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GENERAL OVERSIGHT OF THE U.S. POSTAL
SERVICE

WEDNESDAY, JUNE 10, 1998

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

The subcommittee met, pursuant to notice, at 11 a.m., in room
2247, Rayburn House Office Building, Hon. John M. McHugh
(chairman of the subcommittee) presiding.

Present: Representatives McHugh, Gilman, LaTourette, Sessions,
Fattah, Davis, and Burton (ex officio).

Also present: Representative Blumenauer.

Staff present: Robert Taub, staff director; Heea Vazirani-Fales,
counsel; David Jones, professional staff member; Laurel Grover,
clerk; and Denise Wilson, minority professional staff member.

Mr. MCHUGH. We have received cooperation with the minority,
and I appreciate that, to begin with statements. The members up
here heard me talk before; that may be why theyre not showing
their faces until we dispose of that part. So perhaps we can at least
begin the introductory part of the hearing, and of course I want to
welcome everyone here this morning for this continuation of our
oversight activities here as part of the 105th Congress.

I'm particularly pleased that we have such a gil;;inguished pair-
ing of panels to begin to inform us a bit about their perspectives
on the operations of the U.S. Postal Service.

For the edification of those who may not be aware, our first
panel includes Ms. Karla Corcoran, of course, the Postal Service’s
inspector general, and she has brought some very able staff indi-
viduals with her whom I know she will introduce. And Mr. Bernard
Ungar, who is Director of Government Business Operations Issues
for the General Accounting Office. He, too, has brought some able
assistants with him.

And of course neither of these individuals are strangers to this
panel. Both the inspector general [IG] and General Accounting Of-
fice [GAO] are on the front lines as America’s postal watchdogs,
and they have proven to be valuable partners with this subcommit-
tee in reporting to us on a broad range of postal operations.

Although the GAO has been evaluating postal operations since
the Service was sworn in 1971, the inspector general is a relatively
new player on the postal scene. Unlike virtually every other major
Federal agency, when it came to the Postal Service the American
public did not in the past have the benefit of the oversight provided
by an independent inspector general.

(1)
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I believe in a very positive way that was remedied in 1996 when
the Congress enacted legislation to create the postal IG. In that re-
gard, the subcommittee looks forward to hearing from Ms. Cor-
coran on the progress of establishing her office during the past
year. In my opinion it is important that the American postal con-
sumer be assured that the inspector general has the necessary staff
and resources to vigorously carry out all of her responsibilities
under the Inspector General Act.

With a budget of nearly $60 billion and nearly 900,000 employ-
ees, the Postal Service rivals the Department of Defense as the
largest Federal agency. It would thus seem appropriate that the
postal IG budget should be comparable to the budget for the Office
of Inspector General within the Department of Defense. I look for-
ward to exploring this matter with Ms. Corcoran today.

It is important to note that both the IG and GAO have identified
a number of initiatives that the Postal Service could undertake to
improve its own service, and, in that regard, I look forward to Ms.
Corcoran and Mr. Ungar highlighting these initiatives, especially
the extent to which the Service has %ollowed up on the questions
raised by the IG and the GAO in its reports to Congress. Further,
they have a number of assignments pending, and I hope Ms. Cor-
coran and Mr. Ungar both can report to us on the status of these
assignments and the impact these reports will likely have in as-
sessing the productivity and efficiency of the Postal Service.

Our second panel of witnesses today particularly includes the
Postmaster General, William Henderson. Although Mr. Henderson
has been Postmaster General now for less than 1 month, he, of
course, is no stranger to the Postal Service. Literally 1 year after
the Post Office Department was abolished and the Postal Service
created in 1971, Mr. Henderson joined the Service as a manage-
ment trainee in 1972,

Unlike other Postmasters General who arrived from outside and
had to learn the ropes of this massive organization from scratch,
Mr. Henderson brings a knowledge of the inner workings of the
Postal Service. By inheriting a dedicated work force and many ben-
eficial long-term programs already in place, he truly can, and I
would argue he already has, hit the ground running.

However, the Postal Service faces considerable challenges in sus-
taining its current performance and maintaining a competitive role
in providing mail service to the American public in the future. As
both the IG and the GAO have found, the Postal Service requires
significant attention to such areas as labor-management relations,
internal controls, and revenue protection.

The subcommittee looks forward to hearing Mr. Henderson's
plans to develop innovative solutions to these and other problems
confronting the Postal Service. And I would add, while today’s
hearing is not specifically devoted to reform issues, the recent deci-
sion of the Postal Service to press forward with its proposal to in-
crease postal rates despite earning profits has raised widespread
concern among postal consumers, major mailers and the Congress
about the workability of the current ratemaking process.

Evidently the issue of modernizing our Nation’s postal laws will
prove inherent in evaluating the operations of the Postal Service,
and the subcommittee is very interested in hearing Mr. Hender-
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son’s assessments of developments in the reform debate. Given that
Mr. Henderson’s tenure at the Postal Service covers nearly the en-
tire 28 years since the Post Office Department ceased to exist, I be-
lieve he is well positioned to understand how well the Postal Reor-
ganization Act has worked in those intervening years, as well as
how very important the task of modernizing our postal laws is to
the future of this agency.

With that I would conclude my remarks. I see we have been
joined by the gentleman from Ohio, Mr. LaTourette, a member of
the committee. I'm pleased to see that he is here. And I am also
pleased to see that the chairman of the full committee, Mr. Burton,
the gentleman from Indiana, is here and that we're being joined by
the ranking member, Mr. Fattah. I told you they were waiting to
see when I was done.

At the risk of breaking out of protocol, but understanding that
the other two gentleman just arrived and want to catch their
breath, I would yield to Mr. LaTourette, if he has any comments
he would like to make at this time.

Mr. LATOURETTE. Thank you very much, Mr. Chairman, and I
will do my best to serve as filler while Mr. Fattah and Mr. Burton
catch their breath. I want to commend you for having this over-
sight hearing, and when we get to the second panel I want to add
my congratulations to the comments you already made welcoming
Mr. Henderson on board, and I hope he has a long and successful
term at the helm of the Postal Service.

I'm very interested today. When we had this oversight hearing
last year, there were a number of concerns that I had when Mr.
Henderson’s predecessor appeared before the subcommittee, rel-
ative to performance bonuses and the criteria by which they could
be achieved, also a number of issues relative to labor-management
discussions. I look forward to hearing how those are coming along,
not only from the first panel but also from the second panel.

Today, however, when it’s my opportunity to ask questions dur-
ing this oversight hearing, I want to indicate, Mr. Chairman, my
very strong reservations about the Auto Day Pilot Program now
being conducted in Milwaukee, WI. I have concerns and questions
have been raised about whether or not one industry is being fa-
vored over another.

I have concerns about guaranteeing day certain delivery for one-
third the cost of a first class piece of mail. I also have the same
concerns you expressed in your opening remarks about the cost of
first class mail going from 32 cents to 33 cents. And I have grave
concerns about a Federal agency using its monopoly and clout to
develop a marketing plan which, if I read the documents correctly,
they're specifically designed to take revenues away from a private
enterprise.

If all of those things are true, I am given pause this morning,
and when I try and reconcile those events with the basic mission
statement of the Postal Service. Regardless of that, I look forward
to asking those questions. 'm also happy that the subcommittee is
exercising its oversight responsibilities this morning, and I look for-
ward to hearing from both of the panels.

Thank you, Mr. Chairman.
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Mr. MCHUGH. I thank the gentleman for his comments and for
his participation. In reserving the opportunity to go to the chair-
man of the full committee whom we’re honored to have here, kind
of as a windup of this, I would be happy to yield to the ranking
member, Mr. Fattah.

Mr. Fartad. Well, T would like to make an opening comment, but
I would be glad to yield to the full committee chairman if he would
like to make some remarks.

Mr. MCHUGH. I appreciate that courtesy. We are deeply honored,
Mr. Chairman, that you've found time to be with us.

Mr. BURTON. I wish my wife was here to hear you say that.

Mr. McHUGH. We've got cameras running, and I would be happy
to provide you with a copy.

Mr. BURTON. I go home to my wife and I say, “Do you realize
how important I am?” And she says, “Take out the trash.” And I
want you to know that I do appreciate the reverence that you have
for me.

I want to also welcome the new Postmaster General, Mr. Hender-
son. As chairman of the committee, I hope we have a good working
relationship, and I'm sure we will. And if we can be of any help
to you in your new position, we would like to do that.

I know that Chairman McHugh has worked very hard over the
past couple of years on postal reform. I hope that you and Mr.
McHugh work well together, and I’'m sure you will. There are a lot
of challenges facing the post office, and I'm sure you’re aware of
those. Everybody on the committee wants to make sure that the
American people get first class service, and toward that end, we
will be happy to do everything we can to assist you.

A couple of things concern me, as already have been mentioned
by my colleague, Mr. LaTourette. One is the Postal Service increas-
ing the cost of First Class postage. Last year, the Postal Service
had over $1 billion in profit, and this year it’s projected it’s going
to be about $1.4 billion. I just don’t understand the Board of Gov-
ernors and everybody going along with the postal rate increase
when you've had a $2.4 billion surplus over the past 2 years. I
think the American people need an explanation, and we would like
to have one, as well.

I also would like to, along with Mr. LaTourette and others, look
into the plans and the programs that you have in place that do put
the Postal Service in direct competition with private package car-
riers like Federal Express, United Parcel and others. I understand
that the Postal Service does provide that service and does it well.
But we want to make sure that a governmental or a quasi-govern-
mental entity is not in competition in an unfair way with these pri-
vate carriers.

And there’s been some question about whether or not there’s
cross-pollination between the revenues that have been coming in
from first class and second class and third class mail being used
to offset some of the costs of these packages, to put the Postal Serv-
ice in a more competitive position. So these are things that we
want to look into with you. We talked to your predecessor a little
bit about those. Perhaps you can work with us to shed more light
on the subject.
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And finally, let me just say congratulations on your new appoint-
ment. We will look forward to working with you. And I look for-
ward to hearing from the panel that is before you.

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

[The prepared statement of Hon. Dan Burton follows:]



STATEMENT of the HONORABLE DAN BURTON
Chairman, Government Reform & Oversight Committee
June 10, 1998

Mr. Chairman, I want to commend you for your careful oversight of the Postal Service, and for your
herculean efforts on behalf of, H.R. 22, the Postal Reform Act of 1997. Today’s hearing is our first
opportunity to welcome and hear from our new Postmaster General, William Henderson. Mr. Henderson, as
Chairman of the Government Reform and Oversight Committee, I want to congratulate you on your
promotion to Postmaster General, and extend to you my best wishes for success in your new position. I look
forward to working with you to maintain a strong, viable Postal Service as we move into the 21st century.
Please don’t hesitate to call me whenever I can be of help to you.

In the 104th Congress Chairman McHugh launched a very important debate on comprehensive
postal reform. The Postal Service’s impact on Americans’ daily lives and on our nation's economy is far-
reaching. Mr. McHugh recognizes that the Postal Service faces unique challenges in maintaining top-
quality, universal service at affordable rates in the face of vigorous competition from today’s new electronic
means of communication. As Chairman of the Government Reform and Oversight Committee, [ strongly
support Chairman McHugh’s efforts to pass a postal reform bill. I believe it is very important that we move
forward now to make needed reforms that will help the Postal Service respond to these challenges in a
businesslike fashion, and to provide a leve! playing field in those areas where the Postal Service competes
with taxpaying businesses. We should not w'i'l\wé falce a crisis before we pass postal reform legislation.

untj .

There is one issue in particular that | believe is very important and needs to be discussed at today's
hearing. That is the Postal Service's request for a one cent increase in First Class postage rates. Given that
the Postal Service made more than $1 billion in profit last year and already has a surplus of more than $1.4
billion this year, I do not accept the claim that a rate increase is necessary for its financial health. In early
April I wrote to the previous Postmaster General, Marvin Runyon, and to the Chairman of the Board of
Governors, objecting to the Postal Service's rejection of the Postal Rate Commission’s request to delay
consideration of the rate case until complete, accurate, and up-to-date financial data is available. I believe
that it’s very important that we have the most accurate, up-to-date data available for review before making a
final decision on postage rate increases.

It is also my strong belief that all Members of the House be on record as to whether they believe a
raie increase is a responsible course of action at this time. With this in mind and with my full support, the
House will consider a Sense of the House Resolutior: introduced by our colleague, Representative Tom
Latham, urging the Postal Service Board of Governors 1o reject the decision by the Postal Rate Commission
to increase postal rates. The Resolution will be considered as soon as the Floor schedule allows.

Thank you Mr. Chairman and I look forward to hearing from today's witnesses.
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Mr. McHuUGH. Thank you, Mr. Chairman. Again, we appreciate
your being here.

Next, back to the gentleman from Pennsylvania, the ranking
member, a fellow who has been very, very instrumental in helping
us on this panel to conduct these oversight hearings and our over-
sight responsibilities. We appreciate that, as always.

Mr. Fattah.

Mr. FATTAH. Thank you, Mr. Chairman. I yielded to the full com-
mittee chairman because I understand how the system works here,
and I also have a continuing hope that the chairman of the full
committee would help me figure out how to lower my handicap, at
least get me below 100 on the first 9 holes.

But, nonetheless, in keeping with the international flavor of the
joint session, and reminded of the chairman’s remarks about taking
out the trash, a prompt that is never recognized at home, has been
the saying, I had some officials in from the French Postal Commis-
sion. They were in our country because they were trying to figure
out how to learn from the U.S. Postal Service, which is by far the
best in the world, and to learn how it is that maybe the citizens
of their country could benefit from some of the efficiencies and ef-
fectiveness of our service.

So even though there were some legitimate concerns, I think that
is a very good starting point for this discussion. I'd like to also wel-
come formally the new Postmaster General, and also the chief oper-
ating officer, Mr. Lewis. I look forward to hearing from our rel-
atively new inspector general, who has been swamped with inves-
tigations and requests, many which have emanated from my office,
on a range of matters.

Our subcommittee has had some time now to have a public com-
ment period on H.R. 22, which is the chairman’s bill on postal re-
form, and at some point soon we will be issuing a document reflec-
tive of that. There are a whole range of other issues, including the
1 cent increase that the Postal Rate Commission has made a ruling
on, along with some of the packaging issues, that I think make this
hearing very timely.

So I want to thank you for convening us, and I look forward to
the testimony from this panel and the ones that will follow. Thank
you.

[The prepared statement of Hon. Chaka Fattah follows:]



Mr. Chairman:

I commend you for holding the first general oversight hearing
on the postal service this session. The timing of today's hearing is
particularly important. We have a new Postmaster General of the
Postal Service -- welcome Mr. Henderson and a new Chief
Operating Officer -- welcome Mr. Lewis. We also have the
opportunity to learn first hand the work and accomplishments of
the “new” postal service Inspector General, Ms. Corcoran. In
addition. we will be brought up to date on a number of reports and
issues pending before the General Accounting Office.

Before [ make any further remarks. [ would like to thank the
Chairman of the Subcommittee, Mr. McHugh for joining with me
on many initiatives this Congress, especially in the area of
diversity and the postal service.

The issue of “Glass Ceilings™ whether in the Federal workplace or
the postal service is a serious matter. I look forward to working
with the Chairman in assisting the postal service and the inspector
general in ensuring diversity in senior and executive level positions
within their respective organizations. Your interest and assistance
in this regard has been commendable.

This has been a busy time for postal matters. Since we last
met in November of 1997, the Subcommittee revised H.R. 22, the
Postal Reform Act and opened a “public comment period,” by
which interested parties could comment on the revisions.
Currently, the Subcommittee working on preparing a document
that reflects the comments and suggestions of those parties.



The Postal Rate Commission has issued a number of
recommendations. the most important one dealing with the
increase of the price of first-class mail by one cent. and another
regarding the setting of rates for the packing and sending of
packages.

The Inspector General has literally been swamped with
requests for investigations (to which [ plead guilty of asking for)
and requests to handle complaints and inquiries. The GAO has
been kept equally bussy. working on a number of requests, ranging
trom diversity to Global Package Link.

With that as the backdrop for our hearing today, let me thank
our panelists for coming. I look forward to hearing your
presentations and having the benefit of your thoughts. Thank you.
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Mr. McHuGH. I thank the ranking member, as always, for his
input and guidance and leadership. With that, I would be happy
to yield to the gentleman from Texas, Mr. Sessions.

Mr. SEssiONS. Thank you, Mr. Chairman. I appreciate this op-
portunity to be here today, and it's great to be with my chairman,
Chairman Burton.

Mr. Chairman, today what we are going to do is to hear a discus-
sion about the Postal Service and from our new Postmaster Gen-
eral, William Henderson. I would applaud you and your staff for
the work that you have done in working with not only the entire
postal committee but also the post office and their professional staff
in dealing with H.R. 22. I've heard consistently from those in the
postal community that our work with them and also our work with
Postmaster General Henderson has been diligent, participatory,
logical and also very innovative as we try and work together.

But I want to say, Mr. Chairman, that the workers of the Postal
Service are among the hardest working workers in our country.
They represent the lifeblood of an organization that delivers an in-
credible service to the American people, and that’s something that
every member of the U.S. Postal Service should be proud of.

I recently had an opportunity to travel in Jewett, TX, with Stan
Waltrip, a rural letter carrier in my district. And I must confess,
I think I have tennis elbow after working with Mr. Waltrip. It was
probably a very unfair thing. He let me help him, and I agreed to
do it, but I'm the person that had to hand the mail out all day. It
was a very enlightening thing for me to do.

The level of innovation that the post office has delivered and con-
tinues to deliver is impressive. The Postal Service has improved its

%erations and profits have gone up. But not all have seen positive

ects from the Postal Service reform.

I have heard from more than a few people, individuals and busi-
nesses in my district, about the increase in first class postage. I
had hoped that some sort of events in the past year would have
made the pending increase unnecessary; nonetheless, I encourage
the Postal Service to continue on its path to greater efficiency and
improved service.

I hope to hear more today about the Postal Service’s plan about
entering new areas, new lines of business already inhabited by
other American entrepreneurs. For instance, the Postal Service has
been experimenting with packaging operations for some time, but
this expansion has not been without an effect on other businesses.
Hundreds of my constituents operate packaging operations where
they rent out mailboxes and sell their mailing and packaging serv-
ices.

This comes as no surprise to the post office. We have talked
about this for a long time. The benefits currently enjoyed by the
Postal Service in terms of infrastructure alone give it a substantial
advantage over other competitors in areas like packaging. For in-
stance, it’s taken Mailboxes Etc. 18 years to open up 3,300 stores
throughout the country. If the Postal Service were to expand its
packaging operations to all of its postal centers throughout the
country, Mailboxes Etc. would have 38,212 competitors overnight.

Another area the Postal Service is experimenting in is business
advertising. I have had extensive discussions with several people

(o)
€
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who have approached me, and they have brought to my attention
that the Postal Service will have the ability to have an advertising
delivery service available to all mailboxes in an area the day after
it is delivered to a local post office, and will do that at a discounted
price. As you probably understand, automobile dealers will have
the privilege of overnight delivery of advertising to all mailboxes in
an area at a price unavailable to other members of the public or
any other business.

