley will be a problem?

Mr. GorF. I would say that the more we get into the staffing
shortages and the postmasters, as Mr. Mapa said earlier, we know
they are out there delivering mail, they are separating mail in
their office, and they are doing different things like that. That
takes away their time from the administrative duties that they are
supposed to do. So as they are doing more of that, yes, they get in-
volved in the Sarbanes-Oxley and the things that we are supposed
to do in our offices to comply with that. And I know that we are
a small part of that law for the Postal Service, but it will affect us
and it will affect on how we deal with that.

Our primary mission is to deliver the mail, and that is what we
should be doing, and if we are doing that and we don’t have the
employees to take and deliver that mail and we are doing that job
fior them, then we don’t have the time to do those administrative

uties.

Mr. MARCHANT. And, just as a last comment, I represent a dis-
trict that is about 15 suburban cities now that were all little farm-
ing communities before the Dallas-Fort Worth Airport was built.
Now they are all 50,000 or 60,000 people in these towns. Now some
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of them have hit their peak and are declining. As a Congressman,
I deal with the issue. Just last Friday I was in the little town of
Cedar Hill, and the mayor confronted me with the complaints that
he as the mayor was receiving about the service in the Post Office,
not the delivery out in the neighborhoods but the actual staffing
and the workload that was taking place in the actual Post Office.

What we are finding is that, as our parents are getting older,
they like to physically go to the Post Office. I mean, this becomes
a part of their routine. It is part of their life, depending on when
the mail is going to come to the house. So I think that even in the
most regressive of districts, and I have that, I have growing subur-
ban towns, the Post Office is something that our cities and commu-
nities need. They are putting new machines in. Some of the older
people are afraid of the machines. They don’t know how to use the
machines. As Congressmen, we really are in this as a partnership,
because when the Post Office is not living up to the expectations
of the American people, the first thing they do is pick up the phone
and call their Congressman.

I have had very good luck in sitting down with postmasters and
management and letter deliverers and just sitting down and work-
ing through a couple of specific problems. I appreciate the willing-
ness to do that. But as Congress looks at this problem, looks at the
implementation of all this modernization, this Congressman still
realizes that the Post Office is a very, very important part of the
American culture. I don’t know that my constituent will know what
a contract person is or not, and I know as postmasters that this
issue of a contract person not having a career, not being part of the
organization, and yet his or her behavior begins to reflect on your
behavior.

I am very open to these hearings, Mr. Davis. Mr. Chairman, I ap-
preciate being included in them. I appreciate your patience today
with all of this.

Thank you.

Mr. Davis oF ILLINOIS. Thank you very much, Mr. Marchant. I
want to thank you for coming to participate. We all know the dif-
ficulty that you had getting here, but, nevertheless, you were able
to make it before we ended.

I also want to thank not only this panel but all of our panelists.

I also appreciate the audience for your tremendous patience. This
has been a rather lengthy hearing. We we also wanted to get a
good overview and a good look at what is taking place in our Postal
Service and what it is going to take to actually implement the new
reform legislation that was passed last year.

I want to thank all of the witnesses and Members who attended
the hearing today. We expect that we are going to have the dialog
continuing.

The hearing record will remain open for 7 legislative days for any
additional statements or comments.

I want to thank the staff for putting together all of the extensive
information that we have had gathering all of the statements and
for their preparation for the hearing, which has consumed all of
our time up to this point. Now we are ready to go and do some
other things for the rest of the day.

With that, the hearing is adjourned. Thank you all so very much.
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[Whereupon, at 2:32 p.m., the subcommittee was adjourned.]

[The prepared statements of Hon. Wm. Lacy Clay and Hon. Jan-
ice D. Schakowsky, and additional information submitted for the
hearing record follows:]
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Statement of Wm. Lacy Clay

“The U.S. Postal Service 101"
April 17, 2007

Mr. Chairman, thank you for your leadership in passing the Postal
Accountability and Enhancement Act and for holding today's
hearing. The United States Postal Service provides a vital public
service to all of our constituents and is an important part of our
nation's infrastructure.

As the Postal service faces the challenge of successfully
implementing the new reform law, your recent removal from
GAO's High-Risk list is extremely encouraging. I am honored to
represent over three thousand postal service employees in
Missouri's 1st Congressional District. I am committed to
protecting these employees' interests and ensuring that their
customers have universal postal services, at affordable rates, for
years to come.

Although the reform legislation is now law, there is more work to
be done. It is essential that the Postal Service find innovative ways
to compete effectively in our evolving economy. I welcome all of
our witnesses and look forward to working with you to build a
strong future for our Postal system.
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Statement of U.S. Rep. Jan Schakowsky (D-IL})

Testimony Before the House Oversight and Government Reform
Subcommittee on the Federal Workforce, Postal Service, and the District of
Columbia

4117107

Chairman Davis, thank you for allowing me the opportunity to deliver this testimony
on behalf of my constituents in lllinois. | applaud your leadership on the issue of
postal reform, and | commend you for holding this hearing.