Mr. Chairman, I think as we approach H.R. 22, we’re going to
have to keep talking about innovative and constructive, competitive
maneuvers that the post office needs to take. But I find this very
enlightening, that we’re here today to hear from our new Post-
master General and our other panel who will be here to help us
understand more about how they intend to implement these new
changes, what the impacts will be, the necessary impacts on their
operations and each one of their employees.

And I thank you for the time.

Mr. McHUGH. I thank the gentleman. I always heard Pete Ses-
sions delivers. Now I know it’s literally true, so it’s good news.

DI would be happy now to yield to the gentleman from Illinois, Mr.
avis.

Mr. Davis. Thank you very much, Mr. Chairman. And let me just
echo some of the sentiments that have been expressed by other
members of the committee, yourself, and of course Chairman Bur-
ton. I, too, take the opportunity to welcome and acknowledge the
new Postmaster General and his deputy, as well as other members
of the staff who are present this morning.

As I understand it, the Postal Service has posted annual profits
for the past 3 years. I acknowledge and commend all of those par-
ties who contributed to this significant improvement, and especially
former Postmaster General Runyon and the inspector general, as
well as all of the men and women who work for the Postal Service.
It’s indeed illustrative of the hard work they do. And I'm sure that
Mr. Henderson played a pivotal role in these profits, and know that
he will continue to do so in his new role as Postmaster General.

As all of us know, the Postal Service is very important to the
lives of all Americans. It handles over 43 percent of the world’s
mail, serves more than 8 million small businesses, and employs ap-
proximately 900,000 people nationwide.

I represent the city of Chicago, where one of the largest post of-
fices exists and where there are a large number of people employed
by the Chicago Postal Service. In fact, there are over 1,600 postal
workers who live in my congressional district alone, 1,600 men and
women who work hard, pay taxes, provide services, earn a living,
and contribute to the economy of the Nation.

I'm interested in hearing from you today, and would raise a few
concerns basically that are raised by the people that I represent.
I recently spoke to a constituent who works for a nonprofit organi-
zation in Bellwood, IL, and they are concerned that as a result of
the Revenue Reform Act of 1993, the nonprofit postage rate may
go up in October by an average of 15 percent, while the overall av-
erage increase for commercial mail is expected to be 3.5. This could
be a huge operating increase for many nonprofit organizations, and
they, along with myself, are very much concerned about it.
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I'd also be interested in hearing about cost overruns, the recent
decisions that some of the post offices have made to contract out
services for priority mail, labor-management issues that continue
to be at the forefront of what I consider to be the biggest problems
facing the Postal Service today, as well as the question of diversity
that all of us are grappling with all the time.

With that said, Mr. Chairman, I appreciate the opportunity and
certainly look forward to engaging the witnesses.

Mr. MCHUGH. I thank the gentleman.

And with that, I see no other members for a statement. We al-
ways try to obey the rules of the full committee, so we particularly
want to make sure that happens today. So if I could ask those who
will be expecting to testify to please rise and affirm an oath for me.

[Witnesses sworn.}

Mr. McHuUGH. The record will show that all seven of the wit-
nesses responded in the affirmative. With that, we would note that
we have your complete statements entered on the record. I, and I'm
sure every other member, have read them fully, and we would ap-
preciate if you could make comments that perhaps condense them,
because both of your testimonies were very, very complete and very
thorough, and we appreciate that.

But we would begin with Ms. Corcoran, and again with our
thanks for being here today, we look forward to your comments and
our attention is yours.

STATEMENTS OF KARLA W. CORCORAN, INSPECTOR GENERAL,
U.S. POSTAL SERVICE, ACCOMPANIED BY COLLEEN
McANTEE, ASSISTANT INSPECTOR GENERAL FOR AUDITS;
SYLVIA OWENS, ASSISTANT INSPECTOR GENERAL FOR IN-
VESTIGATIONS; THOMAS COOGAN, LEGAL COUNSEL; AND
BERNARD L. UNGAR, DIRECTOR, GOVERNMENT BUSINESS
OPERATIONS ISSUES, U.S. GENERAL ACCOUNTING OFFICE,
ACCOMPANIED BY TERESA ANDERSON, ASSISTANT DIREC-
TOR; GERALD P. BARNES, ASSISTANT DIRECTOR; ANNE
HILLDARY, SENIOR EVALUATOR, LABOR-MANAGEMENT RE-
LATIONS; AND THOMAS SHARKEY, SENIOR ECONOMIST

Ms. CORCORAN. Thank you, Mr. Chairman. Mr. Chairman, Mr.
Fattah and members of the subcommittee, I am pleased to appear
before you today to highlight the progress made by the Office of In-
spector General during our first full year of operation. Joining me
are Colleen McAntee, the Assistant Inspector General for Audits;
Sylvia Owens, the Assistant Inspector General for Investigations;
and Thomas Coogan, legal counsel. With your permission, I would
like to submit for the record my full statement.

Mr. McCHUGH. Without objection, so ordered.

Ms. CORCORAN. I am proud to report that we have made remark-
able progress since March 1997 when I last testified before this
committee. At that time, we were like a newborn going through the
first critical and sometimes painful stages of growth. Today I am
going to discuss with you our accomplishments, our challenges, and
what we believe are the key management issues facing the Postal
Service.

We have made progress on many, many fronts, meeting legisla-
tive mandates, building infrastructure and hiring employees, defin-
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ing and explaining our authorities and responsibilities and conduct-
ing audits, investigations and other reviews. As you are aware, the
legislation that established a new, independent OIG for the Postal
Service required us to develop a 5-year strategic plan by January
1998. We met our deadline and have developed a strategic plan
that recognizes the Postal Service “Customer Perfect” goals.

We recently issued the first semiannual report prepared by this
office. Our new report format has a complete account of what is
being done within the Postal Service to combat fraud, waste, abuse,
and mismanagement, including information from the Inspection
Service. In our opinion, this unified approach is in keeping with the
legislative intent of the Inspector General Act. By including all
OIG-related work performed within the Postal Service, we believe
that it will provide a more complete picture for both Congress and
postal management.

In building our infrastructure, we have hired skilled and experi-
enced employees; acquired office space in five locations; provided
staff with training, equipment, and support; and developed policies
and procedures. Last March when 1 testified, we had only five per-
manent employees. Today we have 178, and within 3 months we
will have hired 380 employees.

I am especially pleased with the caliber of employee we are re-
cruiting. I consider them to be among the best and brightest profes-
sionals from the government, private sector, and the Postal Service.
We have also hired a number of people from the Postal Inspection
Service. We have emphasized hiring employees with professional
certifications that are recognized throughout the business and gov-
ernment communities, such as certified public accountants, cer-
tified internal auditors, and certified information systems auditors.
We are proud of our record on diversity; 43 percent of our employ-
ees are minorities, 56 percent are women.

This is not only a period of growth for us, but a time of transi-
tion. We are working cooperatively with the Postal Inspection Serv-
ice to ensure a seamless transition of functions. The Inspection
Service has already successfully reduced its staffing levels to its
projected year 2002 level. However, we will continue to work from
the original agreement as to the transfer of functions which pro-
vided that we would build our staff to over 500 by 2002.

As we hire staff, we are assuming more of the functions des-
ignated by the Governors. We have also started working in areas
not previously performed by the Inspection Service, such as con-
tract monitoring, labor management, and ratemaking.

An important part of our job has been to educate Postal Service
employees, customers, management, and stakeholders about our
new office. We often need to address how and why we differ from
the Inspection Service. For example, we are working to increase
awareness that all audits conducted within the Postal Service
must, in accordance with the Inspector General Act, be conducted,
supervised, and coordinated by this office.

We have worked diligently to create an effective organization
that is responsive to the needs of the Postal Service, the Governors,
and Congress. At the same time, we have completed some signifi-
cant projects. I'd like to highlight a few.
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We are conducting a series of reviews to address the year 2000
problem, which is critical to the Postal Service. More than 600 com-
puter applications exist that, if uncorrected, may hinder mail move-
ment or undermine financial management systems.

In another review, we found that the Postal Service's procedures
needed to be improved for receiving fuel. The Postal Service pur-
chases up to 500 million gallons of fuel each year. OQur review in-
creased management’s awareness of the need to comply with the
e%vironmental laws and regulations and improve quality assurance
eflorts.

Mr. Chairman, one area of particular interest to you concerns a
project we did on management’s retaliation against an employee
who reported an allegation to our office. This employee was fired
after reporting improprieties about a landscaping contractor to us.
While we were conducting an inquiry into the matter, which we
verified as being true, the worker was reinstated with the Postal
Service. As a result of this investigation, the Deputy Postmaster
General notified postal officers for the first time that no retaliatory
action should be taken against employees who contact the Office of
Inspector General.

Now I would like to turn to some of the most critical issues cur-
rently facing the Postal Service and the work we are doing in those
areas. Earlier this year, the House majority leader asked us to
identify the top 10 management problems in the Postal Service.
After talking with our stakeholders, including Postal Service man-
agement, union leaders and others, we developed a list that in-
cludes issues such as workers’ compensation, electronic commerce,
and data integrity.

One of the most critical problems the Postal Service faces is
workplace violence. At your request, we conducted a review of the
Milwaukee murder-suicide to determine what could have been done
to prevent this tragedy, including whether Postal policies address-
ing workplace violence were followed.

While the report has not been finalized, we briefed the new Post-
master General about our concerns. The Postal Service Threat As-
sessment Team guidelines, which are designed to help prevent
tragedies such as this, had not been fully followed. While compli-
ance with the guidelines cannot safeguard employees from acts of
violence, the guidelines may have given management a better indi-
cation of the mental state of the offender, the current work climate
of the office, and an opportunity to take preventive action. We will
continue doing work in this vital area.

Labor-management is the Postmaster General’s top priority.
With over 800,000 employees, the Postal Service is one of the coun-
try’s largest employers. The over 100,000 grievances at the regional
or national level awaiting arbitration indicate that labor-manage-
ment relations need improvement.

OIG has designated audit responsibility for the labor-manage-
ment area and will review issues such as discipline, grievance and
appeals, and workplace relations. We are also in the process of
meeting with union and management association leaders to ensure
that we understand their issues and concerns.

Now I would like to turn to some of the challenges that we face.
Since inception, we have received more than 15,000 complaints and
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inquiries. These complaints are from postal employees, members of
the public, and Members of Congress, most of them dealing with
labor-management issues. More than 1,600 have been handled or
retained in our office for evaluation and potential action.

This volume of inquiries has been quite surprising to us. We
want to meet the expectations of our customers, including Con-
gress. As with most offices of inspector general, we currently plan
to hire only sufficient staff to work on broad agency-wide issues
rather than on individual cases. Hiring staff to work on individual
cases would require us to more than double our projected hiring.
We will continue to maintain a data base of the individual com-
plaints to develop trends on emerging or continuing issues.

Another challenge is recruiting and hiring staff as we continue
to build our infrastructure and perform our mission. This office
began with nothing but a vision and the strong support of this sub-
committee. Building systems, acquiring equipment, and developing
policies and procedures has been a monumental task to achieve
while at the same time meeting customer expectations. Over the
next 3 months we plan to more than double our staff from 178 to
380. This would be a tremendous challenge to a mature organiza-
tion, but as you know, we are still in our infancy.

Another challenge is the inconsistency between the Inspector
General Act and the Postal Service legislation with respect to fi-
nancial statement audit responsibility. Under the Postal Reorga-
nization Act, the Postal Service must retain an independent cer-
tified public accountant to perform an annual audit of Postal Serv-
ice financial statements. In contrast, the Inspector General Act re-
quires the Office of Inspector General to conduct, supervise, and co-
ordinate all audits relating to the Postal Service.

In the late 1980’s, when Government agencies were asked to pro-
vide greater financial accountability, agency management tried to
maintain control of financial statements by hiring external auditors
and not using the offices of inspector general.

Congress subsequently passed the Chief Financial Officers Act in
1990, authorizing the inspectors general to audit agency financial
statements, or to select and oversee an independent public account-
ant to perform the work. This Chief Financial Officers Act does not
apply to the Postal Service. Therefore, unlike other offices of in-
spector general, we are not expressly responsible for the agency’s
financial statement audit.

Mr. Chairman, not only must we address all of these critical
areas and more in the coming year, we also need to continue to
chart a course for the future direction of this office.

In conclusion, I would like to reaffirm our commitment to meet-
ing the challenges before us. Thank you for this opportunity to re-
port on our progress and your continued support for our mission.
This concludes my oral statement. I would be pleased to answer
any questions you may have.

[NOTE.—The “United States Postal Service Office of Inspector
General Strategic Plan, Fiscal Years 1998-2002,” may be found in
subcommittee files.]

[The prepared statement of Ms. Corcoran follows:]
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STATEMENT OF
KARLA W. CORCORAN, INSPECTOR GENERAL
UNITED STATES POSTAL SERVICE
BEFORE THE
SUBCOMMITTEE ON THE POSTAL SERVICE
COMMITTEE ON GOVERNMENT REFORM AND OVERSIGHT
UNITED STATES HOUSE OF REPRESENTATIVES

JUNE 10, 1998

Mr. Chairman, Mr. Fattah and Members of the Subcommittee, I am pleased to
appear before you today to highlight the progress made by the Office of Inspector
General (OIG) in our second year. Joining me are: Colleen McAntee, Assistant Inspector
General for Audits; Sylvia Owens, Assistant Inspector General for Investigations; and

Thomas Coogan, Legal Counsel.

M. Chairman, I am proud to report that we have made remarkable progress since
March 1997 when 1 last testified before this Subcommittee. At that time, we were like a
newborn -- going through those first critical and painful stages of growth. After starting
operations on January 6, 1997, with no employees and no infrastructure, we reported to
you that we had established a pay package, developed our first budget and determined the
designation of functions between OIG and the Postal Inspection Service, which since
1988 served as the Office of Inspector General. Today 1 am going to discuss with you
our accomplishments since my last appearance, and the areas where we believe this office
will be adding value to Postal operations over the next few years. Attached for the secord

is a listing of our accomplishments.
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Progress Made by the OIG

We have made progress on many fronts: meeting legislative mandates; building
infrastructure and hiring employees; explaining our authorities and responsibilities; and
conducting audits, investigations, and other reviews. As you are aware, the legislation
that established a new, independent OIG required us to develop a five-year strategic plan
by January 1998. We met our deadline, and I am proud that we developed a strategic
plan that recognizes the Postal Service’s CustomerPerfect! goals -- voice of the customer,
voice of the employee, and voice of business. As part of the strategic plan, we
established the mission, vision and goals that we have incorporated into our daily
activities. To help accomplish the strategic plan, we also developed an annual plan that is
the basis for measuring our performance and results. As we gain more knowledge and
experience over the next few years, we will revise the strategic plan. We have included a

copy of the plan with our statement for the record.

We have also issued three semiannual reports to Congress as required by the
Inspector General Act. The first two reports, done in 1997, were prepared with the
Inspection Service taking the lead. With the first report of 1998, the OIG has taken over
the preparation of the semiannual report. We will continue to include Inspection Service
work in our report because it is key to the Office of Inspector General’s mission to

prevent, detect, and report on fraud, waste and abuse in the agency.
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In building our infrastructure, we continued hiring highly skilled and experienced
employees; acquired office space in five locations to establish a Postal-wide presence;
provided OIG staff with training, equipment and support to help them do their difficult
job; and started developing policies and procedures. We have also establ-ished our own

Internet home page for our stakeholders to have easy access to our activities.
Recruiting Staff

Today we have 178 employees in offices in Rosslyn, Virginia; Minneapolis,
Minnesota; St. Louis, Missouri; and Dallas, Texas, and soon will be opening an office in
San Mateo, California. By September of this year, we plan to hire an additional 202
employees, bringing our total staff level to 380, comprised mostly of evaluators and
criminal investigators. In order to facilitate this massive hiring in a tight job market
while continuing to conduct audits and investigations, we have hired an experienced
personnel management firm to assist us in screening over 1,500 applications. By the year

2002, we expect to have more than 500 employees.

I am especially pleased with the caliber of employees we are recruiting. I
consider them to be among the best and brightest financial auditors, evaluators, criminal
investigators, attorneys and other professionals from the government, private sector and
the Postal Service, including a number of Postal inspectors. We have attracted
experienced and talented people who are dedicated to building an outstanding,

independent Office of Inspector General and a better Postal Service. Over a quarter of
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our staff possesses professional certifications, such as Certified Public Accountant
(CPA), that are recognized throughout the business and government communities. The
skills, experience and dedication of all our staff will serve us well in the months and
years to come. We also place a high priority on diversity -- 43 percent of. our employees

are minorities and 56 percent are women.

I also want to emphasize that we are not just hiring individuals; we are building a
winning team. Our employees are our most important resource, so we are taking the time
and care to hire the best we can. In an effort to bring a unique muiti-discipline approach
to this new endeavor, auditors and investigators are working together on teams, enabling
us to draw on the strengths of each profession. We believe the synergy of an effective
team will enhance our productivity, and enable us to leverage our resources to oversee a
$60 billion, 800,000-employee enterprise that touches the lives of every American every

day.
Transfer of Functions

This is not only a period of growth but a time of transition. We are working
cooperatively with the Postal Inspection Service to ensure a seamless transfer of
functions, and to deal with some of the ongoing issues arising from the Inspection
Service's having previously acted as the OIG, and OIG’s oversight of the Inspection
Service. Our agreement with the Inspection Service allowed for a five-year transfer of

functions, giving the Inspection Service five years to reduce their staff. While the
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Inspection Service has already reduced its staffing levels, we continue to work from the

original agreement as to the transfer of functions.

As the Office of Inspector General hires staff, we have assumed n.lore of the
functions designated by the Govemnors, as provided to you at our last testimony. For
example, in August 1997, we assumed full responsibility for the Hotline, which included
the Inspection Service Postal Crimes Hotline. Since that time, the Hotline has handled
more than 15,000 calls. We are now conducting all investigations of senior Postal
officials and have transitioned the headquarters year-end financial statement work

previously done by the Inspection Service to our staff.

We have also started working in areas that had not previously been emphasized
by the Inspection Service, such as contract monitoring, labor management and
ratemaking. While we are not yet fully staffed and much of our current staff is involved
in establishing this new office, we have focused our attention on critical areas, such as
Year 2000 computer initiative, labor management, Inspection Service oversight, financial
statement review and procurement fraud investigations. Our quick response team of
evaluators and criminal investigators has, as promised, quickly responded to requests by
Members of Congress, the Board of Governors, and Postal management. For example,
we were asked to do some high-level background investigations on several people, and in

just three days we conducted investigations that other agencies routinely do in 35 days.
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Educating Employees and Stakeholders

We are educating Postal Service employees, customers, management and other
stakeholders about the new Office of Inspector General. We are explaini.ng the role and
mission of a statutory Office of Inspector General by speaking at conferences and
training sessions, distributing an educational brochure, and establishing a World Wide
Web site. We sometimes struggle to deal with the various perceptions people have about

the role of a statutory Inspector General.