I hope this committee will continue to work to find ways to improve postal service. |
know that the vast majority of postal employees are doing their best, but there are
still significant problems. And | am concerned that these problems are on the
increase.

For example, over the past 6 months, my office has handied over 150 postal cases
for constituents in Chicago, mostly at the Uptown, Rogers Park, Northtown,
Edgebrook, and Norwood Park Stations. My office has already handled over 80 new
postal cases in 2007, which does not even count the constituents who are calling for
a second or third time about mail service.

My office received a phone call from a constituent who is in the military serving in
Afghanistan. He phoned my office from Afghanistan to ask for assistance in
forwarding his mail from his residence in Rogers Park (60628) to his brother’s house
while he was deployed abroad. Apparently, he had tried to call the post office but no
one would assist him.

Some of my constituents are “snowbirds” who spend their winters in Florida, Arizona,
and other states with warmer climates. Many of these constituents were excited to
hear about the new premium forwarding option available for a fee to ensure that their
mail would reach them throughout winter. However, many were disappointed with
the service after they did not receive the priority packages that they had paid to have
sent. Although my office interceded for these constituents, it usually resulted in
THEIR receiving only one package, and they had to contact my office again to get
other packages. The most egregious instance of this was in Rogers Park (60626).

A constituent went to the Uptown Post Office to apply for her passport. She was told
by customer service that regardless of her U.S. Citizenship, they would not accept
her passport application because she did not speak English well enough.

Many local businesses and non-profits have contacted my office about bulk mailings
being delayed or not delivered at all, which has been extremely detrimental to their
work. This includes mailings from Chicago Alderman Mary Ann Smith (60640),
Lincolnwood Jewish Congregation (60712), Local 6 UAW retirees, Creative
Management Graphics on behalf of Chicago-Kent School of Law, and many more.



255

The Chicago Board of Elections sent postcards to voters prior to the most recent
municipal election with information on where their polling places are located.
Thousands of these postcards arrived after the election. The Church of Saint Ita sent
a mailing announcing Holy Week services and events and the mailing was not
delivered before Easter.

Many of my constituents complain about delayed delivery or non-delivery of mail.
Their missing mail includes credit card statements, tax documents, condo
assessments, disability checks, paychecks, electric bills, financial documents, stock
certificates, property deeds, Social Security cards, insurance cards, and license
plate stickers. Delayed delivery includes magazines, coupons, and invitations that
necessitate prompt mail service. Many constituents have had to pay late fees as a
result of late or missing mail.

One Uptown constituent recently received a parking ticket because his license plates
had expired. This happened because he had not received the renewal letter that the
Secretary of State had mailed him. One Lincolnwood constituent is missing two
pension checks the VA sent to him. The pension checks have not arrived in his mail,
they have not been forwarded fo his niece’s house, nor have they been returned to
the Department of Veterans Affairs.

A Northtown resident (60659) advised me that it took over three weeks for her
paycheck to arrive from the State of lllinois. By the time it arrived, she had already
stopped payment on the check and had to wait an additional two weeks for a
replacement check fo be issued.

Many constituents contact my office regarding mail-order prescription drugs which
do not arrive in the specified timeframe and endanger their health. The list of
grievances seems endless.

Many constituents also express concerns about not having regular carriers on their
routes. It is my understanding that these routes become split and carriers deliver
parts of them after they have finished their regular routes. My constituents have
advised my office that carriers are delivering late into the night and they are
concerned about this. They are concerned the carriers can't read the mail because
it is so dark outside at 9 or 10 PM. They are concerned the late night and unfamiliar
carrier result in missed deliveries. They are also concerned for the safety and
wellbeing of these carriers. One of my concerns is that the Postal Service is
understaffed. | hope this committee will take a close look at employment issues.

Again, Mr. Chairman, | appreciate the opportunity to represent my constituents
today. Your leadership on postal issues is a benefit to the State of Hiinois and to the
nation. | hope that your efforts in the 110" Congress continue to be a success.
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Chairman Danny Davis, Ranking Member Ken Marchant and other members of the Sub-Committee: My
name is John V. “Skip” Maraney and I am Executive Director of the National Star Route Mail Contractors
Association. The Association is comprised of small businessmen and women who contract with the
USPS for the over the highway transportation and delivery of the mail. We ultimately represent some
17,000 contracts located in the States and some Territories of the United States. Of this total,
approximately 7,600 are CDS contractors (formerly know as Box Delivery Contractors) who, for the most
part, deliver mail in rural America. I will comment more on these routes later in this statement. The
Highway Contract industry is the only dedicated industry with which the USPS contracts and over 85% of
our contractors do nothing else but haul mail.

We, as others of our Postal friends have done, wish to thank you Chairman Davis as well as full
Committee Chairman Henry Waxman, Representative Tom Davis, and Representative John McHugh for
the Bi-Partisan effort in bringing Postal Reform to fruition in the last Congress. We also thank Chairman
Waxman and you for establishing this Sub-Committee and for holding these oversight hearings.

As you have heard from the USPS and others who testified on April 17", almost every aspect of the
Postal Service these days is cost driven. It has been reported to you that the USPS is planning to borrow
$1.8 billion this year which will push its outstanding debt to almost $4 billion to meet short-term cash
flow needs that come at year’s end (GAO, April 17, 2007). Our industry is not immune from these cost
saving efforts as the USPS is in the throes of closing and/or realigning its facilities and streamlining its
transportation network. For over the Highway Transportation routes the USPS has instituted 2 year flat
rate contracts with no cost adjustments along with 4 year contracts that may be adjusted at the end of the
o year due to increased labor cost, insurance, tolls, etc. The USPS and its Highway Contractors are
covered under the McNamara-O'Hara Service Contract act and the contractors are required to pay its
drivers an area wide wage determination as published by the Department of Labor. This wage must be
updated every two years and the USPS adjusts the contracts accordingly. It is the USPS’ position also
that it is assuming the risk of fuel costs as it pays for fuel used either by the use of a Voyager card issued
to a contractor, the use of DOE regional fuel index to adjust contracts, or the reimbursement of fuel costs
to contractors who purchase fuel in bulk. Thus, the USPS will state that it assumes the risk for 70% of the
contractors cost. This leaves 30%of a contractors rate which is non adjustable and he must absorb
operational cost increases over a 4 year period such as salary increase for mechanics and office staff, truck
parts and other administrative costs. Indemnity provisions for contracts cancelled for the convenience of
the Postal Service have also been eliminated.

The USPS and the Association has a Joint Policy Comumittee that meets three of four times a year to
discuss issues which may improve the business process. We have an excellent relationship with USPS
policy makers and it is through the works of this committee that we are hoping to restore some type of
Cost of Living index to current non-adjustable items in the contract and return some type of indemnity
payment. It is an uphill battle but we keep plugging away.

CDS contracts, formerly known as Box Delivery Contracts, deliver mail mostly in rural areas, driving
millions of miles and they sell stamps, money orders, accept express and priority mail, collect signatures
and/or deliver confirmation pieces, pick up registered, certified mail and customer parcels. These
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contractors also travel everywhere everyday, serving America to the “last mile”. As you may have noted,
they provide the same services as rural carriers but save the USPS 15 cents per delivery unit (rural carriers
testimony, 04/17/07), which is a huge amount of savings. These contractors are subjected to criminal
background checks, including screening and fingerprinting, must provide satisfactory driving records and
are scrutinized in detail by the Postal Inspection Service. As PMG Potter testified “... Any carrier
whether a Postal Service employee or a Contractor who is involved in the criminal mishandling of the
mail is subject to the same criminal penalties contained in Title 18 of the United States code”.

In a verbal response on April 17 you heard one of the witnesses say that postmasters tell patrons that
they can’t do anything about contractor service deficiencies because they are contractors. This is simply
not the case. The Postmasters have administrative control over their post offices, which include
contractors and rural carriers. If a contractor exhibits service deficiencies, he is written up by the
Postmaster through a 5500 report and the report is communicated to the contractor’s Contracting Officer.
If the deficiencies continue the contracting officer will hold the contractor in default, cancel the contract
and resolicit the service. The Postmasters have much control over the CDS contractors and use this
control every day. You heard testimony on April 17" from the Rural Carriers citing cases of contractor
abuses, which I’m sure are probably true. However, one can find many similar abuses within their own
ranks. Just ask the Inspection Service. Neither of our organizations has all members who are pristine
perfect but you don’t denigrate an entire industry by citing a few anecdotal cases, which are rare; the
exception not the rule. Although similar instances occur within the letter carrier and the rural carrier
ranks, the overwhelming majority of these carriers are honest and hard working Americans serving their
country and the USPS with honor and dignity, as are the contractors. With respect to benefits, I have
attached a CDS solicitation for service where you will note that on page three the contracting office tells
prospective bidders that their bids should include benefits (health, welfare and vacation pay) costs. If
these costs are included in the bid, the USPS is paying the benefits through the award of the annual
confract rate.

In closing, Mr. Chairman, let me state that my research indicates that the 1" contract to haul mail was in
1785 with the Continental Congress to transport mail in New England with a contractor in Shrewbury,
Mass. This was 232 years ago and before the Post Office Department was created. In 1845 the U.S.
Congress passed the 1% law requiring the Post Office Department to solicit competitive

Bid, from stagecoach companies to haul the mail. The USPS and its highway contracting industry have a
long and storied past and we hope it continues well into the future.

Thank you for permitting me to submit this statement and I will be happy to respond to questicns.

Attachment
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Contract Delivery Service

Introduction

The United States Postal Service procures and establishes contract mail transportation
services largely through the competitive requeést for proposal (RFP) process. Such
highway transportation (post office to post office) and contract delivery service (CDS) .
contracts play a vital role in providing postal services to our customeérs.