Also, we often need to address how and why we differ from the Inspection
Service. Since 1988, the Inspection Service served as the OIG. However, unlike the new
OIG, the Inspection Service was part of management, reported to the Postmaster General,
and was perceived by some as lacking the independence of the new OIG. It is often
difficult to explain to Postal management that the new OIG is not simply following old
ways, but is fully asserting its statutory role and responsibilities, including keeping the

Governors and Congress fully and currently informed.

For example, it may not be well understood that because the Office of Inspector
General is not part of Postal management, we have the authority to initiate audits and
investigations without management or the Governors’ approval. Further, we are working
to increase awareness that all audits conducted within the Postal Service must, in

accordance with the Inspector General Act, be conducted, supervised. and coordinated by



22

the Office of Inspector General. This is to ensure that all significant management control

weaknesses are identified and corrected.

Projects

Although resources have been dedicated to developing an infrastructure, we have

been able to accomplish some significant projects. For example:

e Addressing the Year 2000 problem is especially critical for the Postal Service,
because USPS manages more than 600 computer system applications related to
internal and external operations. If the problem is left uncorrected, USPS could face
critical computer system failures, which may hinder mail movement. Our review of
the Postal Service’s Year 2000 program enabled management to more clearly
recognize the need to devote additional resources to ensuring that critical corrections
are made on time. This was the first of a series of reports to be issued on this critical

topic. A second report is currently with management for comments.

¢ The Postal Service purchases between approximately 480 million to 500 million
gallons of fuel annually that, if not managed properly, could result in system
breakdowns and environmental hazards. Our review of fuel-receiving practices and
procedures increased management’s awareness of the need to comply with

environmental laws and regulations and improved quality assurance efforts,
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The Postal Service spends hundreds of millions of dollars annually on advertising.
Management is taking steps to strengthen controls over advertising expenditures after
we found they could not justify payments for more than $1.7 million in charges paid

to four advertising agencies because documentation was insufficient, inaccurate or

not provided.

We have been told Postal workers fear management retaliation if they report
wrongdoing and some of their fears may be justified. A Postal worker was fired
because he contacted the Office of Inspector General alleging improprieties with a
landscaping contract. While we were conducting an inquiry into the matter, the
worker was reinstated with the Postal Service. As a result of the investigation, I am
happy to report the Deputy Postmaster General sent a letter to Postal officers stating
that no retaliatory action should be taken against employees who contact the Office of

Inspector General.

We completed our first arrest and conviction of a contract employee for steahng OIG
equipment. We also received authority from the Attorney General to apply for search

warrants as necessary to complete investigations.

The Postal Service spent over $45,000 on a Postmaster installation ceremony, and
could have spent substantially more because there were no policies or controls over
such expenditures. We recommended that the Postal Service develop policy guidance

for such costs.
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e Drug abuse continues to afflict our nation’s workforce. A review of drug use and sale
within the workplace provided an opportunity for management to strengthen their
current policies. We found management needed to improve their ability to obtain and

maintain data related to the extent of drug-related problems among employees.

We also conducted eight fact-finding reviews related to labor-management issues at
specific locations, including matters brought to our attention by ).!ou and other Members
of Congress. While these fact-finding reviews are continuing, they have allowed us to
leamn about the issues facing the Postal Service in labor-management relations. Also, in
several instances, we identified problems and brought them to management’s attention.
They are currently addressing these issues. In addition, we have identified systemic

labor-management problems for future nationwide reviews.
Issues Facing the Postal Service

I would like to turn now to some of the most critical issues facing the Postal
Service and the work we are doing in these areas. Earlier this year, the House Majority
Leader asked us to create a list of the top 10 management problems in the Postal Service.
After talking to our stakeholders, including Postal Service management, union leaders,

and others, we developed that list and reported our results.



25

Workplace violence. USPS management widely acknowledges concerns
about violence in the workplace. In December 1997, you requested the Office
of Inspector General to address your concerns about workplace violence. We
have been conducting a review of the Milwaukee murder-suic.ide to determine
what could have been done to prevent the tragedy, including whether Postal
policies addressing workplace violence were followed. While the report has
not been finalized, we found that management had not followed the USPS
Risk Threat Assessment guidelines. Although we are unable to determine
whether following the guidelines would have prevented this tragedy,
compliance with the guidelines might have provided management with an
indication of the mental state of the offender as well as the current work

climate of the office. This information could have been used to assess what

actions needed (o be taken before the outbreak of violence.

We are planning additional audits and reviews focusing on the root causes
leading to violence and evaluating ways that the Postal Service might reduce

the potential for incidents of violence in the workplace.

Labor-management relations. With over 800,000 employees, the Postal
Service is one of the country’s largest employers. Currently, the Postal
Service has over 100,000 grievances at the regional or national level awaiting
arbitration. Such statistics indicate that labor-management relations need

improvement. OIG has the designated responsibility for the labor-
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management area and will review issues such as discipline, training, staffing,
recruitment, retention, grievance and appeals process, and overall workplace
relationships. We believe these reviews will assist the Postal Service. In
addition, we recognize the new Postmaster General has made -labor-
management relations his top priority. To assure that we have an
understanding not only of Postal management issues, but also of the unions

and management associations, we are in the process of meeting with union

and management association leaders.

Workers’ Compensation. The USPS has substantial workers’ compensation
future liability costs estimated at over $5.1 billion. The Inspection Service is
continuing to investigate claimant fraud. OIG issues subpoenas to oversee
and support those important investigations. We are focusing our efforts on
health care provider fraud investigations and audits, as well as systemic

reviews.

Service Delivery. Timely, accurate, secure, and consistent delivery of USPS
products directly affects the use of services by Postal Service customers. OIG
will provide independent assessments in areas such as consistent aﬁd accurate
service, ease of use, and access to service. We also will evaluate whether the

measures used by Postal management fairly reflect the services provided.



27

Financial Management. USPS is developing new initiatives to expand
products that have growth potential,-and to defend products and services
threatened by competition. OIG will review new USPS initiatives and cost-
management efforts by providing independent financial analyses. These
reviews will validate the integrity of the data used in projections and decision-
making processes. In addition, OIG will examine the adequacy of internal

controls relating to the financial system and will review revenue generation

initiatives.

Systems Automation. Management states that upgrading facilities and
automating processes with new technology are key ingredients to the Postal
Service’s success in cost management. OIG will review proposals to
automate systems to ensure that the projected cost savings are sound and
management proposals are based on proven technology. A developmental
audit group, including engineers and other technical experts, will work toward

ensuring the Postal Service puts the appropriate technology in place on time.

Ratemaking. In a competitive market, the Postal Service wants a process for
changing prices, products and service features that is both timely and protects
the interest of the public. The Postal Service believes its capability to respond
quickly to competitive influences is crucial to its ability to operate in a break-
even manner. OIG is responsible for the ratemaking area and will monitor

and review the Postal Service data used in the ratemaking process.
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Electronic Commerce. The USPS faces potential loss of revenue due to
increased use of e-mail and electronic financial transactions instead of first-
class mail. For example, the U.S. Postal Service estimates that it could lose
annual revenues of up to $500 million with the federal government’s switch to
electronic funds transfer of paychecks and benefit payments. As more
customers move to electronic commerce, the loss of Postal Service revenues
could be substantial. OIG will evaluate Postal Service proposals to
compensate for lost business and its efforts to reengineer USPS processes to
incorporate electronic commerce into daily operations. OIG will also review

this area as well as others for potential intrusion into computer systems.

Data integrity. Data integrity is the key to the success of the USPS decision-
making process. Decisionmaking has substantial financial and labor-
management implications and must be based on sound, reliable data. OIG
will provide independent analysis, including validation of key data elements,
and will review the USPS information management and data processing

systems.

Year 2000. USPS has identified over 600 systems requiring Year 2000
review. OIG will continue to audit USPS efforts to timely comply with Year

2000 requirements, particularly on their critical systems. The Postmaster
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General and the Governors have stated that this is one of their areas of key

concern.

We believe we can add value to the Postal Service by detecting waste, fraud,

abuse, and mismanagement. We also will add value by helping improve the efficiency of

Postal activities and operations, and encouraging Postal management to take prompt

corrective action. We plan to work constructively with the Postal Service.

Challenges

While we are making progress, challenges exist that make progress more difficult.

High Volume ot Complaints The volume of complaints received from Postal

employees, members of the public and Members of Congress, has been staggering. Since
inception we have received more than 15,000 complaints and inquiries. Many of these
complaints are received by our OIG Hotline, which became fully operational in August
1997. A large portion of these complaints were referred to the Postal Service, such as
questions about delivery service. More than 1,600 of these have been handled or retained
in our office for evaluation and potential action. Most of those have involved labor-

management problems.

This volume of inquiries has been quite surprising to us. We would like to meet

the expectations of our customers, including Congress. However, to address this number
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of individual complaints -- which continues to accelerate -- within a reasonable time
would require OIG to significantly increase its projected staffing. The role of an Office
of Inspector General normally focuses on broad agency-wide issues rather than on
individual cases. Therefore, we have based our staffing projections on addressing issues
through systemic reviews rather than individualized inquiries as represented by the bulk

of these complaints. We will continue to maintain a database of the individual

complaints to develop trends on emerging or continuing issues.

Hiring and Training New Personnel. We are planning to more than double our
staff in the next three months, from 178 to 380. This would be a tremendous challenge to
a mature organization, but as you know, we are still in our infancy. Although we have
developed some infrastructure, such as policies and procedures to aid people in becoming
familiar with our organization and the Postal Service, many of these processes are still
being developed. Training and managing a large workforce that has never worked
together is in itself a challenge. It is even more challenging to maintain our momentum

while carrying out all aspects of our mission in a consistent manner.

Financial Statement Audit Responsibility. The Inspector General Act and Postal
Service legislation are not consistent with respect to financial statement audit
responsibility. Under the Postal Reorganization Act, the Postal Service must retain an
external independent certified public accountant to perform an annual audit of Postal

Service financial statements. In contrast, the Inspector General Act requires the Office of
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Inspector General to conduct, supervise and coordinate all audits relating to the Postal
Service.

It is important to understand this issue in the context of the Inspec-tor General
community. As background, Congress recognized the importance of centralizing audit
responsibility in a single audit entity with the passage of the Inspector General Act in
1978. In the late 1980s, when government agencies were asked to provide greater
financial accountability, agency management tried to maintain control of financial
statements by hiring external auditors and not utilizing the Offices of Inspector General.
Congress subsequently passed the Chief Financial Officer’s Act in 1990, expressly
authorizing the Inspectors General to audit agency financial statements, or to select and
oversee an external independent public accountant to perform the work. This Act does
not apply to the Postal Service; therefore, unlike other Offices of Inspector General, we

are not responsible for the agency’s financial statement audit.

Creating an Infrastructure. Most OIGs were created through combining existing
internal audit and investigative functions with an operating infrastructure. This OIG, in
contrast, began with literally nothing but the Inspector General and a vision. Building
systems, acquiring equipment, and developing policies and procedures has been a
monumental task. At the same time, customers’ expectations have to be met, and the
workload continues to increase rapidly. Building an organization while developing high-
quality products that add value to the USPS and dealing with unique transition issues will

continue to be a balancing act for at least the next few years.
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Conclusion

In conclusion, I would like to reaffirm my commitment to meeting the challenges
before us. The next several months will be critical because of rising exp;,ctations of the
OIG and planned growth. We hope that you will continue to communicate with us about
what you perceive to be our role as an independent Inspector General. Together, we can
work to better serve the American public through an improved Postal Service. 1look

forward to answering any questions you may have.
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United States Postal Service
Office of Inspector General
Accomplishments

Major accomplishments achieved by the Office of Inspector General (OIG) from March
1997 to June 1998:

Audit and Related Work

* % b ok kO % % % % % %

* % % % %

* % %

* % %

Reviewed USPS efforts related to the Year 2000 computer conversion.

Developed a long-range plan targeting high-risk areas within marketing.

Provided consulting services to management on vehicle maintenance facility.
Investigated Tray Management System shutdown.

Reviewed a Chicago Post Office renovation project.

Suggested improvements for audit reporting and follow-up process.

Suggested improvements for vehicle management accounting system conversion.
Recommended stamp operation improvements.

Recommended changes in fuel-receiving practices and procedures.

Reviewed Postmaster General's request for legal fees reimbursement.

Reviewed Inspection Service disciplinary case and identified areas for improvement.
Recommended reinstatement of a Postal worker retaliated against for alleging wrong-
doing. .

Reviewed expenditure on Postmaster’s installation ceremony. ~

Completed investigation of postal manager for misconduct and conflict of interest.
Recommended contractor for debarment.

Partnered with Inspection Service to complete FY 1998 audit workload plan.
Reviewed and provided updates to the USPS Administrative Support Manual to
include OIG authorities and responsibilities.

Completed a review of USPS efforts to eliminate drugs in the workplace.
Completed an audit of revenue projections for a public-private partnership effort.
Monitored financial statement audit work in preparation for transition from Inspection
Service.

Identified overcharges on a USPS contract related to information technology
components.

Partnered with the Inspection Service on several audits, such as the External First
Class Mail.

Completed a review of advertising agency invoice approval procedures.

Completed several labor-management fact-finding reviews.

Performed work on workplace violence issues.

Law Enforcement

»

* % % % .

OIG Special Agents granted full law enforcement authority. Conduct criminal
investigations, carry firearms, serve subpoenas, execute warrants and make arrests.
Over 90 criminal and executive investigations are currently being conducted.
Received search warrant authority from the Attorney General.

Issued the first OIG subpoena.

Made first arrest and obtained first conviction.
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* % %
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Qualified all criminal investigators with firearms and conducted quarterly firearms
qualification.

Trained investigators in non-lethal law enforcement techniques.

Developed profiles of potential areas susceptible to embezzlements.

Prepared internal investigative operating procedures and policies conceming such
issues as the use of deadly force.

Handled more than 15,000 Hotline inquiries.

Designed database to facilitate trend analyses.

Obtained access to law enforcement databases from other federal agencies.

Human Resources

*

* %

* % %

*
*
*

Recruited and hired total staff complement of 178 diverse and talented team
members.

Designed a detailed recruiting package that explains OIG organization.

Hired a contractor to screen and perform preliminary assessment of candidates for
ongoing OIG hiring effort.

Developed an awards program.

Established a toll-free job vacancy announcement line.

Designed appraisal systems focusing on teamwork, leadership, creativity,
communication and conceptualization.

Developed performance standards, awards and evaluation systems.

Designed program to ensure staff maintains continuing education requirements.
Attended a number of job fairs in order to recruit highly qualified candidates.

Infrastructure

*
*

* % % %% %

* % %

Established an Internet home page.

Obtained office space for headquarters and three other locations throughout the
nation.

Designed and installed organizational Local Area Network.

Equipped staff with integrated computer work stations, laptop computers, and
automated organizers to enable staff to work more effectively.

Purchased specialized software to support audits and investigations.

Designed official badge and insignia.

Issued credentials to all OIG special agents, evaluators, and other staff.
Designed and installed organizational telephone system.

Obtained access and training on USPS corporate databases, including Inspection
Service, finance, and other relevant systems.

Published five-year strategic plan and annual performance plan.

Conducted review of OIG internal security.

Conducted review of OIG internal financial systems.

Outreach

*

*
*

Designed an educational package describing OIG mission and responsibilities.
Established toll-free Hotline.
Established a congressional/media relations team.
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* Presented numerous briefings at postal and private conferences and training programs
" to educate postal employees about the OIG’s mission and authorities.
* Created comprehensive orientation program.

Legal Considerations

* Developed a system for reviewing, issuing, and tracking subpoenas.

* Transitioned subpoena authority from Inspection Service to OIG, including issuing
the first subpoena in 1997.

* Processed 430 subpoena requests and 18 Freedom of Information Act requests.

* Responded to a series of legal questions regarding the OIG’s role within the Postal
Service.

* Provided comments to the draft financial statement opinion, including "best practice”
guide published several years ago by the Office of Management and Budget.

% Worked with the USPS Law Department to amend a bylaw that clarifies procedures
for the Semiannual Report to Congress.

* Reviewed proposed legislation and regulations related to USPS.
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Mr. McHuUGH. Thank you very much, Ms. Corcoran, and we ap-
preciate your comments and your being here.

And with that we would turn to our official from the General Ac-
counting Office. Mr. Bernard Ungar, as I mentioned, is no stranger
to this subcommittee. We welcome you back.

Mr. UNGAR. Thank you, Mr. Chairman, and other members of
the subcommittee. We're certainly pleased to be here, and I appre-
ciate the opportunity to help the subcommittee carry out its over-
sight responsibilities.

Before I begin to summarize my statement, I would like to intro-
duce my associates who are accompanying me. On my right are Te-
resa Anderson and Mr. Gerald Barnes, two assistant directors in
our office who have spent some time working on postal issues. In
addition, in case we need to get bailed out for some real tough
questions, we also have with us some of our staff. In particular I'd
like to mention Ms. Anne Hillary, a senior evaluator that has been
doing work in the labor-management relations area for some time,
and Mr. Thomas Sharkey, a senior economist who has been with
GAO a short time but who is very familiar with postal matters.

As the inspector general noted and as many of you noted in your
opening statements, the operational and the financial performance
of the Postal Service over the last few years has certainly been
noteworthy, and we want to recognize that. At the same time, as
has been recognized, there are a number of issues and challenges
that are confronting the Postal Service, not only to continue the
performance, but also problems that it has been faced with for a
number of years; as well as some new issues that are arising from
the new opportunities that the Postal Service is exploring in the
competition area.

We've issued since last April, about the time of your last hearing,
about 11 products on the Postal Service. We have a number of re-
views that are ongoing, and what I would like to do is just high-
light for you a few of those and just mention briefly sort of where
we are, as you had requested, on some of the ones that are in proc-
ess.

First and foremost, I would like to mention the work that we've
done in the last year in the labor management relations area,
which of course the new Postmaster General has indicated would
be his top priority. We would say that at least in our experience
it’s the No. 1 problem that we see the Postal Service faces today.
Although I know there are a number of problems that may be
vying for No. 1, that certainly is a significant one.

We've looked at this issue over the last several years and found,
of course, that the relationship that the Postal Service has had
with some of its major unions have been very problematic and very
confrontational and adversarial for some time.

We pointed out in our recent report and in our testimony before
the subcommittee a few months ago that some of the indications
of that problematic relationship are the rising number of griev-
ances that the Postal Service has received, a larger number that
await arbitration; the instances in the past, in which the Postal
Service and three of its major unions have had to go to arbitration.
The parties were not able to settle their differences by negotiation.
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And what we pointed out in our last testimony was that one ef-
fect of this adversarial relationship is the time and effort that post-
al management and employees spend on grievances and not proc-
essing the mail. So obviously that would dampen the productivity
of the Postal Service and affect its costs, certainly, to some degree.

There are a number of causes to this problem that we and others
have pointed out: autocratic management styles by a number of the
managers and supervisors in the Service, adversarial attitudes and
approaches to problems by both sides over time; a performance
management system that had previously focused on individual per-
formance, although more recently the Postal Service has instituted
a new system for its managers and supervisors which basically ad-
dresses both the unit performance as well as the individual per-
formance. The Service hasn’t been able to go that far for the craft
employees at this point, because, of course, the union agreement
would come into play there.