Highway contract routes (HCR), both transportation and CDS, make up the largest single
group of transportation service contracts progcured by the US Postal Service. The contracts
range in size from larger long haul tractor trailers operating between major. posta!
Facilities or stations to smailer CDIS with owner operators using their own cars, operating
.out of small post offices. There are more than 6,400 CDS contract routes naticnwide
(including Alaska, Hawalii, and :Puerto Rico).

All of the HCR contracts are legal binding, contractuat agreements entered inta between
the US Postal Service and the private sector (that is, an individual supplier or private
-entity). Such contracts are nat for career postal eiripldyee positions, but rather busmess
opportumtxes as independent suppliers for these types of ser\uce

CDS pr}ovides delivery service similar to those provided by rural or city cafriersto
roadside mail box recéptacles, centralized units or building complex boxes, collections,
etc. Services are provided according to a spécified schedule and a line of travel outlined
inthe contract along with other duties, terms aﬂd conditions. .

The US Postal Service is committed to. creatmg a suppher base that 4 reﬂects the American
“business community, as well as mirroring the diversity of the ‘Postal Service’s customer.
base; and ensuring that ali suppliers have the opportunity. to compete for, and participate -
in, contracts with the Postal Service, Accordingly, the ‘Postal Service contmual!y seél
potential CDS Mail Siippliers-to dehver mailin numeérous delivery areas.”

{This handout is mtended merely as a general overview of some of the
contractual duties and responsibilities «of €DS for interested poténtial €bs
suppliers. You must referto a glven Solicitation. forits Specnflc Requlrements)

CDS duties may include (but not be lxmited to):

_» Sorting of mail in delivery sequence for active boxes
‘Loading sequenced mall and parcels into their delivery vehicle
Delivering mail to customer boxes along an assigned line of travel
Delivering mall to post offices along an assigned line of travel i
Dismounts may be required to deliver parcels, £xpress Mail, and cther mail items
Other administrative duties as required

C2NE T B B Y

Contract terms may be up to four years, with a renewable clause. Days of operation are
usyally Mondays through Saturdays (6 days per week), except holidays. The method of
payment is by a lump sum payment direct deposit to your bank atthe end of -each
calendar month. Training is provided to the supplier. -

2of7
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Submitting An. Offer

Prior to submitting an offer for a contract proposal in respanse to a CDS solicitation, it is
imperative that you conduct your own personal research to ensure that you thoroughly. .
familiarize yourself with all of the route requirements in the solicitation. This should
include, but not be limited to, contacting the postal administrative official of the route
{which is specified in the solicitation} to obtain information of the services to be
performed, as well as to the estimated weight and volume of mail to be cased and/or
transported, and actually driving the route’s specified {turn by turn) line of travel of the
route.

When submitting an offer, you must include all of the cost elements and circumstances
that may affect your own personal aperations of the route without regard To what similar
contracts may be operating at,so as to avoid any misapprehension or cause far complamt
thereafter. Direct specral attention to all of the requiréments as Specnﬁcally outlingd if the
sohcxtatlon

Your costs should also include any operatxonal labor and miscellaneous expenses that you
may_expect to INEdr pertaining to this contract, in addition to all applicable federal, state,
and lgcal taxes. Some ‘expenses rnay include, but may not bé Jimited to?

(1) Any hired employee salaries (for example, a regular hrredg_rlv_e,g)_b
{2) Fringe benefits (eaith; Welfare, and vacation pay) for regularly hired drivers;
< CEquipiien 1 ¢, oil changes, | vehicle repaw),
(4) Replacement costs for your vehtc! S o
; alary, fringe benefits anc proﬁ%‘or yourse!f as an owner opei’ator

o,

For CDS, or combmatlon CDS and transportatson contracts (Combo), once the contractfls
.awarded adjustments to the bottom line contract rate cin be made only in accordance :
with Management Instructlons on Economic Ad}ustmehts This includes rate ‘adiusto
for st of living and fuel mdexmg for increases or decreases A fuel costs. If you have
E@mm‘fﬁ‘s adjustment proces§, you miay contact the ofﬁce that JSSUEd the
solicitation for an explanation prior to preparmg your offer,

The following is app

Eligibility Requiremenis: for supptiers)
Subjett to the below exceptions, any individual 21 years of age or older, any partnership
in which at least one partner is 21 years ‘of age or older, .and any corporation ih which at
least one of the officers is 21 years of age or older may hold mall transportation '
contracts. Requests for proposals (RFP) may establish other® e!xgxb ity requsrements as
needed.
The following persons are ineligible to perform services under a contract:
. A
+ Persons on paro!e or under suspended sentence for commission of a felony,

»  Persons with known criminal records which involve convictions for offenses
involving moral turpitude or dishonesty.

« Persons who associate with convicted felons.

30f7
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+ Persons known to engage in the illegal use, possession, sale, or transfer of
narcotics or other drugs.

» Persons who knowingly submit Talse data or conceal data for the purpose of
gaining employment.