And I think the underlying cause that we saw was no common
framework, no common objective, that had been laid out by both
the Postal Service and the unions for coming to grips with this
problem, but we recommended that a framework be developed a
few years ago. We reported a few months ago that there had been
some progress, but very limited progress.

Starting in October 1997, the Postal Service and the major
unions and its management associations, with the help of the Fed-
eral Mediation and Conciliation Service, began a process of summit
meetings where all the parties came together, and we are certainly
very encouraged that this is a positive step and would certainly
hope that, progress will continue. Nonetheless, it’s an area that
will require a lot of attention by the new Postmaster General, and
certainly additional oversight, we think, by this subcommittee to
make sure that progress continues to be made.

The second area that I'd like to mention just briefly is a recent
report that we issued on the Service’s delivery point sequencing ini-
tiative. This is basically the automation of the sorting of the mail
in the sequence to which the carrier is going to deliver it. I don’t
know whether Mr. Sessions had the opportunity to deliver delivery
point sequenced mail or not, but if he did, he probably was involved
in handling mail from a number of different bundles to get it to the
right place at the right time, which is a concern that some folks
have raised in the Postal Service. Initially the Postal Service ex-
pected it to be done in 1995. It ran into a number of obstacles and
problems, and now it’s expected to be complete in 1998. We cer-
tainly note that the Service made a great deal of progress in imple-
menting this initiative. It required installation of a lot of equip-
ment and, in effect, a different way of doing work for both city and
rural carriers, both in terms of sorting mail and delivering the
mail. The DPS initiative began in 1993.

The Service projected a substantial amount of work hour savings,
primarily from the time that the carrier used to spend in the office
sorting the mail. A lot of that time would be now being able to be
devoted to delivering mail in the street, because machines would
automatically sort mail based on bar codes that had been put into
place by bar coding equipment.
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Basically, at the time we issued our report, which was a few
months ago, the Service had overcome many of the problems it had
experienced. The Service experienced most, but not all, of the sav-
ings, and so we would say that it was fairly successful in the long
term. Although, again, the Service did experience a number of
problems that it didn’t expect.

However, one of the problems that it had almost from the begin-
ning was labor-management relations. Again, the effort started out
on a positive note with the National Association of Letter Carriers,
the union representing the city carriers. They had joint agree-
ments; things looked very positive, but soon after the initiative
began, it ran into trouble. Both sides couldn’t agree on how to re-
Sﬁlve those issues, and I think the situation went downhill since
then.

And the relationship between the Postal Service and the city car-
riers was not very positive throughout that experience, although I
must say that based on the work that we did, the city carriers cer-
tainly supported the automation effort. I think their concern was
with specific implementation issues and the relationship that they
had in terms of how problems were going to be resolved once they
came up.

Some of the lessons that we saw, that the Postal Service could
learn and the subcommittee might be interested in looking for in
future initiatives would be setting ambitious goals but not unrealis-
tic goals. I think the Postal Service acknowledges that some goals
were pretty ambitious and maybe somewhat unrealistic.

A secong lesson would be, making sure that there’s a good han-
dle on what barriers and obstacles might be encountered in the ini-
tiative. In this case a number of ones came up that weren’t fully
expected.

Third, establishing a means for resolving disputes with the union
when they do arise during the course of a major initiative. In this
case, they were unable to do that in a smooth way.

Finally, making sure that the right data are available to measure
success. In this particular case, there were work hour savings tar-
geted, and measured. A question came up as to how much of those
savings were really attributable to delivery point sequencing versus
other initiatives that local managers may have taken. That point
was a little unclear. Another point is that the Postal Service did
not have data on the exact percentage of mail that was sorted b
DPS. And that, of course, was a critical issue that had to do wit
the union.

A third issue that I'd like to mention very briefly has to do with
the Postal Service’s implementation of the Results Act, and what
I would like to focus on primarily is the 1999 annual performance
plan that the Postal Service has recently issued in a preliminary
form, and they expect to issue in final in September.

At the subcommittee’s request, we've looked at that plan. We had
several observations and have a draft report now with the Postal
Service for comment. We've discussed our issues and concerns with
the Postal Service, and our impression is that its in general agree-
ment with us. We feel that the Service has done a very nice job
in laying out very specific results-oriented goals that are measur-
able. The Service has some very good measures already.
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The Service plans to develop some additional measures which
look very promising to us. So all and all, I think the Service is off
to a very good start. The major concern that we have, and one
which we will encourage the subcommittee to get involved in, is the
degree to which the Service has, in its preliminary plan, explained
the specific steps or strategies that it plans to take to implement
those goals and the resources that will be associated with those
steps.

We think it’s very important and a very fundamental part of the
Results Act to have a good clear picture of where the agency is
going—its goals—how it’s going to measure, what steps are going
to be taken to get there, how much is it going to cost, and do these
all seem reasonable and in line with the Congress’ wishes as one
of the major stakeholders.

Now I'd like to just briefly mention a couple of areas that we
have been working on, primarily at the request of the subcommit-
tee or some of the subcommittee members.

In the area of competition, we recently issued a report on certain
international package delivery services at the Postal Service, and
that report I presume will be released at some time in the next
couple of weeks. It deals with the GPL program.

e subcommittee has also asked us to look at the concerns or
allegations -that the GPL program has been cross-subsidized by
other classes of mail. We have not begun that yet, but we do plan
to start that shortly. We understand that the inspector general has
also been asked to look at the international area, and will certainly
coordinate our efforts very closely with the inspector general. We
already have in many instances.

We're currently doing work on the Universal Postal Union. At
the request of the subcommittee, that work is in process, and I
know a number of issues have been raised about whether the Post-
al Service is the most appropriate organization to represent the
U.S. Government and the United States—the country as a whole
before international bodies concerned with creating postal rules.

Another area that we have been doing work in at the request of
the members of the subcommittee has to do with the issue of diver-
sity, and Mr. Fattah has asked us to do work in the areas of the
training programs that the Postal Service has in the areas of diver-
sity and sexual harassment. That work is under way. And Mr.
Davis has asked us to look at some issues concerning diversity,
particularly issues that have arisen as a result of a contractor’s
study that was released in January 1998. Those efforts are under
way, and we certainly hope to be finished in the next several
months with those and be reporting to you.

With that, I would like to conclude my summary and be available
for questions.

[The prepared statement of Mr. Ungar follows:]
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As the Postal Service stands ready to enter the 21st century, it faces significant challenges
that call for vigilance and attention as it strives to sustain and expand on reported
performance improvements. In fiscal year 1997, the Postal Service ended another year of
overall high performance in some of its operational areas, sustaining 3 years of
encouraging results. With reported net income of over $1 billion and increasing on-time
delivery scores for First-Class Mail, the Service has shown that it can maintain a high
income level while providing its customers with improved service. Also, in some
raanagement areas, such as automation of mail processes and labor-management
relations, GAO acknowledges that some progress has been made. For example, the
Service has overcome many of the initial obstacles it encountered in its efforts to
automate letter sequencing and is making substantial progress toward accomplishing its
goals in that area. In addition, the Service has also recently made some progress in
addressing its labor-management relations problems and has made a good start in
developing its strategic and 1999 annual performance plans required under the
Government Performance and Results Act (Results Act).

However, challenges remain for the Service to sustain performance and continue on a
progressive path toward accomplishing established goals and objectives and improving
operations. GAO believes that sustaining and expanding on recent progress will be
dependent upon the extent to which Congress, the Service, and other major postal
stakeholders continue to focus attention on key issues, particularly:

- labor-management relations, in which efforts to address persistent problems
continue, although the sometimes adversarial nature of the relationships among the
Service and many of its labor unions can affect progress in implementing
improvements;

- postal reform, in which fundamental issues are still being considered, such as
defining universal service obligations and the scope of the postal monopoly;

- competition, in which the Service is continually striving to deal with competitors
so that it can maintain a firm position in a dynamic communications environment;
and

- the effectiveness with which the Service implements the Results Act, particularly
with respect to the implementation of its strategic plan and the development and
execution of its 1999 and beyond annual performance plans.

GAO is providing information on recently completed work that relates primarily to postal
management and reform issues and ongoing work that relates in large part to the issues
of competition and diversity.
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STATEMENT

Mr. Chairman and Members of the Subcommittee:

We are pleased to be here today to participate in the Subcommittee's oversight hearing on
the U.S. Postal Service. In my testimony, I shall briefly discuss the Service's overall
performance during fiscal year 1997, including the Service's reported successes and
remaining challenges. Also, [ will discuss work that we have completed since the spring
of 1997, when we last testified at the Subcommittee's Postal Service oversight hearing.
Much of this work was done at the Subcommittee's request and addresses issues related
to postal management and reform. In addition, I shall provide information on our ongoing

work, which relates primarily to the issues of competition and diversity.

) P N NTINU 0]

MPROV ARE! ! N MAIN

First, [ would like to briefly discuss the continuation of the Service's reported
performance successes and mention some areas of concern and challenges that still
remain. For the third year in a row, the Service has reported increases in net income,
certain mail delivery services, overall mail volume, and revenue. Net income for fiscal
year 1997 was about $1.3 billion, which marks the third straight year that the Service has

reported net income in excess of $1 billion per year. In fiscal year 1997, the overall
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delivery score for the on-time delivery of overnight mail reached a 3-year high of 92
percent, and total mail volume increased to about 191 billion pieces. This volume helped
generate more than $58 billion in revenue during fiscal year 1997 the highest revenue

figure reported by the Service in the most recent 3 fiscal years.

Although such performance results appear to be encouraging, other information suggests
that some areas of concem and challenges remain. For example, the delivery scores of 2-
day and 3-day mail for fiscal year 1997-reported by the Service to be 76 and 77 percent,
respectively-were less than the score for overnight mail. In addition, the fiscal year 1997
scores for delivering 2-day and 3-day mail had declined from levels previously reported
for fiscal years 1995 and 1996 ' Such declines may reinforce concerns previously
expressed by some postal customers that the Service's emphasis on overnight mail

delivery has been at the expense of 2-day and 3-day mail delivery efforts.

Also, despite a reported increase in overall mail volume, the Service has acknowledged
that due in large part to increased competition, its participation in delivering some types
of mail has declined or suffered slow growth. For instance, the Service's delivery of

Express Mail packages’ has declined due, in part, to its inability to offer volume discounts

'For fiscal years 1995 and 1996, the Service reported that the scores for the delivery of 2-
day mail were about 78 and 79 percent, respectively. The score for delivering 3-day mail
in both fiscal years 1995 and 1996 was about 80 percent

“The Service's Express Mail package delivery service is intended to deliver documents and
merchandise packages weighing up to 70 pounds within a specified period of time, usually
by the next business day. Both domestic and international services are offered.

3
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to large business mailers and its poor coverage of Zoning Improvement Plan (ZIP) codes
for next-day delivery. In addition, the Service reported that the increased use of
electronic alternatives to First-Class Mail, such as electronic mail and banking functions.
has contributed to a lower growth rate than expected for this type of mail--around 1.5
percent for fiscal year 1997-rather than the 2.5 percent initially anticipated. The Service
expects that this trend will continue in future years and will result in significant losses in
First-Class Mail revenues. In addition, continued aggressive efforts by various
competitors have challenged the Service's ability to participate in the intermational mail

market, participation that the Service acknowledged has declined in recent years.

Also, in light of the Service's reported net income of over $1 billion in each of the last 3
fiscal years, questions have been raised concerning the appropriateness of the Service's
recently approved request for increases in various postage rates. Questions have also
been raised about the means by which the Service determines the need for such

increases, including the use of specific data to justify the rate increase request.

1 would now like to highlight for you some of the work that we completed during the past
year, in which we reported on topics involving key management issues that have received

a great deal of attention from Congress and various postal stakeholders. The topics we



44

addressed included (1) labor-management relations: (2) automated letter sequencing. also
known as Delivery Point Sequencing (DPS): and (3) the Service's plans prepared in

response to the Government Performance and Results Act (Results Act).

Labor-Management Relations

During recent years, our work has shown that the poor state of labor-management
relations within the Postal Service represents one of the most significant internal
operational and managerial problems facing the Service. When we issued our most recent
report in October 1997 on labor-management relations in the Service.’ little progress
appeared to have been made in improving relations among the Service and three of its
four major postal labor unions.! We reported that although some improvement efforts,
known as initiatives, had been established, difficulties existed in reporting on the
initiatives' results because, in some cases, initiatives had only recently been implemented
or had been discontinued. Also, disagreements among the parties prevented the full

implementation of some initiatives. In our 1997 report, we included various indicators,

1.8 Postal Service: Little Progress Made in Addressing Persistent Labor-Management
Problems (GAO/GGD-98-1, Oct. 1, 1997).

‘The four major postal labor unions include (1) the American Postal Workers Union
(APWU). (2) the National Association of Letter Carriers (NALC), (3) the National Postal
Mail Handlers Union (Mail Handlers), and (4) the National Rural Letter Carriers'
Association (Rural Carriers). In many instances, the Service's labor-management
problems and concemns have involved three of the four major unions-APWU, NALC, and
Mail Handlers. The Rural Carriers have generally had a more cooperative relationship
with the Service.

b3
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such as a growing number of employee grievances. which showed that problems on the
workroom floor of various postal locations appeared to have continued since 1994 when
we initially reported on the existence of these problems.” In the 1994 report. we
mentioned that in many instances, labor-management relations problems resulted from
autocratic management styles; the sometimes adversarial attitudes of employees, unions.
and postal management; and an inappropriate and inadequate performance management

system.

Subsequent to the issuance of our 1997 report, we have seen some progress in the parties’
efforts to address such problems. For example, in late October 1997, Service officials
along with representatives from the four major postal labor unions, the three management
associations,’ and officials from the Federal Mediation and Conciliation Service (FMCS)
began convening summit meetings, one of the initiatives that we had discussed in our
1997 report. According to FMCS, which helped facilitate the summits, progress has been
made and continues to be made in addressing labor-management relations problems that
have plagued the Service for years, including issues related to employee grievances. We
are encouraged by the recent reported progress as well as the new Postmaster General's

emphasis on the importance of addressing labor-management relations problems. We

*U.S. Postal Service: Labor-Management Problems Persist on the Workroom Floor
(GAO/GGD-94-201A/B, Sept. 29, 1994).

“The three management associations include (1) the Natonal Association of Postal
Supervisors (NAPS), (2) the National Association of Postmasters of the United States
(NAPUS), and (3) the League of Pc.- :masters of the United States (the League).

6
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support the parties’ use of summit meetings as an opportunity to try to reach agreement
on approaches to solving long-standing labor-management relations problems. However,
the underlying problems that have hampered good relationships between the Service and
most of its labor unions remain and pose significant challenges to the Service and its

unions.

This year, events are scheduled that may affect the state of labor-managemeni relations
within the Service. For example, elections for officers in the two largest of the four
major postal labor unions—APWU and NALC-are set to occur in the summer of 1998.
Such officers can play an important part in the overall relationship that the organizations
have with the Service. In addition, collective bargaining negotiations are expected to
begin in August 1998, shortly after the elections of new union officers for these two
unions. Also, the newly appointed Postal Service Vice President for Labor Relations
should become involved with the negotiations. In the past, negotiations between the
Service and three of the four major postal labor unions have sometimes been marked by
controversy and disagreements that have in some cases required arbitration. The conduct
of the negotiations and the extent to which settlements can be agreed upon instead of
relying on arbitration can be highly dependent on the attitudes and approaches that

Service officials and union representatives bring to the bargaining table.
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In April 1998, we reported on the implementation of the process known as DPS,” the final
phase of the Service's letter automation program. As part of the overall automation
program, DPS, which began in 1993, entails the automated sorting of letters that have
been barcoded by either business customers or the Service. DPS was designed to provide
letter carriers with letters already sequenced into delivery order, so that carriers would
spend less time in the office manually sorting letters and more time on the street
delivering mail. In doing so, DPS was expected to save letter carrier workhours, thus

reducing overtime costs and improving productivity.

The Service has made substantial progress in implementing DPS, despite initial obstacles.
For instance, DPS impleménmtion, which was initially scheduled for completion by the
end of fiscal year 1995, fell behind schedule due to delays in procuring automated
equipment and a shortfall in the volume of barcoded letters. The Service acknowledged
that it had been overly optimistic in its DPS expectadons. Subsequently, it revised goals
and benchmarks for the implementation of DPS to be completed by the end of fiscal year
1998. The progres:f» that the Service has made toward achieving these goals and

benchmarks included the deployment of all the automated equipment needed to support

.S, Progress Made in ementing A
Some [ssues Remain (GAO/GGD-98-73, Apr. 17, 1998).
8
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DPS, the implementation of DPS in more delivery zones than expected. and annual

increases in carrier workhour savings.

Although the Service achieved carrier workhour savings through DPS implementation,
part of these savings was offset by a nationwide decline in city carrier street efficiency,
which involves the number of deliveries carriers made per hour. On DPS routes, the
Service believed that the decline was greater than it had anticipated from DPS work
methods and was due in part to route adjustments that were less timely and accurate
than expected. NALC believed that much of the decline in efficiency was caused by DPS
work methods. such as the additional time carriers needed to handle and prepare some
DPS letters on the street, work that was formerly done by carriers in the office. The
Service is working to improve city carrier efficiency through various efforts. For
example, the Service has made additional funds available so that inspections can be made
prior to implementing DPS on specific routes, and routes can be adjusted to capture DPS
savings. Also, the Service is working to improve supervision of city carners’ street
operations and is testing both alternative delivery methods and new city carrier

performance standards.

Although the Service has achieved some success in addressing operational issues, it has
been less successful in resolving disagreements about DPS implementation with NALC,
the postal labor union that represents about 234,000 city carriers. Such disagreements

generated the filing of many grievances. Most of the grievances were resoived through
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settlement while several had to be resolved through national arbitration. In many cases.
the grievances involved employee concerns about specific DPS implementation
procedures that were established in various memoranda signed by the Senvice and NALC.
Although many city carriers we spoke with said that they saw benefits to DPS, they also
said that they were concerned about its effects on their daily work, particularly their

ability to serve customers efficiently.

Strategic and Performance Plans

In July 1997, we issued our observations on a draft of the Service's 5-year strategic plan
that was developed in response to the requirements of the Results Act.® We found that
the draft plan had various strengths, the most significant of which was the substantial
emphasis that the plan placed on the achievement of performance results. This emphasis
was generally consistent with the Results Act's concept of a systematic management
process that used results-oriented goals and strategies as well as quantitative performance

indicators to measure progress toward these goals.’

[he Results Act; Of i on
(GAO/GGD-97-163R, July 31, 1997).
YAccording to the Service, strategic planning has been in place since 1995 when it
established its current management system called CustomerPerfect!™, a system of
continuous assessment and improvement of postal operations so that the Service can

better provide postal products and services to its customers in a competitive
environment.

10



50

The plan generally addressed the six major components tequired by the Results Act.
including a mission statement. general goals and objectives. strategies to achieve the
goals and objectives. and performance measures of the goals and objectives. In doing so.
the plan provided useful information on the Service's vision of its future and how the
Service planned to achieve its desired results. However, we believed that for some of the
components, such as the Service's mission statement, the information could have been
strengthened so that it could have been more complete and more clearly conveyed. When
the Service's final strategic plan was issued at the end of September 1997, we found that
improvements had been included in the plan that made it a clearer and more complete

document.

In its 1997 Comprehensive Statement on Postal Operations, the Service included a
preliminary version of the Annual Performance Plan for fiscal year 1999. The plan is
intended to provide a yearly update of and more detailed information on the goals and
targets to be achieved and establish performance indicators to be used in determining
how progress is being made toward achieving the goals and targets. We are currently
reviewing the plan and are finding that, overall, it did an effective job of articulating
performance goals that defined expected performance and were quantifiable and results-
oriented. Also, the plan did a good job of discussing how the Service plans to measure
and review results, and it recognizes the role of management and some stakeholders, such
as the Inspector General, in reviewing and evaluating programs. However, although the

plan broadly discussed the strategies and resources necessary to achieve its goals, we
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believe that the plan could better link particular strategies and resources with particulay
performance goals. Without such linkage, it may be difficult for stakeholders reviewing

the plan to understand how the Service intends to achieve its goals.

OUR COMPLETED WORK RELATED TQ
OTHER POSTAL MANAGEMENT ISSUES

I would now like to provide you with a brief summary of work we completed since the
spring of 1397 on other issues related to the Service's overall management and operations.
This work resulted in reports on (1) cost overruns at the Chicago Post Office, (2) the
procurement of postal uniforms, and (3) emergency suspensions of operations at post

offices.

Overruns at t hi (¢] ce

in October 1997, we reported on the cost overruns that occurred in the construction of
the new Chicago Main Post Office.'® We found that based on our review of the events
that occurred and an investigation by the Postal Inspection Service, the overruns, which
totaled about $133 million, appeared to be due primarily to inadequate planning. The

Service implemented procedures aimed at reducing the likelihood of cost overruns

S Po ice: i i
Service (GAO/GGD-98-11, Oct. 31, 1997).
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occurring in similar future capital investment projects, including earlier notification of
problems to the Board of Governors and more Postal Inspection Service involvement with
review of facilities construction. Also, we were asked to review mail service performance
data on Chicago's Graceland postal station, which had been the focus of constituent
complaints. We compared performance data from the Graceland station with another
postal station-Boston's Brookline station—that had achieved higher data results and yet
functioned in an environment similar to the Graceland station. Our analysis of the data
confirmed that there were differences in the performance of the two stations, but it also
showed that the data were not informative about the causes of the problems with mail

service in Graceland or in Chicago.

ocurement of Po: Inifo

In January 1998, we provided information on the Service's efforts to centralize its

procurement of postal uniforms."

Congressional concerns about this issue involved the
extent to which a centralized program might adversely affect American companies
currently participating in the Service's decentralized system for procuring uniforms. We
reported that to help minimize the overall effect on American companies, the Service was

planning to implement various oversight efforts to ensure that contractors under the

Centralized Uniform Purchasing program (1) produced uniforms exclusively using

HLLS Postal Service: Informauon on Centralized Procurement of Uniforms (GAO/GGD-98-
58R, Jan 23, 1998).

13
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American materials and labor and (2) adhered to the Apparel Industry Partnership's
"Work Place Code of Conduct" designed to ensure that goods are not produced under
sweatshop conditions. Also. the Service met with the National Association of Uniform
Manufacturers and Distributors, which represented some of the Service's retail vendors. in
an effort to address their concerns about the Service's planned move to centralized
uniform purchasing. Notwithstanding these actions, however, the number of retail
vendors selling postal uniforms under a centralized program was expected to decrease

from more than 800 to 6 or less.

The Service estimated that it could save about $13 million to $17 million annually through
centralized uniform procurement. However, according to the Secretary for the Board of
Governors, the decision to move forward to implement the program was not based on
anticipated savings but on the need to comply with existing memoranda of understanding
with postal labor unions. The memoranda anticipated that, through centralized
purchasing, employees would be supplied with a greater number of uniform iteras of a
higher quality with an overall reduction in costs to the Service. Nevertheless, the Postal
Service recently decided to delay plans to implement the Centralized Uniform Purchasing
program pending further discussions with affected unions. Postal officials do not see any

movement toward program implementation before 1999 at the earliest.



Emergency Suspensions of Post Offices

In April 1997, we issued a report on information involving emergency suspensions of post
offices,” which are teraporary closures that the Service may initiate under conditions that
constitute a threat to the safety and health of postal employees or customers or to the
security of the mail, such as natural disasters, or other conditions, such as the
termination of a lease. In our earlier report on post office closures,'> we briefly described
emergency suspensions and as you requested, in our April 1997 report, we followed up on
that work to provide you with additional information related to such suspensions. Among
other things, we reported to you that between the beginning of fiscal year 1992 and March
31, 1997, the operations of 651 post offices had been suspended for various reasons, half
of which involved lease or rental agreement terminations. Recently, we obtained from
the Service updated information on post offices under emergency suspension, which
showed that as of March 13, 1998, 470 post offices were under emergency suspension.
Also. we were told that 311 of these offices were undergoing a feasibility study by the
Service to determine whether they should be permanently closed. In addition, in March
1998, the previous Postmaster General announced a nationwide moratorium on post office
closings initiated by postal management. However, this moratorium did not affect the

Service's program for suspending operations at specific post offices due to emergency situations.

qumunmgs(GAO/GGD 97~.3SBR Mar. ll 1997).



At this time, Mr. Chairman, I would like to discuss some of our completed work efforts
that relate mainly to postal reform, a significant issue that has been the subject of much
debate in Congress and among postal stakeholders. Since April 1997, we have reported
on the mail box restriction law and issues concerning the governance of the Service. We

also provided you with our views on proposed revisions to your postal reform legislation.

At your request, Mr. Chairman, in May 1997, we reported on issues involving the mailbox
restriction,'* which generally referred to the law (18 U.S.C. 1725) that essentially gives the
Service exclusive access to mailboxes. At the time that we issued our report, proposed
postal reform legislation included a demonstration project to test relaxing the mailbox
restriction. However, as you may recall, Mr. Chairman, you believed that more
information was needed on this topic before changes to this law could reasonably be

considered.

“U.S, Postal Service: Information About Restrictions on Mailbox Access (GAO/GGD-97-
85, May 30, 1997).
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To provide you with additional information on the maitbox restriction, among other
things, we obtained the views of over 1,000 randomly selected adults in the continental
United States and other postal stakeholders, including the Service and the seven major
postal labor unions and management associations. We reported that the vast majority of
the adults were opposed to allowing just anyone to put mail into their mailboxes.
However, their views differed regarding the desirability of mailbox access for particular
companies or particular items. For example, about 60 percent of the adults favored
allowing express companies, such as Federal Express and United Parcel Service, to put
packages into mailboxes. But less than 50 percent of the adults favored allowing
companies to leave other types of items in mailboxes, such as utility bills, magazines or

newspapers, and catalogs, coupons, or ads.

Also, mixed views about the need for the mailbox restriction were expressed by other
postal stakeholders. For example, the Service, the seven major postal labor unions and
management associations, and a contractors’ association believed that the mailbox
restriction was needed generally to protect postal revenue, facilitate efficient and secure
delivery of mail, and promote the privacy of postal customers. Other stakeholders,
including the Justice Department and the Postal Inspection Service, opposed any
relaxation of the mailbox restriction law because, among other things, it helped deter
mail theft by limiting mailbox access and made it easier to detect, investigate, and resolve
cases of mail theft. However, Service competitors generally believed that the law should

be repealed or changed because it was unnecessary, impeded competition, and infringed

17
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on private property. Also, none of the eight foreign postal administrations we surveved
said that they needed a law restricting mailbox access and none of these countries had
ever had such a restriction. However, these countries’' mail delivery practices generally

involved less use of mailboxes than is the case in the United States.

OV N

At your request, Mr. Chairman, in August 1997, we provided information on issues related
to the governance of the Service that you believed could be helpful in deliberations on
postal reform.”® For our report, we obtained information on issues of concern to current
and former members of the Postal Service Board of Governors,' including any areas
where members indicated a need for legislative attention. Also, among other things, we
provided information on governance issues that was intended to provide additional
perspective in postal reform discussions. Frequently cited issues by current and former
Board members that we interviewed included (1) limitations on the Board's authority to

establish postage rates, (2) the inability of the Board to pay the Postmaster General more

“U.S. Postal Service: Issues Related to Governance of the Postal Service (GAO/GGD-97-
141, Aug. 14, 1997).

'*The Postal Reorganization Act of 1970 created the Postal Service Board of Governors to
be the governing body for the Service. The Board consists of 11 members and is
comparable to the board of directors of a private sector corporation. The Board directs
the Service's exercise of powers, directs and controls expenditures, reviews Service
practices. and conducts long-range planning. Also, among other things, the Governors
participate in establishing postage rates and take up other marters, such as mail delivery
standards.

18
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than the highest rate permitted for a postal executive, {3) the Board's lack of pay
comparability with the private sector, and (4) qualification requirements that were 100
general to ensure that Board appointees possessed the kind of experience necessary to
oversee a major government business. However, there was not a consensus among the

mernbers on what legislative changes should be considered to address their concerns.

bservation oposed ions o
Postal Reform Legislation

In April 1998, we communicated our observations and comments concerning proposed
revisions to HR 22, the Postal Reform Act of 1997, which would change current laws to
give the Service greater commercial freedom while establishing rules intended to ensure
fair competition."” In our letter, we offered our comments on the principles and trade-offs
relevant to congressional consideration of the proposed revisions, and our observations
on selected features of the proposed revisions that related to our reviews of postal issues.
For example, based on our previous work, we believe the Service could benefit from

defining the concept of universal service, which the proposed revisions would require.

We also discussed the potential impact of reducing the scope of the letter mail monopoly

to $2. On the basis of available data, it appeared that the short-range impact of reducing

i 22 (GAO/GGD-98-
97R, Apr. 7, 1998).
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the scope of the letter monopoly to $2 would not significantly affect the Service's ability
to provide affordable universal service. We determined that little of the First-Class Mail
volumes that are currently protected by the postal monopoly would become subject to
competition. In addition, we said a variety of other factors, such as a reduction in First-
Class Mail volume due to increased use of electronic media along with costs, inflation,
and service quality, could in the long run, in combination with any change in the scope of
the postal monopoly, have an impact on the Service's ability to provide affordable

universal service.

ONGOING GAO WORK RELATED TO

coM ON AND DIVERS 'ES

I would now like to discuss our ongoing work, most of which has been initiated at your
request, Mr. Chairman, or at the request of members of your Subcommittee, in which we
are focusing on various postal activities that in large part relate to the issues of
competition and diversity. The ongoing work related to competition includes three
efforts, two of which involve issues associated with the Service's role in the international
mail market. The three efforts include reviews of (1) Global Package Link, one of the
Service's international parcel delivery services, (2) the Service's role in the Universal
Postal Union, and (3) the Service's development of new postal products. In addition, our
other ongoing work addresses the issue of diversity, with a focus on three review efforts

involving (1) the promotions of women and minorities into higher postal management

20
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positions: (2) diversity training for postal employees. particularly in sexual harassment
and equal employment opportunity (EEO). along with specific postal EEO-complaint

related data: and (3) trends in federal EEO complaint caseloads.

Global Package Link

In response to your request, Mr. Chairman, we performed a review of the intemational
parcel delivery service known as Global Package Link (GPL), a service which began in
1895, and was designed to make it easier and more economical for direct marketers to
export bulk shipments of merchandise internationally. Private express carriers had raised
concerns that GPL parcels were subject to fewer customs clearance requirements and
received preferential customs treatment overseas, thus giving the Service an unfair
competitive advantage in providing international parcel delivery service. In reviewing
issues related to these concemns. we focused on the Service's international GPL activities
in the three countries where GPL was primarily operating in fiscal year 1997, which
included Canada, Japan, and the United Kingdom. During this period, nearly all GPL

parcels were sent to Japan.

We found that differences existed in foreign customs requirements for GPL and private
express parcels, the greatest of which were in Japan where private express carriers were
subject to requirements regarding the preparation of shipping documentation and payment

of duties and taxes on their parcels that did not apply to GPL parcels. However,
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regarding the private carriers’ two major areas of concern, the results of our work
generally showed that despite differences between the Service and the carriers in various
delivery and customs clearance processes for parcels shipped to the three countries. GPL
parcels did not appear to receive preferential treatment over private express parcels in
(1} the speed of customs clearance in any of the three countries or (2) the assessment of
duties and taxes in Canada and the United Kingdom. We were unable to determine
whether duties and taxes were assessed on dutiable GPL parcels shipped to Japan

because essential data were unavailable.

In commenting on our draft report, private carriers continued to express concerns that
differences in customs clearance requirements for postal and privately shipped parcels
result in more work and higher costs for the carriers, placing them at a disadvantage in
competing with the Service to provide international parcel delivery service. However.
Service officials commented that it enjoyed no customs clearance advantage over private
carriers and that GPL and the expanded business opportunity it represents is critical to
the future of the Postal Service and its customers. Private carriers have urged Congress
(0 protect fair competition by enacting legislation that would require the Service and the
carriers to compete on the same terms, particularly with regard to customs treatment.
[ssues related to fair competition involve weighing how the Postal Service and private
carriers can compete, given that different sets of requirements and obligations currently

exist.
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Universal Postal Union

At your request, Mr. Chairman, we have recently begun a review of the Service's role in
the Universal Postal Union (UPU), a specialized agency of the United Nations that
governs international postal services. Issues involved in this review cover a wide range ot
concerns. For example, some private carriers have raised concerns about the Service's
authornty to represent the United States in the UPU because in that position, the Service
acts as both a participant in developing intemational mail policies and a competitor with
international private carriers, thus perhaps gaining unfair competitive advantages. As
such, a proposal has been suggested that would designate the Office of the U.S. Trade
Representative to participate in UPU's activities instead of the Postal Service. At this
time we are in the process of obtaining more information about UPU's functions, the
Service's role as a participant in UPU, and the issues and concerns that may contribute to

future discussions about UPU's activities.

Development of New Postal Products

We are currently addressing issues related to the Service's development of new postal
products, such as phone cards and the electronic postmark. Specifically, our work
involves obtaining information on (1) any statutory and regulatory authorities and
constraints governing the Service's ability to market new products; (2) the Service's

processes for developing, testing, approving, and marketing new and electronic products;
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and (3) new and electronic products that the Service marketed during fiscal years 1995

through 1997, including financial data related to such products.

Promotions of Women and Minontes

At the request of Congressman Danny Davis, a member of the Subcommittee, we are
currently obtaining information on issues related to the promotions of women and
minorities into higher postal management positions. Concemns about this topic were
raised in response to the issuance of a contractor study on diversity that was presenied to
the Postal Service Board of Goverrors in January 1998. The study generally identified
relatively small numbers of women and minorities that had been promoted into higher
postal management levels, particularly those in the Executive and Administrative
Schedule level 17 and above. As agreed recently with Congressman Davis' office, we are
currently obtaining information related to this issue, including the extent to which
required promotion processes for higher ngel postal positions are being followed in
specific postal locations and the effects that a selected number of such promotions have

had upon workforce diversity in these locations.

Diversi raini d P “omplaint Data

At the request of the Subcommittee's Ranking Minority Member Chaka Fattah, we are

obtaining information about the extent to which the Postal Service has provided various
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types of diversity training, particularly on the topics of sexual harassment and EEQ. to
postal employees. Most recently, we leamed that the Service is making efforts to
emphasize the importance of traning for postal employees through the development of a
guide that provides employees information on available training courses, including sexual
harassment and EEO. Also, the Service has developed a draft Human Resources Strategic
Plan that, among other things, identifies strategies for employee training and
development. In addition, as part of our review, we are working to obtain and review
specific EEO data related to complaints that Congressman Fattah requested, including
such data as the numbers and types of complaints being filed and the types of postal

facilities that have large numbers of pending EEO complaints.

Trends in_Federal E Complaint load

In response to requests from Congressmen Elijah Cummings and Albert Wynn, we are
developing and analyzing data on unresolved EEO complaints at federal agencies and at
the Equal Employment Opportunity Commission (EEOC), the agency that is primarily
responsible for establishing regulations that govern the processing of employees’ EEO
complaints by federal agencies. Also, EEOC conducts hearings and adjudicates
employees' appeals of agency final decisions on their complaints. The requesters asked
that the Postal Service be included in this work mainly because it is covered by most of
the same EEO complaint processes that apply to most federal agencies. Also, the Service,

with over 850,000 employees, is the largest federal civilian employer. Information is being
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developed about the inventories of EEO complaints at federal agencies and EEQOC and
how trends in the number of complaints filed and the time taken to process them have

contributed to inventory levels.

Mr. Chairman, this concludes my prepared statement. I have included a list of our Postal
Service products issued since Apnl 1997 in the appendix. [ would be pleased to respond

to any questions you or the members of the Subcommittee may have.



APPENDIX APPENDIX

GAQ POSTAL RELATED PRODUCTS [SSUED SINCE APRIL 1. 1997

LS Postal Service: Progress Made in Implementing Automated Letter Sequencing, but
Some Issues Remain (GAO/GGD-98-73, Apr. 17, 1998).

Postal Service Reform: Observations on Proposed Revisions to H.R. 22 (GAO/GGD-98-
97R, Apr. 7. 1998).

LLS. Postal Service Information on Centralized Procurement of Uniforms (GAO/GGI»-vs-
53R, Jan. 24, 1998)

U.S. Postal Sernvice: Little Progress Made in Addressi ersi Labor-Mana; ent
Problems (LAOT-GGD-95-7, Nov 4, 1997).

U.S. Postal Service; Chicago Main Post Office Cost Overruns and Graceland Station Mail
Service (GAO/GGD-98-11, Oct. 31, 1997).

U'S_Postal Service_ Little Progress Made in Addressing Persistent Labor-Management
Problemns (GAO/GGD-93-1. Oct. 1. 1997).

L.S_Postal senice [ssues Related to Governance of the P ervice (GAO/GGD-97-
141 Aug 14, 1997)

Results Act: Observatiol n th S| ice's Jun 97 Draft Strategic Pl
(GAO/GGD-97-163R, July 31, 1997).

U.S. Postal Service: Information About Restrictions on Mailbox Access (GAO/GGD-97-85,
May 30, 1997).

U.S. Postal Service: Confinued Challenges to Maintain mprove () ce (GAO/T-
GGD-97-33. Apr. 24, 1997)

LU.S. Postal Service: Information on Emergency Suspensions of Operations at Post Offices
(GAO/GGD-97-70R; Apr. 23, 1997).
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Mr. McHuGH. Thank you. I appreciate your comments, Mr.
Ungar. As you heard through the opening statements, just about
all of the members here today have specific questions about some
very narrow, very important but relatively narrow, product offer-
ings and such. I want to get to those questions so that the mem-
bers can present them themselves, but let me start with a more
broadly based inquiry.

Mr. Ungar, you mention the GAQ’s work and the fact that indeed
the inspector general’s office is looking at the development of the
annual performance plan, and you generally commented that you
thought it was a good start and made some comments. I would like
to narrow down your analysis on that particular plan to both of you
and ask what, if anything, do you think was done positively or
needs to be done in addition or perhaps retracted with respect to
labor relations?