» Persons whose driving records indicate that their driving motor vehicles would
‘be hazardous (applies only to drivers).

« Persons who through their abusive or disruptive behavior would pose a
danger to fellow workers.

The Postal Service does not award contracts to (1) Pastal Service employees, {2) their
immediate families, or {3) business organizations substantially owned or controlled by
Postal Service employees or their immediate families. A Postal Service employee Is any
Postal Service officar or any employee waorking on a full-time or part-time basisdin a
career or non-catreer position, specifically persons in temporary positions such as
‘Postmaster replacements and rural carrier reliefs. Immediate family refers 10 the spouse
of, minor child or children of, or other individual related by blood to.an employee and
residing in the employee's househo!d

‘No proposa! for a contract shall be consrdered unless the offeror submitting it can assure either
pérsonal or representative supervision over the operation of the roufe and .cdh be easily
contacted in the event of emergencies (to give personal or represéntative attentnon to the
Aproblem at-hand).

‘No contract shall. be ‘made with any offeror who ‘has :ertered into orproposed any combma’tlon,
to prevent the making of any proposal for carrying mail or who ‘has agreed, or giverr.or
wpromised- any tonsideration,-to induce andther potential offeror not to subhiit an, offer for such,
:a contract.. The Postal Service may terminate the contract of any suppher so ofﬁéndmg and_
may dlsquahfy such supplier from contractmg for transportmg mail under future contracts.

Eligibility Requirements (for nired Employees)

As CDS contract schedules are generally required to be operated six days a week
(Mondays through Saturdays, except holidays), the supplier is expectéd o have the
services performed each of the scheduled days, no exceptions.: Accordingty, CDS suppliers
‘must prearrange for regular or relief employee(s) to cover such services in the event of
any emergencies, or scheduled or unanticipated absences (vacatnons, illness, -etc.).

Supplier employees engaged as drxvers of vehicles with a GVW of 10,001 Ibs. or more
must be at least 21 years old. All other drivers must be at least 18 years old. No supplier,
subcontractor or employee of a supplier or Subcontractor may be allowed access to mail
matter or postal operational areas unless hé or she displays a valid identification card
issued by the Postal Service. Unless they have beén excepted (“exempted"), the Postal
Service will not issue the identification cards described above to individuals untit they
“have been screened to determine their suitability for that access. Forms and procedures
for screening are as set forth in Handbook PO-508 and in any applicable Management
Instruction. .

In conducting ‘operations under the contract, the supplier shall not employ any individual
who is facking sufficient ability to perform properly the required duties, not a reliable and
trustworthy person of good moral character, or barred by faw or Postal Service
regulations from performing such duties.

40of7
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DRIVER DISQUALIFICATIONS

General Disqualifying Factors

within the last 3 years.

1. Applicant lacks adequate driving experience over the type of
terrain and weather to be experienced on the route.
2. Applicant has a pending proceeding for suspension of driver's license,
orhas had license suspended for.any moving violation

3. Applicant has had driver’s license revoked within the last 5 years.

Specific Disqualifying Factors

Type of Violation

More than the indicated number of

convictions within the last:

15 years

1 Reckless or careless driving:

1 3 years

1

12

| Any driving convictioh

involving use of drugs, alcohol,
1 or othér controlled substances.

0 (none permitted)

0 (none périnittedy |

Any driving conviction
involving drugs, alcohol, or
other controlled substances
| while operating a véhicle.

1 under Postal Service tontract. |

0 (none bermiggd}

I (néneﬁermitt‘ed}

At-fault accidents (i.8.,

| accnderﬁs for which the dnver
was convicted of a mOan
v:olatlon) ’

E

fatamy

2, or any at-fault
accident resulti ng ina |

T2 or any at-fault

accident resulting |

1 in a fatality.-

i Leavmg the scene. of an
acctdem

— | 0.:(npn,e permitted)

T o ’(ﬁone permitted) |

-All other moving traffic
| offenses (includes speadmg
violations).

1 3-{or-morethan-1 in the ]
{ast year)

55“-(0r 3 or more for |-
_same offénse) -

Notes:

unavailable.

{ For-purposes of determining disqualifying vxolahons only offenses for which
there was a convictioh ate considered.

Time frames for disqualification are measured from the date of the

offense, not the date of the conviction.
1 The “3 years” column appligs onlyif the 5-year dnvxng record is

Vehicle Reguirements

The Supplier is required to provide the nu?mber and type of vehicle(s), as well as the

minimum cubic feet of usable load space as specified in the solicitation.

Vehicle(s) cannot be more than five years old at the beginning of the contract term, A
vehicle that becomes more than ning years old during the term must be repldced at the
expense of the supplier. For purposes of calculation, a vehicle will be considered as one
year old on December 31 of its model year. Offerors or suppliers should therefore arrange

to set money aside for this purpose.

50f 7
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All equipment shall be presented for inspection at the jocation and time indicated by the

cantracting officer or authorized representative. Equipment used on the contract must at
all times be maintained in a condition that reflects favorably on the Postal Service and is
acceptable to the contracting officer or authorized representative for the full term of the

contract and any subsequent renewals that might be negotiated.

Vehicles used on the route must be equipped with roof mounted warning light(s), visible
from all directions. Strobe-type lights are recommended in lieu of flashing/rotating lights
in areas where staté or local law permits. The words “US MAIL” may also be displayed on
the delivery vehicte at the option of the supplier or as required by law. Lights and signs
may be temporary or permanently affixed to the vehicle. This requrremen’c does hot apply
where prohibited by state or local law.

Cellular Phone

The supplier shall equip each vehicle or supply each driver with a cellular phone to enable
‘the Postal Service or the driver to initiate two-way communications. The suppher/driver
must observe all federal/state/local laws regarding the use of cellular comrmunications.
The vehicle shall not be in motien during communications.

Vehicle Insurance Requirements

The supplier shall establish and maintain continuously in effect a policy or policies of -
liability insurance for all motor vehicles to be used under=the contract, providing as a
mlmmum the fol!owmg coverage : » . [

(1} Limit for bodily injuries to or death of one person

. %100
(3} Limit for bcdily injuries to or death of all persons in any dne acciden

(3) Limit for {oss or damage to property of others in any one acc:dent
L . -$100, ono
(other than mail)

In the alternative to (1), (2) and (3) above, a combined single limit {CSL) for bodily injury
fo, or death-of persons and loss or damage of property per smg)e accident: Minimum
coverage of- $600 000.

If greater minimums ate required by Stateor Federal ~law'::or;reguléti9ns, those
minimdmnis shall apply in place of the foregoing.

Appearance and Uniform ‘Requirements

'Suppliérs and their employees are required to maintain a neat, clean, and professional
appearance, reflecting a positive image while engaged in postal contract operations.

Suppliers and their employees are required to wear a certain set of uniform clothing to be
purchased from a uniform vendor designated by the Postal Service. The supplier must
purchase sufficient quantities of such clothing (outlined in the solicitation) for themselves
and their employees. The first purchase must include at least six shirts. The outer
garment must identify the supplier or employee as a US Mail Suppliér. The supplier will be
reimbursed up to $250.00 for the first year, and up to $125.00 for each year thereafter of
the contract term and any renewals,

6 of 7
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“The U.S. Postal Service 101”
April 17, 2007
Thank you all for being here today.

Panel 1. - Mr. John E. Potter, Postmaster General

1. Mr. Potter, I understand that since 1998, the Postal Service
has sold the Breast Cancer Research Stamp (BCRS) and been
engaged in many local and national events to raise awareness of
breast cancer. Since that time the sale of this stamp - the first
semi-postal stamp ever issued in U.S. history - has enabled the
Postal Service to gain community support to "Fund the Fight and
Find A Cure" and strengthen ties with all of the organizations
involved in finding a cure for breast cancer. I applaud you for your
efforts in this fight.

According to your most recent sales figures, the American public
has shown overwhelming support by purchasing 755 million
stamps which has raised $52.3 million for breast cancer research.

Q:  Could you take a moment to share with us your experience
with administering and implementing this stamp program and talk
about the challenges to the Postal Service in administering the
program in 2 year increments.

Thank you. Having had family members diagnosed and survive
breast cancer, this issue strikes a personal chord with me. I
introduced HR 1236, in an effort to make the semi-postal Breast
Cancer Stamp permanent. While Congress has already recognized
the necessity for this stamp by reauthorizing it every two years,
HR. 1236 would remove the need for Congress’ intervention. I
encourage all of my colleagues to cosponsor this bill.

Panel 11 - Mr. David Williams, Inspector General, USPS
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2. Mr. Williams, private corporations are increasingly adopting
a strategy of outsourcing the performance of activities that are not
among their core competencies, and keeping their core
competencies in-house.

Q: What do you regard as the core competencies of the Postal
Service that should not be contracted out?

Panel 111 - Mr. William H. Young, President, National
Association of Letter Carriers

3. Mr. Young, bills to stop the sending of unwanted mail,
modeled after do-not-call registries, have been introduced in nearly
a dozen states; including Missouri.

Q:  What effect would the passage of bills like this have on the
Postal Service?

Mr. John Hegarty, National President, National Postal Mail
Handlers Union

Q. Does opposition to the growth of advertising mail constitute a
threat to the survival of the Postal Service, given that standard mail
volume now surpasses that of First Class letter mail?

Panel 1V - Mr. Keating, National Association of Postal
Supervisors

4. Mr. Keating, constituents have complained about late
deliveries and non-deliveries of mail, apparently due to drastically
understaffed offices. There are reports of over 200 staff being on
light limited duty, where they can only fulfill a portion of their job,
for over 20 years. This has created a dilemma in St. Louis where
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offices haven't been able to hire full-time workers because there
are so many people on light limited duty occupying the payroll.

Q:

Q:

How long can staff stay on light limited duty and are they
paid their full salary while on light limited duty?