The Postmaster General will say in his statement, and has pre-
sented a written statement and has said, to his credit, in some of
his early interviews that this, is indeed, one of the more pressing
aspects, and GAO has commented before. I fully agree, and I think
the Postal Service in theory agrees that the performance plan pro-
vides at least an opportunity by which to reconcile some of that gap
that exists between management and labor. And yet if you look, as
I did, at the preliminary plan as introduced, labor-management re-
lations are not dealt with in any great depth.

Do you see that as a problem with the plan or do you think that
should be addressed in another way?

Mr. UNGAR. Mr. Chairman, I think it is an issue that certainly
needs to be addressed. In fact, we made a comment to the Postal
Service, actually it was to the subcommittee as well, in a report
that we issued on the Services their strategic plan. The draft of the
strategic plan did not really focus on this labor-management rela-
tions problem.

The Postal Service was responsive and said it would be develop-
ing some specific goals in thLe area of labor-management relations,
and I know that’s a very difficult area to deal with. I think that
the performance plan does have space for goals related to the work
environment, and I think the Service plans to do that, gauge that
through some questionnaires to employees, as I recall.

I do think it’s important that this issue be a key part of the plan.
The Postal Service had indicated to us that it certainly plans to
make it that and that’s going to be an evolutionary process. I cer-
tainly would hope that the Postal Service would work very closely
with its stakeholders, primarily the unions, in determining what
ought to be the goals and how it ought to measure them and what
kind of specific strategies ought to be applied.

One of the issues that we discussed at the last hearing, a num-
ber of the members raised, had to do with the actual day-to-day
working relationships between postal supervisors and managers
and work room floor employees. These were very difficult relation-
ships. One of the examples would be the different way in which the
city carriers’ performance system is structured versus rural car-
riers.

For example, overtime in the city carriers’ situation is a day-to-
day situation where they have to negotiate, and there’s often, dif-
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ferences of view; whereas the rural carrier system is a little dif-
ferent. I know that there are some initiatives in the Postal Service
aimed at trying to get a handle on that. I also know that the Postal
Service and the city carriers union haven’t exactly seen eye-to-eye
on those things.

So those are the types of things—specific goals and discussions
with the stakeholders—that at least over time would be helpful.

Mr. MCcHUGH. So they plan to make it part of the plan?

Mr. UNGAR. Well, there is a line item in there for the work envi-
ronment. It doesn’t specifically, as I recall, mention labor-manage-
ment relations per se, but it’s my understanding that the Service
is working toward something and, as you say, planning to plan.

Mr. McHUGH. OK. Ms. Corcoran, any comments on the strategic
plan in general, but particularly with the labor-management issue?

Ms. CORCORAN. We certainly believe that labor-management
issue is a very, very important issue. And based on the work that
we've done, which has been fairly limited, we think there’s a lot of
opportunity for some improvement.

We agree with Mr. Ungar that, you know, it certainly needs to
be mentioned. We know that even in their various performance
goals that is one of the areas that they’re working on. We are in
the process’ of monitoring their annual plan and what they are
doing in terms of implementing that, and we will continue to do
that and keep the subcommittee informed as to the progress.

Mr. McHUGH. I would just hate to see a missed opportunity, one
on which apparently everyone agrees. It seems to me if you're going
to try to address such an intricate problem over time, that you've
got to focus on it in a pretty deliberate way. Thus far I would say
to Mr. Henderson, with a kind of a hint on what might be on his
pop quiz coming up, that, maybe that’s something we ought to look
harder at.

Let me just ask one more general question of both and yield to
my colleagues.

There is a lot of concern about what the Postal Service is doing
in offering new products. Some are new, some are nonpostal prod-
ucts. I know that both of you have started to look into and examine
the introduction of new nonpostal products to date, and I was curi-
ous how do you plan to go forward with that.

Most particularly, some people are objecting to what they view
as an apparent interpretation unilaterally by the Postal Service
that the traditional postal charter, which normally was considered
a certain form of communications, now can include any kind of
communication by their definition, including electronic. So are you
looking at that kind of thing, and how are you proceeding with it?

Ms. CORCORAN. We are going to be looking at these type of areas.
We have a unit that’s called revenue generation. Part of their job
will be to look at what is being marketed by the Postal Service and
what is being looked at by the Postal Service.

Mr. Henderson over the past few weeks has been talking with all
the management of the Postal Service, talking with them about his
view of how the Postal Service is being viewed. One of the areas
that he’s going to, I believe, probably talk to you about today is the
public policy issue.
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I was in a meeting with him the other day where there were
questions where, you know, we need to make sure that what we're
doing is for the best interests of what we're trying to do as a Postal
Service and as it relates to mandates. So, we will be looking at
those types of things and reviewing them. We have done some ini-
tial survey work to determine what are the—all the various type
of areas that the Postal Service is getting into.

Also, we will be looking to see how they put together their reve-
nue streams if they go forward with these products, because that’s
very important. I think lots of times those revenue streams might
be a little pulled from the sky rather than based on real hard facts,
which is hard to do, we understand, but they need to have some
real backup to them. So we will be looking at a lot of different
areas.

Mr. McHUGH. Mr. Ungar.

Mr. UNGAR. Mr. Chairman, at the request of the subcommittee,
we do have an effort under way that I mentioned that is really fo-
cused on new products, and I would like to mention that we expect
to be done in November with that. I will ask Mr. Barnes to give
you a summary of exactly what we’re looking at.

Mr. McHuUGH. OK. Mr. Barnes.

Mr. BARNES. Thank you. Basically at your request, Mr. Chair-
man, we’re looking at basically the statutory, regulatory authority
that the service has in terms of implementing new products. We’re
also reviewing the process for developing, testing, improving and
marketing new electronic products, and we will also be providing
you with an inventory.

As you know, the Postal Service basically doesn’t consider any of
its products to be nonpostal products, but rather it considers all of
them to be an extension of its traditional core of businesses, such
as first class mail, priority mail, and express mail. Most of the
Service’s new products today come through its marketing depart-
ment, and since June 1996, the marketing department is following
a highly structured review process commonly referred to as the
“customer perfect” 5.1 process.

The 5.1 process, we found out, is divided into four major proc-
esses, which is the concept stage, the business plan stage, the test
stage, and the implementation stage. In looking at these various
stages, each time the new products move through, they're required
to get approval by management and the board. Not all new prod-
ucts introduced by the marketing department follow through this
new 5.1 process, and some of the products which—these products
are outside of the marketing department’s purview. For example,
retail, global priority mail and global package link did not come
through the new 5.1 process.

So as we—as Bernie has mentioned, today we've done quite a bit
of work and we’re doing the last bit of our audit work today. As
you mentioned, we will be issuing a report to you coming early No-
vember.

Mr. McHuGH. I agree with your assessment, your analysis of the
Postal Service’s view of its product offerings. I think, and I'm not
intending to take sides here, but I think it's a basic dispute
amongst the postal community if a coffee mug with Bugs Bunny on
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it is really postal product and whether it is or isn’t, and I under-
stand it’s a picture of a stamp and all of that.

Will you be addressing that issue, or are you assuming that if
they say it is a postal product, you’re going to accept that. Are you
just looking at the chain of command and the chain of events that
gets that product to the market?

Mr. BARNES. Well, basically in agreement with your staff, Mr.
Chairman, what we will be looking at is new electronic products
that are coming out by the Postal Service. It was the decision that
we wouldn’t look at the retail end, because I believe the inspection
service and the IG are doing some work in that area. So we decided
that we wouldn’t look at retail but we’re going to focus in on new
electronic products.

Mr. McHUGH. Do you agree to that? OK.

Mr. UNGAR. Mr. Chairman, we are also looking at the legal, the
statutory and regulatory framework under which this is being un-
dertaken. I don’t know exactly what the inspection service is doing,
but should you like us to look at some other products or services
at some point, we would certainly be happy to oblige.

Mr. McHUGH. I was interested if this debate was going to be in
any way addressed by you, and we can pursue that later because
it is an issue. We do have a few moments before the vote, I would
be happy to yield to the chairman, Mr. Burton.

Mr. BurTON. Thank you, Mr. Chairman. I will just ask two real
quick questions.

I noticed in your statement, Mr. Ungar, that the Chicago Post
Office, I don’t know if this is in Mr. Davis’ district or not, had a
cost overrun of $133 million. Can you tell us a little bit about the
total cost of that project and why the cost overruns took place?

Mr. UNGAR. Yes, sir. I can’t recall the total costs, I think it was
around $200 million—I will get that number for you.

Mr. BURTON. The reason I'm concerned, if the total cost was say
$200 million, a $133 million cost overrun is a pretty substantial in-
crease,

Mr. UNGAR. Right.

Mr. BURTON. And I would like to know why.

Mr. UNGAR. Yes, it is a substantial cost increase relative to the
total cost. I don’t remember the exact figure. We have it here, and
I will provide that for you.

There are a couple of reasons for that; one was that the initial
site that was proposed and initially costed out was one that the
city of Chicago opposed. It appeared to us and the Inspection Serv-
ice, which also looked at this, that maybe enough homework hadn’t
been done in terms of, the city is acceptance of this type of facility
at that particular location, and of course, in this case it didn’t.

The other dilemma that was directly related to the cost overrun
was that at the alternate site, this facility happened to be right in
the middle of railroad tracks that were active, and there was an
underestimate of the costs that would be associated with undertak-
ing a major construction project with that situation. So that added
to the costs unexpectedly.

Another issue that arose unexpectedly as the construction, proc-
ess was under way was that another part of the Postal Service was
developing in its automation plan, and informed the folks respon-
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sible for construction that it wanted to install automated equip-
ment in this facility that had not been considered in the original
design. So that added to the costs.

What we had there during the period of this project was a series
of situations in which the folks responsible for the construction had
to go back to the Service and the board of governors for more and
more money on several occasions. We concluded—not too surpris-
ingly—that better planning is certainly something that was needed
in this particular situation, as well as better oversight on the part
of the Postal Service and the board of governors.

We understand now that as a result of this experience, a number
of new procedures have been put into place, including an early
warning system to provide insight to the board of governors of po-
tential problems and earlier involvement of the Inspection Service
in monitoring construction projects. I think this now maybe the in-
spector general’s responsibility.

Mr. BURTON. Well, if you could give me a detailed report on that,
I'd sure like to have it.

Mr. UNGAR. Yes, sir.

Mr. BURTON. And I would like to have the original cost estimates
as well.

Mr. UNGAR. Yes.

Mr. BURTON. All I wanted to ask Ms. Corcoran was, I understand
you met with our staff recently and they said that you've been
doing this for a little over a year now. I just wondered if there’s
any problems that you’re having that this committee could be of
help with.

Ms. CORCORAN. No, sir, not at this point in time. I think——

Mr. BURTON. If you have any, I'm sure Mr. McHugh or I will be
very happy to work with you.

Ms. CorcoraN. Thank you.

Mr. BURTON. Thank you.

Mr. McHUGH. I thank the chairman. I'm not as fast as I used
to be, so I have to get going to the floor. Did you want to——

Mr. LATOURETTE. No, I think that’s a great idea.

Mr. McHUGH. Why don’t we just stay in recess, if we could vote,
and I certainly will be back. I hope some of the other members will
be able to join us, as well. We will just stand at ease for a few mo-
ments.

[Recess.]

Mr. McHuUGH. The record will show that Mr. Davis, Chairman
Burton and I would have been back sooner, but I took a wrong turn
and took us to the wrong room, and I admit that fully. I apologize.

Mr. Davis. We all followed.

Mr. McHUGH. That’s the good news, they all followed.

I want to recognize, before we proceed to questioning, the gen-
tleman from Oregon, Mr. Blumenauer. He has asked, although not
a member of the subcommittee or the committee, if he might be ex-
tended the opportunity to sit in on this hearing. It is permissible
under the rules.

As I know the Postmaster General is aware, Mr. Blumenauer has
been very active in issues involving post office relocation, commu-
nity regulations and such. So we acknowledge his presence and
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thank him for being here and thank him for his input on those
issues.

Mr. Chairman, were you completing and/or have completed your
questions?

Mr. BURTON. Yes, I have, thank you.

Mr. MCHUGH. I would then defer to Mr. Davis, if he may have
any questions at this time. Mr. Fattah is not here.

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

Ms. Corcoran, you know, I was thinking we have a street in my
community that’s named Corcoran and it was, of course, after fa-
mous people, and so that puts you right in that category.

But let me just ask you, we hear the question all the time about
labor-management relations as being the real big sticky issue. In
your 5-year strategic plan, is there something there that addresses
those problems?

Ms. CORCORAN. Yes, sir. Part of our strategic plan that we have
put together includes an area for labor-management. We're still
novices in the labor-management field within the Postal Service,
trying to understand exactly what all is involved in this, but it is
one of our prime focuses over the next 5 years and it includes a
number of different areas.

The 10 major areas that we believe are facing the Postal Service,
that we described in both our semiannual report and in our state-
ment, three of those areas relate very strongly to labor-manage-
ment. One is just the overall labor-management climate which in-
cludes how people are treated, grievances, just the entire—whether
they’re treated fairly, all of those type of issues. A second one is
;he violence in the workplace and the entire safety of the work
orce.

Then the third area is workers’ compensation, which there’s a lot
of concerns within the Postal Service to keep workers’ compensa-
tion costs down. But there’s a lot of concerns and complaints that
we hear the people aren’t treated fairly when dealing with the
workers’ compensation complaints. So we are going to be dealing
with this on numerous fronts.

Mr. DaAvis. Is there much emphasis placed upon training; that is,
training both supervisory or management personnel as well as
workers themselves?

Ms. CORCORAN. We have not done an overall review in the area
of training. However, we did take a look at the Milwaukee situa-
tion and what was being done for training there.

Several years ago the Inspection Service had done what they call
a service investigation because of concerns in Milwaukee. What we
found is that while they have improved training, there doesn’t
seem to be a level playing field for all the training, that it’s more
sporadic than what we would like to see. That will be part of what
we include in our final report that we do on Milwaukee. That’s only
one place but it is—if it’s indicative of what's going on in the rest
of the program, it’s something we certainly need to look at.

Mr. Davis. And that would include human relations as well as
work-oriented task assignments?

Ms. CORCORAN. Right, that’s correct. This particular training was
more in the diversity and human relations type areas that we are
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logking at, versus actually doing functional type training to do your
job.

Mr. DAvis. Thank you very much.

Mr. Ungar, did I understand as you were discussing overruns
with Chairman Burton, you basically suggest that the problem
with the development in Chicago was probably poor planning and
some design change that was necessary because everything had not
been put in up front?

Mr. UNGAR. Right. Yes, Mr. Davis. The two problems—the two
major problems—were the change in site because of the city of Chi-
cago’s concern about the original site, which again dealt with build-
ing over railroad tracks which caused a lot of problems, and second,
the change in the design of the building that had to be made for
the automation equipment.

I would just mention during the recess I did look at our report,
and the total cost was estimated at $330 million to construct the
post office.

Mr. Davis. I guess when you look where it actually wound up
being put, I would probably say it would almost take architectural
as well as some engineering geniuses——

Mr. UNGAR. Right.

Mr. Davis [continuing]. To have dumped the facility in the area
where they ultimately decided——

Mr. UNGAR. To go.

Mr. DAvis [continuing]. To do it. Another question that I have is,
I talked about all of these people who live in my congressional dis-
trict and who work for the Postal Service. There seem to be some
concern relative to movement toward privatization, and that is the
contracting out. It’s been my experience that oftentimes when we
look for privatization, it’s because we’ve got some difficulty with
profit or with costs or with efficiency and effectiveness.

We have a system now that’s making money for the last 3 years.
What’s the—what’s driving the privatization ideas? Do you know or
would you respond to that?

Ms. CORCORAN. I'm not exactly sure what the Postal Service is
doing. I believe it’s a lot for efficiency and effectiveness. The Na-
tional Performance Review that came out in 1993 certainly listed
that outsourcing should be something that should be viewed by
Government agencies as a positive, and they should look for areas
to be able to franchise and to do other types of outsourcing.

I believe that the Postal Service is trying to do all it can to be
as much like a private organization as it can, and it sees that that
is one of the ways. But, I believe Mr. Henderson probably could an-
swer the question.

Mr. DAvis. We are making money?

Ms. CORCORAN. Absolutely.

Mr. DAvis. We're earning a profit right now, and in many places
we find 90 percent and above delivery rates or management effi-
ciency rates, and because of that, that sort of drove me to that
question. Thank you very much.

I don’t have any other questions at the moment, Mr. Chairman.

Mr. McHUGH. I thank the gentleman. The gentleman from Ohio,
Mr. LaTourette.
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Mr. LATOURETTE. Thank you, Mr. Chairman. I was glad that you
brought up during your questioning the idea of nonpostal products
and I look forward to the GAQO’s response on that.

Just as a sideline, I had a fellow in my district office the other
day that made a plaster of Paris cast of Mount Rushmore, and ap-
parently since that appeared on a stamp, he wanted my help in
getting it. So I will be interested in that. Maybe we can sell those
at the post office. He threw it on the ground and it was very en-
couraging.

Mr. Ungar, I want to focus on pages 3 and 4 of your testimony,
if I can. It points to what I was attempting to talk about in my
opening remarks, and I think what Mr. McHugh is talking about,
and Chairman Burton.

First, in the middle paragraph you talk about, your report talks
about the declining scores for 2- and 3-day mail, and the paragraph
that ends at the top of the page before that says that overnight
mail has reached a 3-year high. The last sentence of that para-
graph is what I want to focus on, that “Such declines may reinforce
concerns previously expressed by some postal customers that the
Service’s emphasis on overnight mail delivery has been at the ex-
pense of 2-day and 3-day mail delivery efforts.”

That’s a concern that’s expressed to me a lot, that we see the
post office commercials on television, and they have apparently
more trucks than other people and more people than other people.
But the fear is and the concern that’s expressed is that the people
that put the 32, soon to be the 33 cent stamp on a letter are paying
the cost of that, and not only are they paying the cost of it, but
now apparently the results indicate that they’re getting worse serv-
ice while paying more.

I'm wondering what thoughts you have on that, one; and, two,
based upon your analysis og the situation, are you aware of any-
thing that the Postal Service plans to do to improve the scores for
2- and 3-day mail?

Mr. UNGAR. Yes, sir. When we first noticed that the scores were
going down for the 2- and 3-day delivery mail, we had a concern
of the capacity of the Service to really manage more than one objec-
tive in the same area at the same time, and so we did raise that
concern a while back.

Most recently, however, the Postal Service has been able to, as
I recall the most recent data, improve on—time delivery of 2- and
3-day mail. It is an area that the Service discusses in its 1999 an-
nual performance plan. I think the Service is almost at their tar-
get, I think, with the most recent data that I saw. I believe 87 per-
cent on time is what the target is for 1999, and I think it’s close
to that now.

We do have a double-edged sword here. There has been a great
deal of focus on the overnight mail, and of course mailers of other
classes of mail have expressed concern about their service. So, on
the one hand, I think the Service does need to address the entire
range of customers that it has, but by the same token, be realistic
in what it’s going to be able to do and the steps it's going to take.