How often do light limited duty cases get reviewed and what
is done after the reviews?
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Jonn E. Potrea
POSTMASTER GeneRaL, CEO

p. UNITED STATES
POSTAL SERVICE

May 3, 2007

The Honorable Danny K. Davis

Chairman, Subcommitiee on Federal Workforce,
Postal Service, and the District of Columbia

Commiitee on Oversight and Government Reform

House of Representatives

Washington, DC 20515-6143

Dear Chairman Davis:

This responds to your April 24 letter containing additional questions from Representative Lacy Clay to
be included in the April 17 postal hearing record.

Representative Clay asked that | share with you my experience with administering and implementing
the Breast Cancer Research Stamp (BCRS) program and to share with you the challenges to the
Postal Service in administering the program in two-year increments.

The Breast Cancer Research stamp is the semipostal with the longest history. It is a very popular
sermipostal and has significant grassroots support throughout America. We are proud to be a part of
this effort, and we would be happy to work with you to discuss the future of the stamp.

To maximize efficiency, we keep the stamp design the same from year to year, which saves on our
printing costs. We aiso regularly include reference to the stamp on our literature that advertises
available stamps to purchase. We have a good sales history with the stamp, and that gives us the
necessary data to print and distribute the Breast Cancer Research stamp in sufficient quantities to
Post Offices nationwide.

Representative Clay also makes reference in his documentation to be included in the hearing record,
H.R. 12386, a bill which he introduced on February 28, 2007, to make the semipostai Breast Cancer
Research stamp permanent. Permanent reauthorization for semipostals would fikely lead to calis for
permanent authorization for other semipostals to benefit a number of worthy causes. We would have
many worthy causes competing for a limited poot of customers, and not all semipostals would have
comparable levels of support. Therefore, | believe the current two-year time frame is the most
appropriate one.

if you have any questions, please do not hesitate fo contact me directly.

Sincerely,

¢ Yt

John E. Potter

475 LEneany Puaza SW
Waskivaron DC 20260-0010
WWW.USES Com
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Question for the record (April 17, 2007 - Hearing on Postal
Service: 101) from Congressman Wm. Lacy Clay (D-MO)
to John Potter, USPS

Q. Mr. Potter, private corporations are increasingly
adopting a strategy of outsourcing the performance of
activities that are not among their core competencies and
keeping their core competencies in-house.

What do you regard as the core competencies of the
Postal Service that should not be contracted out?

A. The Postal Service exists to provide reliable, universal
mail service at an affordable price for the American public.
A core competency has been defined in the corporate
world as something that makes a significant contribution to
the final product and is difficult for competitors to imitate.
Using that definition, | would say that the core
competencies of the Postal Service are the planning,
development, and management of an integrated, national
system of mail collection, sortation, transportation, and
delivery.

John E. Potter
Postmaster General
U.S. Postal Service
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National Association of

Letter Carriers

May 3. 2007

Chairman Danny Davis

Subcommittee on Federal Work force,
Postal Service, and the District of Columbia
2157 Rayburn House Office Building
Washington, DC 20515-6143

Dear Chairman Davis:

Thank vou for the opportunity to respond to Representative Clay’s question
regarding proposed legislation to create do-not-mail registries in several stales
throughout the country. The creation of a do-not-mail registry would be an
extromely negative development for letter carriers, mailers, and postal patrons alike.
Tn 20086, for the first time in our history we delivered more advertising mail or “'direct
mail” than first class mail. As a matter of fact direct mail now accounts for over 50%
of mail delivery. While the revenue generated from direct mail is much less than that
generated from first class mail, if the Postal Service were to lose that divect mail
volume universal service and our six day a week mandate would be in serious
jeopardy.

We appreciate the concerns of patrons who do not want to receive this mail,
however, we distinguish mail from annoying phone calls usually made at dinner
time, becausc patrons can deal with their mail a1 their leisure. In addition, with the
introduction of intefligent mail the Postal Service will soon hiave the capability to
identify patrons who do not want to receive certain mail and block that mail from
delivery, Rather than risking universal service or six day delivery by passing do not
mail legislation, we contend it is wiser to wait and utilize this new technology.

1T can be any [urther assistance to you or the members of the subcommittee on this
or other issues please do not hesitate to call on me. Thank you.

Sincerely,

lliwwo ¥

William H. Young
President
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National Postal Mail Handlers Union

John ¥. Hegaxty Mark A. Gardner
«MﬁA‘nOﬁL PQSTAL R § Nattonal President Seerelary-Treasurer
' Hardy Willams  Swmvel C.D'Ambrosio  Paud Hogrogian BruceZ Miller  Efrabm Danicl
RS & Weo Presiclent Vice President Vice President. Vice President Vien Presidens
= Contral Kegion Easizrn Region Northeostern Region Southern Regton Western Regton
May 4, 2007

VIA FACSIMILE AND U.S. MAIL

The Honorable Danny K. Davis
Chairman, House Subcommittee on
Federal Workforce, Postal Service, and the District of Columbia
Committee on Oversight and Government Reform
2157 Rayburn House Office Building
Washington, DC 20515-6143

Dear Chairman Davis:

Thank you for the spportunity to testify about the Postal Service
during the hearings on April 17, 2007,

This letter also responds to the post-hearing question raised by
Rep. Lacy Clay, who asks whether opposition to the growth of advertising
mail constituites a threat to the survival of the Postal Service, given that
standard mail volume now surpasses that of first-class letter mail?

The simple answer is absolutely yes, because standard mail,
including advertising mail, represents an important, integral contributor
to the overall finances of the Postal Service (USPS).

The mail mix is changing; that fact is incontrovertible. First-class
muail is diminishing as the use of electronic communications grows.
Quite simply, the USPS needs to grow its business elsewhere to cover the
loss in first-class mail. Most of that growth has ocourred in advertising
or other standard mail. If that growth does not continue, the revenues
most likely would have to be generated by precipitously raising rates or
drastically cutting services, putting the entire postal system in jeopardy
of a death spiral of increasing rates, decreasing volume, and diminishing
services.

National Headquarters: 1101 Connecticut Avenue, NW, Suite 500, Washington, D.C. 20036
(202) 833-9093  FAX (202) 833-0008  hupi//eww.npmhu.org

vl
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Advertising mail also has the secondary effect of being a valuable
generator of business in this country. For example, catalogues save
consumers time and assist in ordering on-line, via the phone or by mail.
Catalogues also save trips to the stores or the shopping mall. The result
is a decrease in gas conswmption, air pollution, and other customer
costs. Advertising through the mail has become essential to both the
local and national econories.

Put another way, a reduction in advertising mail could mean
higher rates, cuts in postal services, closing of local post offices, and the
loss of jobs. It would serve no public purpose, but only would benefit the
limited sector of private businesses {e.g., newspapers, internet-based
portals) that seek to lure business advertising away from the Postal
Service,

I trust that this is responsive to Rep, Clay’s question. Please do
not hesitate to contact me if [ can provide you or the Subcommittee with
additional information.

Sincerely,
%
Jghn F ty

National President

Ce: Rep. Kenny Marchant, Ranking Member
Mark A, Gardner, NPMHU National Secretary-Treasurer
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NATIONAL ASSOCIATION OF POSTAL SUPERVISORS

National Headquarters
1727 KING STREET, SUITE 400
ALEXANDRIA, VA 22314-2753

(703) 836-9660

May 8, 2007

Congressman Danny K. Davis

Chairman, Subcommittee on Federal Workforce,
Postal Service, and the District of Columbia

2157 Rayburn House Office Building

Washington, DC 20515-6143

Dear Chairman Davis:

This will respond to Representative Lacy Clay’s additional questions subsequent to my
testimony before the Subcommittee on “The U.S. Postal Service 101” on Tuesday April
17, 2007.

“4, Mr. Keating, constituents have complained about the late deliveries and non-deliveries
of mail, apparently due to drastically understaffed offices. There are reports of over 200
staff being on light limited duty, where they can only fulfill a portion of their job, for over
20 years. This has created a dilemma in St. Louis where offices haven’t been able to hire
full-time workers because there are so many people on light limited duty occupying the
payroil.

“Q: How long can staff stay on light limited duty and are they paid their full salary while
on light limited duty?”

A: An employee may stay in a limited duty assignment until he/she either returns to full
duty, or reaches maximum medical improvement (MMI). USPS has some employees who
have been in limited duty status for over 5 years because they are slowly improving. Once
they reach MMI, USPS tries to find a permanent rehabilitation assignment that must be
within the employee’s medical restriction and meets OWCP approval, Employees in a
limited duty or rehabilitation assignment are paid their full salary. If a person can only
work a partial day, such as 4 hours, OWCP pays the employee compensation for the
remainder of their work day. USPS does have people who work 4-7 hours a day and
receive compensation for the rest of their work day.

“Q: How often do light limited duty cases get reviewed and what is done after the
reviews?”

A: Limited duty cases are reviewed based on the individual case — primarily the medical
condition of the employee. As an example, a broken leg would not require weekly checks by
an injury compensation specialist. Based on the injury, the specialist would review this case
based on medical documentation with the first review perhaps 3-4 weeks after the injury.

Representing supervisors, managers and postmasters in the United States Postal Service
S
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Ted Keating, President, NAPS 2
May 7, 2008

A dog bite claim would be handled differently. The specialist would review the case daily
until the employee is back to full duty. There is no set formulae as each case is handled
based on the nature of the injury. The injury compensation specialist works with the
employee and the employee’s supervisor during the recovery process to ensure that all the
employee’s issues are managed and the return to full duty process is completed.

I hope the above information has answered your questions. If I can be of additional
assistance, please do not hesitate to contact me.

Smci:fel)'/. 5 -

4 b{o«/@}
Ted Keating
President

cc: Rep. Kenny Marchant
Ranking Member
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