So we’re encouraged, though we havent yet seen the specific
steps that the Service plans to take. That’s a part of the issue we're
raising with strategies and resources. It would be helpful in its
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final version of the 1999 plan if the Service were to clearly lay out
the strategies that it intends to take, or maybe it even has taken
already, to improve mail delivery in terms of on time performance,
and what the incremental resource use would be to do that.

Mr. LATOURETTE. Just so I'm clear as to what you said, even
though there’s been a 2-year decline in 2- and 3-day mail deliv-
eries, you're saying they set some projections for this current year
and they’re hitting those marks. Is that what you’re saying?

Mr. UNGAR. Well, in a sense, yes, sir. I believe the most recent
data I saw was in the 1980’s—the mid-eighties. I think the Postal
Service has the data on on-time performance. The performance has
improved most recently based on Postal Service reports.

My recollection is that in the 1999 performance plan, the Service
set a target of 87 percent. I will have to double check that and get
back to you. So the Service is improving, is what I'm saying, and
it’s close to, as I recall, the target that was set for 1999.

Ms. ANDERSON. They added this mail class this year to their
goals to achieve in this fiscal year, in addition to raising the scores
for the overnight.

Mr. LATOURETTE. OK. The other observation, Mr. Ungar, is on
page 4 of your written statement, and Mr. Davis was talking to you
about labor-management issues and the fact—and actually to Ms.
Corcoran, and privatization concerns. Everyone seems to acknowl-
edge that the Postal Service is a profitmaking venture now for the
last 3 years and everyone regards that as a good thing.

That raises questions, again, that came up during the chairman’s
observations and mine relative to the data that that’s used to jus-
tify a rate increase. I was wondering if you had any observations
or comments about that. Your statement says that questions have
been raised. I guess I would be interested in answers to those ques-
tions.

Mr. UNGAR. Yes, sir; so would we. We haven’t really looked at
the overall rate increase situation. However, we have been, at the
subcommittee’s request, monitoring a contract study of the data
that’s used in the ratemaking process, and of course that’s one of
the key issues: Which data are the decisions being made on?

I would like to defer to Ms. Anderson, who has been quite heav-
ily involved in monitoring that study, to explain it to you.

Ms. ANDERSON. That study is looking at the data that’s used in
the five of the key systems, and that study is expected to be com-
pleted probably in early fall. We anticipate that that will identify
some of the key areas where improvements may be needed and also
lay out some areas for recommendations and improvements to focus
on,
Mr. LATOURETTE. Thank you very much.

Thank you, Mr. Chairman.

Mr. McHUGH. I thank the gentleman.

The gentleman from Texas, Mr. Sessions. Any questions?

Mr. SEssIONS. Yes, thank you, Mr. Chairman.

I would like to direct my questions to the Postal Service in par-
ticular, to talk—to have them talk with me. There was a discussion
about problems internally with management and workers, and
what I am concerned about is the new relationship. I’'m going to
talk with the Postmaster when he’s up here on the next panel
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about the relationship with whoever takes his place, and perhaps
there is someone there now, and who is going to be handling a lot
of these problems.

But I'm interested in—from a legal perspective that falls under
your realm as IG, about the lessons that you were learning from
this huge amount of labor-management problems that you’re hav-
ing. I'm interested in hearing some discussion about the number of
people who are out every day, who are workers who are on—which
I hear about a lot, and there were people who are suspended, the
number of people who then go through the grievance process, and
your finding that your managers are overruled and you’re having
to pay back pay.

I'm hearing this across the country as an increased problem, that
there is more—there’s more punitive action taken rather than a
resolution of issues in those timeframes. So I would like to hear ei-
ther from you or your counsel, if I could, more in depth about this
problem.

Ms. CORCORAN. At this point in time the amount of work that
we've done in labor-management and in looking per se at the issues
that youre dealing with has been very minimal. What we’ve actu-
ally done is to look at eight what we call factfinding missions,
where people had—a number of people had complained about con-
ditions within their postal unit, and because of that we went out
to see whether or not these complaints were justified.

Then we’ve done this review of the Milwaukee situation, and we
are currently in the process of looking at the overall grievance situ-
ation and what is causing a lot of those grievances. We believe that
there are some answers that we will be able to give, but at this
point in time it’s fairly limited because of the amount of work we've
done.

Mr. SESSIONS. So in other words, I guess, to further delve into
this issue, I am hearing that it’s taking, based upon the amount
of complaints that there are and the grievance procedure, that the
timeframes are lengthening out and that there are more people in-
volved in this process.

But I'm also hearing from, quite honestly, from many postal
workers that there are a good number of employees that are sus-
pended for long periods of time prior to resolution of this, and then
a good number of these are overturned to where you’re having to
pay back pay to people who were involved in being out of work, had
to seek unemployment, had to do a lot of these things. Then when
the day—their day in court came along, whenever they held their
hearing, they were returned back to work. It was not a justified
suspension.

I'm interested in hearing specifically about that, and perhaps—
Mr. Ungar is shaking his head that he has some understanding of
what I think is a problem in your marketplace. Mr. Ungar.

Mr. UNGAR. Mr. Sessions, I was shaking my head because we
heard the same dilemma that you’ve mentioned. I don’t think,
though, that we have any data on that specific problem.

Mr. SESSIONS. Let me say this, that I consider you very reason-
able, and if you're hearing this, it is something that I'm hearing.
I'm trying to ask openly and forthrightly today to please provide
me some information, please provide me data. If this is not a prob-
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lem, then I need to know that, and respond back accordingly. If
this is a problem, I'm intensely interested in what you're doing to
resolve that.

I believe that a resolution of problems—and I spent 16 years in
the private sector, I can tell you not everybody agrees on how to
run the railroad, or in this case the post office—but a resolution
of issues is very important to the ongoing success of your business,
and as inspector general I believe that that is important.

Ms. CORCORAN. I agree, sir. Approximately 67 percent of all the
calls that we have maintained in our office, the 1,600 that I had
mentioned in my testimony, concern labor-management relations
and these types of issues.

Mr. SESSIONS. The first word you said earlier, it’s of minimal im-
pact. I wrote down the first words that you said, and we can go
back and see what your testimony is, but I wrote down “minimal
impact”.

Ms. CORCORAN. I'm sorry. I said minimal?

Mr. SESSIONS. You said that these had minimal impact, is what
I wrote down. And if you did not say that, please, we will go back—
I'm sorry, that’s what I wrote down.

Ms. CORCORAN. I'm sorry. If I did, it was a mistake.

Mr. SEssIONS. That’s OK. OK.

Ms. CORCORAN. Minimal work, we've done minimal work.

Mr. SESSIONS. Minimal work in this area?

Ms. CORCORAN. In this area, because we're still staffing up. I'm
sorry, but not minimal impact. This is a major problem.

Mr. SESSIONS. Major problem, minimal work. And if you can go
back, and unless you have those figures today, provide me some-
thing. But I am greatly concerned about this because I think it
deals with the efficiency.

When I speak with the Postmaster, I'm going to talk with him
about those things that I think it’s great to go after, the lines of
business, protect your market share, do all of those kinds of things,
but I see a good number of problems internally within the post of-
fice today that I believe need to be worked on for a long period of
time, including your efficiency, prior to going out and getting new
lines of business.

So if you would provide that to me or to our chairman, I would
appreciate it.

Thank you, Mr. Chairman.

Mr. McHUGH. The gentleman yields back?

Mr. SEsSIONS. ’'m through, thank you.

Mr. McHUGH. Thank you.

The ranking member from Pennsylvania, Mr. Fattah.

Mr. FATTAH. I'm sorry my return was delayed, but another com-
mittee that I serve on, the Education and the Workforce Commit-
tee, was considering H.R. 3725, which would extend to the Postal
Service coverage under the OSHA Act. It's passed out of committee.
The Congress has a number of committees that have jurisdiction
over matters that would be of interest to this panel.

Let me just try to wrap this up, because I know this panel has
been on for a while and we want to move on. There are a host of
concerns, I guess the most prominent of which has been laid out
by the new Postmaster General and has been a subject of concern
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by my office and any number of other Members, is the whole issue
of labor-management relations and improvements therein and the
grievance procedures,

I've not been able to be fully briefed by my staff, but I under-
stand that Congressman Sessions and others have asked a number
of questions along this line. So rather than to prolong this hearing
and have the possibility of duplicating questions that have already
been asked, what I will do is cease and desist and to the degree
that there’s any other questions, we will submit them in writing.
Thank you very much.

Mr. McHUGH. Thank the gentleman for that.

A point of clarification: That bill was passed from committee, is
that right? I'm sure there are some interested people.

Mr. FartaH. Mr. Chairman, it was passed out of committee and
sent to the full House.

Mr. McHUGH. I thank the gentleman.

The gentleman from New York, Mr. Gilman, we welcome you, sir.

Mr. GILMAN. Thank you, Mr. Chairman. Thanks for conducting
this hearing. It’s good to have all of these top executives here with
us today.

I think that Mr. Davis may have touched on labor-management
relations, but I would like to know how much progress has been
made for really improving personnel labor-management relations. I
continually hear from my postal employees that there’s poor morale
and management and it needs to be improved. It was hoped that
GAO findings in 1994 in these labor-management problems, that a
long-term framework agreement for change would have been devel-
oped. Could you comment on that, please?

Mr. UNGAR. Yes, Mr. Gilman. There has been some progress. In
a report that we issued to the subcommittee a few months ago we
pointed out, for example, that since our 1994 report a number of
nitiatives had been undertaken by the Service in working with its
unions and management associations.

For example, a program that was instituted was the Associate
Supervisors Program, which was a way to train supervisors in how
to better deal with employees and work in a team environment and
deal fairly with different people and so forth. Our understanding
is that that program was pretty well received by both management
and the unions involved.

On the other hand, a number of other initiatives that have been
undertaken since our 1994 report unfortunately hadn’t made such
progress. A couple of them fell by the wayside and were discon-
tinued. A number of others for the most part were tried, but dis-
agreements arose between the Service and the unions that were
relevant in each and every case.

In terms of how these particular initiatives were to be imple-
mented, for example, one of them was delivery redesign that looked
at how city carriers should sort and deliver the mail. Both the
Postal Service and the city carrier union had their own ideas about
that and they never could reach agreement, so the Postal Service
went ahead.

So the systemic problem continues. We had recommended a
framework agreement be developed. It hasn’t been developed yet.
However, we're encouraged because starting last October, so far
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now there have been three summit meetings between the Postal
Service, the unions and management associations aimed at trying
to talk through together some of the issues that confront them and
trying to work toward a solution.

Mr. GILMAN. So essentially what you’re telling me is that there
has been very little progress, is that correct, in improving labor-
management relations?

Mr. UNGAR. Yes, there’s been some, but not as much as we would
have hoped to have taken place.

Mr. GILMAN. What can be done to improve it, then?

Mr. UNGAR. One thing, Mr. Gilman, I think would be continued
oversight by the subcommittee. I think that this is certainly a very
important issue, and congressional interests being expressed, I
think, would be a good stimulant. Also I know that the—

Mr. GILMAN. If you want oversight, we have to have a plan to
oversee and one that’s working, but apparently you don’t have one
that’s working. What is management doing?

Mr. UNGAR. Well, the former Postmaster General had invited a
number of the associations and unions to meet with him after our
1994 report. Unfortunately, there wasn’t unanimity among all the
parties on their willingness to meet. One reason was because there
was a contract situation that had to be dealt with. But, finally,
that’s taken place.

I think another important ingredient is the personal involvement
of the Postmaster General, and of course the new Postmaster Gen-
eral has said that labor-management relations is his No. 1 priority.
So I presume if he personally becomes engaged in this issue, does
make it a top priority, and the Postal Service does continue to come
up with very specific goals and measures in its performance plan,
that there will ge a lot more visibility to this issue.

I think that is what it's going to take, not only on the Postal
Service’s part, but I think too, of course, the unions will have to
recognize that there is some value to working closely with the Post-
al Service to come up with an approach for resolving their disagree-
ments.

Mr. GILMAN. Well, you mean in all of this time, then, since there
was a failure of any implementation, there’s been no conferring
with labor and getting management together and trying to come up
with a new plan?

Mr. UNGAR. Well, there have been discussions. I think the
problem——

Mr. GILMAN. Discussions with who?

Mr. UNGAR. Between the Service and the relevant unions. They
have taken place. What they hadn’t been able to do is to get to-
gether as a group. Looking at the initiatives that were launched
after our 1994 report, of which there are many, they were in var-
ious stages of implementation or negotiation, and so there certainly
were discussions.

Now one of the problems, I mean it's a natural problem here, is
that not all of the unions are involved in each and every issue. For
example, the mail handlers would not necessarily be involved in
the same issues or grievances that the city carriers would be in-
volved in. Both unions, meaning the APWU and the city carriers,
for example, have concerns about the grievance problem, but they
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have slightly different approaches that they’ve been dealing with.
I don’t think the rural carriers have had such a major problem or
dilemma working with the Service.

Mr. GILMAN. Mr. Ungar, I'm looking at this GAO report, it was
dated November 1997, “little progress made in addressing persist-
ent labor-management problems,” and I guess you made a state-
ment in that report. What’s been done since November 1997 to cor-
rect this?

Mr. UNGAR. Since November 1997 there have been, I believe, two
additional meetings—three, there’s been a total of three summit
meetings.

Mr. GILMAN. Meetings with who?

Mr. UNGAR. Between the Postal Service, its unions and the man-
agement associations, and those meetings were facilitated by the
Federal Mediation and Conciliation Service. There have also been,
as we understand it, individual meetings with the Postal Service
and the individual unions, that I believe have been facilitated by
the Federal Mediation and Conciliation Service, as well. We don’t
have the details of what transpired during those meetings, but——

Mr. GILMAN. At least have recommendations come out of those
meetings?

Mr. UNGAR. I don’t have that information, sir.

Ms. ANDERSON. As far as I understand, they're in the process of
setting agendas for issues they want to look at and what ap-
proaches they want to take.

Mr. GILMAN. A meeting to decide when to meet again, is that it?
This seems to be a failure on the part of the Service. If you've got
a 1997 report that says you’re not doing well on labor-management
problems, and then it says it could—without such a consensus, the
ability to sustain lasting improvements in a postal work environ-
ment may be difficult to achieve. We're hearing reports that there
are some problems out there, and youre hearing reports that
you've even made a report on, but what is the Postal Service doing
to correct all of that?

Mr. UNGAR. Right. Sir, I think maybe you might want to ask Mr.
Henderson. He might be able to give you some more specifics. We
haven’t really been a party to the efforts that have been recently
undertaken, so we really don’t have any detailed information.

Mr. GiLMAN. I am addressing it to the wrong people, and we will
ask the Postmaster General.

Another question. There has been some concerns raised by UPS
and Federal Express concerning global priority mailing. Can you
tell us something about those problems?

Mr. UNGAR. Yes, sir. As a number of members have mentioned
this morning, Federal Express, DHL, -and United Parcel Service—
have expressed concern about what they label as an unlevel play-
ing field in the context that the Postal Service and they are com-
petiilg for certain types of mail, for example, international package
mail.

The private sector would argue that the Postal Service, a govern-
mental organization, has a number of advantages. One of those ad-
vantages has to do with the way packages are treated by foreign
Customs organizations. What the subcommittee asked us to look at
was, among other things, is the treatment and the requirements for
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packages, such as bulk shipments, and what are the differences in
treatment?

We recently completed that effort and indeed found that there
are differences in requirements that the Postal Service must meet
compared to the private sector. These largely stem from Customs
requirements of foreign countries, and packages are treated dif-
ferently from the standpoint of who is carrying them, whether it
be the Postal Service or Federal Express or UPS.

There are differences by country as well. I think the greatest dif-
ference that we identified in the three countries that we looked at,
which were Canada, UK, and Japan, were with Japan. There was
less difference with Canada because the Postal Service uses a pri-
vate carrier in Canada versus the public postal service in Japan,
for example. :

Mr. GILMAN. Did you make any recommendations as a result of
your study?

Mr. UNGAR. No, Mr. Gilman, we did not. We pointed out the dif-
ferences.

We did raise to the subcommittee a number of issues that the
subcommittee needs to deal with. For example, answering the pub-
lic policy questions of should requirements be the same? If so, what
requirements ought to apply? And how does one achieve those simi-
larities in requirements given the fact that many of the Customs
requirements are imposed by foreign governments? There are
though some that are U.S. based.

Mr. GILMAN. Have you explored the cause for the need to raise
the first-class mailing rate? I have received a number of complaints
from small business and nonbusinesspeople with regard to whether
or not there is truly a need when there is an announced surplus.

Mr. UNGAR. No, Mr. Gilman, we have not. The only involvement
that we have is monitoring a contract study that is currently under
way in which a contractor is looking at the quality of the data that
is used in their ratemaking process.

Mr. GILMAN. Thank you.

Thank you, Mr. Chairman.

Mr. McHUGH. I thank the gentleman.

I fully agree with the ranking member’s observation about mov-
ing along here. We do have the Postmaster General.

Let me just ask a couple of what 1 hope are quick followup ques-
tions.

As a point of information, particularly to follow up Mr. Gilman'’s
remarks, the Customs study on GPL has not been finalized yet. We
have a copy. You mention it in your report. So that is still evolving,
and it raises some very interesting questions that I think Congress
and others will want to consider as that issue progresses.

Both of you made comments about situations that arose and then
said that the Post Office had developed regulations to try to pre-
clude them. Ms. Corcoran, you mentioned the situation of a whis-
tleblower being fired. I think that is an atrocious situation. Yet we
understand that an order went out that it is not to be the standard
policy when someone raises a concern about an impropriety or an
illegality.
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Also, you did an earlier report to us on costs involved with the
installation of a particular postmaster, $45,000. Again, there is
supposed to be plans and standards.

Mr. Ungar, you mentioned a $133 million overrun in the great
State of Illinois. Again, there are supposed to be new planning
standards.

Are either or both of you satisfied in all of those cases that those
plans and those standards are sufficient and they are being imple-
mented? To say you are doing it is one thing, and that is an impor-
tant first step, but to do it is something else. How is your level of
confidence on those kinds of things?

Ms. CORCORAN. We are going to be monitoring to make sure that
those type things are really being implemented and being followed
through and that, beyond being implemented, are they going to be
sufficient to deal with the problems that are identified? That will
be a major portion of the work that we do as follow-on to all of our
reviews.

With the whistleblower concern, this is going to be an ongoing
issue. As the IG becomes better and better known throughout the
Postal Service and people come to us with their concerns, we are
going to certainly be aware and be listening for people telling us
that they believe they have been retaliated against because of that
and looking into any possible situations to see what has really hap-
pened. We recognize that just because someone has put out an
i)lrder saying you don’t retaliate doesn’t mean that that will not

appen.

In keeping with the Deputy Postmaster General in particular
about this case where he issued the order, he was very, very sup-
portive of what we are trying to do; and he understood how it
would undermine the entire process if someone is allowed to be
fired or other action taken against them because of the retaliation.

Mr. McHUGH. Well, the follow-on, of course, is, is there a need
to extend very specific whistleblower protection laws to the Postal
Service? Do you have an opinion on that?

Ms. CORCORAN. I am going to ask Tom Coogan to answer.

Mr. CooGAN. Mr. Chairman, I think our view was from the last
time, although there is some limited protection in the Inspector
General Act, we would support extending that to include some sort
of relief or remedy that is available to employees, not just at the
Postal Service but at all agencies when they report wrongdoing to
their inspector general. The inspector general has made that rec-
ommendation to the President’s Council on Integrity and Efficiency
as part of their legislative initiative for the entire IG community.

Mr. McHUGH. Any response from that particular body as yet?

Mr. Co0GAN. I am not aware of the status at this point.

Mr. McCHUGH. Mr. Ungar, how about you and the cost overrun?

Mr. UNGAR. Sure. Mr. Chairman, we have not gone in and veri-
fied the new steps that were reported to have been taken by the
Postal Service in terms of the construction issue. The Service cer-
tainly sounded as though it was headed in the right direction, as-
suming that the steps are effectively implemented.

I would point out that the report on the Chicago Post Office real-
ly dealt with two issues. One was the cost overrun. The other was
the poor quality of service at one of the postal stations in the Illi-
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nois area, the Graceland Station. And we made a specific rec-
ommendation in that report that the Postmaster General have an
independent party assess performance for a period of 2 years at
that Graceland Station. And for the last several months, at the di-
rection of the previous—I believe it was Postmaster General, the
Inspection Service has gone in once a month, looked at the imple-
mentation of corrective actions at the Graceland Station, and has
issued a report on that. As of May of this year, service has im-
proved greatly at that station.

Mr. MCHUGH. Good. Good.

Mr. Fattah, do I believe you have a follow-on?

Mr. FATTAH. Thank you, Mr. Chairman.

I just wanted to ask the Inspector General, Ms. Corcoran, about
this issue of diversity. Now, this is an issue that I am very con-
cerned about in terms of the Postal Service in general. You men-
tioned in your testimony earlier that you are staffing up and put-
ting together the inspector general’s office, and I just wanted to
give you an opportunity to tell the subcommittee of your efforts to
make sure that your work force is, in fact, diverse and that critical
roles are being—people are being recruited for critical, important
roles in your office that reflect the diversity of the Postal Service
personnel in general and the entire country.

So, if you would, would you put on the record now some response
to this matter?

Ms. CORCORAN. As mentioned in my testimony, 46 percent of our
staff are minorities. When you take our PC level group, it is 16 per-
cent of our staff are minorities. It is something we are working
very hard at. We believe it is really important to have diversity not
only in experience and talent but also in all the other areas.

In the next few weeks, we are going to be going to Puerto Rico,
to a job fair there, trying to work to improve our Hispanic num-
bers. We regularly attend the various law enforcement conferences,
particularly those that are aimed at minority groups, so that we
can assure ourselves that we are getting the best, the brightest,
and with diversity included.

Mr. FATTAH. Thank you for that response. Let me say that over-
all percentages are important, but one of the issues with the Postal
Service itself is that there is a very significant level of diversity at
various ranks, but the higher the rank, there starts to be a dearth
of opportunity seemingly, even in positions where they are hiring
directly from postal employees who are in the pool, very, very much
who are represented in terms of minority groups. There seems to
be a dearth as you reach higher and higher into the Postal Service.

So the overall percentage numbers I can appreciate, but the
point I would raise is, in the charts that you provided, you list cer-
tain very important critical roles in the IG’s operation, and these
are roles in which obviously yourself and some of your key people
will be involved in making employment decisions around. I just
want to reinforce my interest, and I am sure the general commit-
tee’s interest, in this matter so that the IG’s office is capable of
fully representing the potential that everyone can bring to helping
make this a first-class, professional operation.

Ms. CORCORAN. I agree. Thank you.

Mr. FATTAH. Thank you.
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Thank you, Mr. Chairman.

Mr. MCHUGH. I thank the gentleman. I would associate myself
with the gentleman’s remarks.

As I recall reading your testimony you had a very impressive
percentage, a significant statistic on women employees. Do you re-
call? Fifty-four or fifty-six?

Ms. CORCORAN. Fifty-four percent.

Mr. McHuGH. Fifty-four percent, which also, I think, is a testa-
ment to your attempts at being diverse, and we appreciate that.

Unless some other member has a pressing question, I would—

Mr. Davis. Just one, Mr. Chairman.

Mr. MCHUGH. Mr. Davis, certainly.

Mr. Davis. Thank you very much. And it is—have either one of
you, in your studies and reviews, looked at the issue of reducing
drugs in the workplace?

Ms. CORCORAN. Yes, sir. We just have completed a review re-
quested by the Governors looking at the use and the sale of drugs
in the workplace. That report was issued to management and to
the Governors last week.

We found a number of issues. Probably the largest issue was that
the Postal Service didn’t have any system to capture, track, and
analyze data to determine the extent of the problem. Basically,
they needed to—we suggested to them that they needed to explore
with other Government agencies, particularly the Department of
Justice, whether there were opportunities to possibly expand some
of the random drug testing to some of the more sensitive jobs that
deal in the safety areas and security. We suggest they needed addi-
tional training and definitive guidelines in the—what were the con-
sequences of drug use.

We also looked at the other side of it, and we looked to see what
the Inspection Service was doing in terms of investigating the sale
and use of drugs on the postal premises. We found that their ef-
forts since 1992 have significantly declined, and we suggested to
them that they needed to work with the Postmaster General to de-
termine what is the appropriate level to deal with.

As part of this effort, we actually sent out a questionnaire to
each of the unions and management associations to get their views
on it, and all but one of those associations and unions were fairly
positive about that, yes, this is an area that the Postal Service
needs to be concerned about.

Mr. Davis. Could we get a copy of that report?

Ms. CORCORAN. Yes, sir.

Mr. Davis. Thank you.

Thank you very much, Mr. Chairman.

Mr. McHUGH. I thank the gentleman.

Again, thank you both for being here but, more importantly, for
your efforts on behalf of your agencies. The GAO has been of tre-
mendous assistance and very, very cooperative in the output; and
the product has been enormously helpful. We deeply appreciate
your role and that of your agency.

Ms. Corcoran, in your agency infancy, you, too, have been very,
very helpful, instrumental and we look forward to expanding——

Did you have a question? I am sorry. I yield to the gentleman.
I thought your questions were for the Postmaster General.
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Mr. BLUMENAUER. Thank you, Mr. Chairman. I appreciate the
co(tin'tesy the subcommittee has shown in allowing me to participate
today.

Mr. McHUGH. Certainly.

Mr. BLUMENAUER. [ would hope that I could just pose one ques-
tion to the panel.

Mr. MCHUGH. By all means. [ apologize to the gentleman for not
referring to him earlier.

Mr. BLUMENAUER. I found your conversation here fascinating.

My question is for any member of the panel who may have infor-
mation on a rather startling experience I had of late in my commu-
nity in Portland, OR, arising from discussions with both the re-
gional representative from Denver and from local people about fa-
cilities decisions that were being made.

Our community has just recently completed a relatively unprece-
dented 50-year planning process that has involved the State gov-
ernment, the local government, and thousands of people in the
community, to determine what is the future land use plan, where
transportation facilities will be located, and how we get the most
out of public investment. I was, frankly, stunned to find out that
postal representatives were not only uninvolved but they were also
unaware of the planning process, which was designed to be able to
help people coax the most out of future investments.

I was just curious, since I know our community isn’t the only one
that is trying to cope with future planning efforts, with your rais-
ing concerns about facilities location, what is being done to make
sure that the Postal Service is integrated into the local planning
process to make sure that you are getting the most out of facilities
investments?

Mr. UNGAR. Yes, sir. We have not looked directly at that issue,
except from the context of closures of post offices. We haven't
looked, at least recently, at the front-end planning process overall,
so I don’t think we would be in a position to comment other than
on post office closings, and we would be happy to provide copies of
our products to you. But other than that—I don’t know about the
inspector general.

Ms. CORCORAN. We have a facilities unit that will be looking at
facilities throughout the Postal Service, how they are planned, how
they work with the local areas to determine where is the best loca-
tion. We will be taking on any number of these issues.

We would be happy to sit down with you and understand exactly
what your concerns are so that, as we plan our future assignments,
that we will include your concerns with those.

Mr. BLUMENAUER. Thank you.

Mr. Chairman, again, I do appreciate the courtesy of the sub-
committee.

Mr. McHUGH. Yes, sir.

Mr. BLUMENAUER. When they are looking at 40,000 facilities
around the country, occasionally a flare goes up when we close or
relocate post offices. However, we must not overlook deeper prob-
lems, problems raised by postal representatives playing catchup
trying to figure out how to better serve the community. It is an ab-
solute imperative that the Postal Service be a full partner in local
and regional planning efforts so that you are not always trying to
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figure out where facilities should have been. When people are plan-
ning 10 and 20 years in advance, this has the potential of saving
huge amounts of money and avoiding inappropriate location deci-
1sions, and it would seem to me that that would solve a lot of prob-
ems.

I look forward to sharing information with you, and I would hope
that perhaps this might be something that the subcommittee could
follow up on as well, because it saves a lot of problems in the fu-
ture.

Mr. McHUGH. As I mentioned in my opening remarks with re-
spect to your presence, we all recognize and appreciate the work
you have done here, and perhaps the Postmaster General may have
some comments on your concerns as well. I think they are very le-
gitimate.

Mr. BLUMENAUER. Thank you, Mr. Chairman.

Mr. McHucH. OK. I gave a hell of a speech leading up to that,
so I won't repeat it. Thanks for being here truly. We look forward
to working with you all. I appreciate it.

Mr. UNGAR. Thank you, Mr. Chairman and members.

[Followup questions and responses follow:]
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Office of inspector General’s Response to Questions
Submitted By
Chairman McHugh

Major Challenges

Question 1

What major challenges does your office face in discharging its responsibilities?
What areas need increased attention, priority, and resources? Do you believe
that your overall resources are sufficient?

Response

Numerous Challenges Facing OIG

In our March 1998 Semiannual Report, we identified the following eight
challenges facing our office:

* obtaining full and complete access to all U.S. Postal Service (USPS)
computer systems;

» educating our customers about our role and mandate;

» increasing our knowledge of Postal Service programs and operations;

responding effectively and timely to the Governors, Congress, management,

and employee requests;

clarifying our financial statement audit responsibility;

managing the high volume of hotline and Congressional requests;

recruiting additional highly skilled staff; and

developing state-of-the-art management information, communication, and

reporting infrastructure while meeting our customers’ expectations.

Since March 1998 we have identified two additional challenges. These are:

« refining roles and responsibilities with the Inspection Service; and
» ensuring OIG has responsibility for all audits of USPS programs and
activities.

While all challenges are interrelated and we are making progress on each, two
areas are of particular concern. We are concemed about managing, evaluating,
and responding to requests and controlling postal management contracts for
audits and audit-related services.
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Managing, Evaluating, and Responding to Requests

As a new organization, we have worked to hire sufficient knowledgeable staff to
manage, evaluate and respond to the overwhelming number of requests we have
received. We started with no staff. When we started hiring, we generally hired
from outside USPS to bring in a fresh perspective. To date, our staff has spent
much of their time building our infrastructure and understanding postal systems.

When we opened our doors in 1997, we were flooded with requests from many
sources. In part, we believe this was because people did not clearly understand
our mission. Most inquiries, including those from Congress, concerned individual
requests. We agreed to work on some of those requests to identify systemic
problems but recognized we did not have adequate staff or knowledge to
address all of them.

Currently, more than 2,000 inquiries have been retained in our office for further
analysis and potential action. Meeting customers' expectations and managing
this workload to the satisfaction of the requesters, while building our
infrastructure, including hiring, will continue to be challenging.

Controlling Audit and Audit-Related Services Contracts

We are concerned that postal managers are contracting for audit and audit-
related services. We believe this is our responsibility under the Inspector
General Act. In 1983, the Department of Justice advised that the Inspector
General has primary responsibility for agency audits, stating the term “audit”
includes a wide range of activities. The Justice Department further advised
management to exercise “extreme caution” when assigning audit responsibilities
to an official other than the Inspector General.

USPS officials prefer contracting because the contractor's work can be controlied
and recommendations accepted or ignored. Further, when management
contracts for audit work, they control release of findings to the public. [t is
important that we maintain control over all audit work within the USPS to assure
that independently recommended corrective actions are properly tracked,
implemented, and reported.

Challenges Facing USPS

Stakeholders helped us identify the following challenges facing USPS:

violence in the workplace
workers' compensation
labor-management relations
service delivery

financial management
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systems automation
rate-making
electronic commerce
data integrity

Year 2000 (Y2K)

We are focusing attention, setting priorities, and devoting resources to these
areas, some of which, e.g., labor-management, will require considerable
additional attention and resources. For example, in the Y2K area, we have
completed four reports and management is in the process of taking corrective
action. We have a series of reports planned to continue advising management of
actions needed to address problems in this critical area.

Planned Resources

We based our original resource estimates on historical data provided by the
Postal Inspection Service and our corporate knowledge of other OIG operations.
In the past 18 months, we have continued to gain knowledge of postal
operations. Based on our current understanding of USPS’ Inspector General
needs, we requested and were approved a fiscal year (FY) 1999 staffing level of
480. However, as our knowledge of USPS audit and investigative needs
increases, our staff levels may change. For example, our onginal staffing level
for Labor Management was 25; however, because of the number of hotline
complaints and Congressional requests, we increased the area in FY 1999 to 57.
During the next few years, we will continue to strategically evaluate the number
of people needed to fulfill the OIG mission as our knowledge of USPS continues
to grow.

USPS Actions to Implement OIG Recommendations

Question 2

What action has the Postal Service taken in response to the recommendations in
your reports to date? Are you satisfied with its response(s)? If not, what should
the Postal Service do to become more responsive?

Response

USPS Response to OIG Recommendations Generally Good

Since our establishment, we have issued 47 reports to management. Generally,
management's responses to our recommendations have been encouraging. For
example, in response to one of our projects, the Deputy Postmaster General
directed to all postal officers not to retaliate against employees for notifying the
Inspection Service or OIG about allegations of fraud, waste, or abuse. However,
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there have been exceptions where USPS management has not agreed with our
recommendations; we are continuing to work with them. For example—

« As a result of our review of expenses related to the installation of the Atlanta
Postmaster, we recommended the USPS establish a policy setting spending
guidelines for such events. The USPS established a new policy addressing
expenses for events such as this, but the policy left many areas open to
interpretation as to what is considered a reasonable expense. We recently
advised management that the new policy should define “reasonable
expense”. They agreed to develop parameters.

+ We recommended the suspension of a contractor, but USPS management
elected not to follow our advice. We recently advised the Vice President
Purchasing that we disagreed with their decision not to suspend the
contractor and that we would report that disagreement in our upcoming Semi-
annual Report to Congress.

« Our review of a Drug-Free Workplace Program resulted in seven suggestions
for program changes. USPS management agreed with six of the seven
recommendations.

We are working with postal management to establish a formal audit resolution
process. Prior to creating an independent USPS Inspector General, a formal
audit resolution process for the Postal Service did not exist. In the interim, we
are continuing to work with management to resolve open issues and keeping the
Audit Committee informed. Once a formal audit resolution process is
established, we will have a method for addressing any remaining unresolved
issues.

We are also concerned that all audit recommendations may not be tracked,
implemented, and reported because postal management continues to contract
for audit and audit-related services without notifying us. For example, our
analysis of a statement of work for a management review of personal services
contracts showed that five of the seven objectives were audit tasks. We were
advised that USPS preferred contracting for this type of service because the
contractor's work could be controlled and recommendations could be accepted or
ignored. It is important that we maintain controi over ail audit work within the
USPS to assure that independently recommended corrective actions are properly
tracked, implemented, and reported.

We believe this is our responsibility under the Inspector General Act. In 1983,
the Department of Justice advised that the Inspector General has primary
responsibility for agency audits, stating the term “audit” includes a wide range of
activities. The Justice Department further advised management to exercise
“extreme caution” when assigning audit responsibilities to an official other than
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the Inspector General. A single audit focal point will assure accountability and
alleviate duplication of effon.

We are working with senior postal management to more fully define what
constitutes audit and audit related services within USPS. The Audit Committee is
aware of our concems and we will keep them informed of our progress with
management.

Role of the OIG in the Certification of Financial Statements

Question 3

You helped explain the history of the Inspector General Act as it relates to the
certification of financial statements and the role of the IG in the process,
particularly the need for change in the process at the Postal Service.

a. Are you suggesting that the IG be included in this process simply
because other IG offices have this responsibility? To what extent
have you identified any concems with the quality of certification and/or
the independence of the current process?

b. Given your resource constraints, do you believe you have the staff
and ability to be responsible for the audit, as well as address the other
priorities that you described in your testimony?

Response

Role of OIG in the Cettification of Financial Statements

We are not suggesting that the IG be included in the financial audit certification
process simply because other IG offices have this responsibility. Since my June
10 testimony, we have had extensive discussions with the Governors conceming
our role in the certification of USPS financial statements. At the September Audit
Committee meeting, the Governors authorized us to serve jointly with Finance as
the contracting officer's representative on the contract with the independent
public accounting firm. This will enable us to assist the Audit Committee in
ensuring the quality and independence of the work performed by the independent
public accountant as required under the Inspector General Act. We are working
with Finance to clarify specific areas of responsibility. The Governors agreed to
consider our request to be the sole contracting officer's representative for the
financial statement certification contract during the coming year. During the short
period we have worked with the independent public accountants, we are not
aware of any specific problems with the quality of their work.

One of our first initiatives was to hire the staff necessary to perform the audit
work to support the USPS financial statement opinion. We have filled all of our
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job vacancies in headquarters and St. Louis and filled most of our vacancies in
our Minneapolis and San Mateo offices. We have made significant strides in
recruiting highly qualified staff for these locations, which will ensure a smooth
transition from the Inspection Service. Many of our staff members have
advanced degrees and are Certified Public Accountants, Certified Internal
Auditors, or Certified Information Systems Auditors. These auditors are
dedicated to the financial statement audit support and will assist with other
projects as the need arises.

Despite the fact that we do not issue the financial statement opinion, we are
responsible for about 80 percent of the audit work supporting the opinion. The
Inspection Service traditionally performed this role, and we are in the process of
transitioning this work to our staff. Our work on the financial audit will be
conducted in accordance with generally accepted government auditing
standards. These standards incorporate private sector generally accepted
auditing standards.

If we were given complete responsibility for the USPS financial statement audit,
we could either do the work ourselves or contract with an independent public
accountant. If we did the work ourselves, our staff would need to be increased
by 10 auditors. If we contracted with an independent public accountant, our staff
would need to be increased by three auditors to monitor the contract. Neither
option would affect our other work as long as the Governors agreed to this
increase in staff.

Assessment of USPS Actions to Comply with the Government
Performance and Results Act

Question 4

The Postal Service is in the process of finalizing its first annual perfformance plan
in compliance with the Results Act.

a. What is your assessment of the Postal Service’s strategic plan and
annual performance plan required under the Results Act? What areas
do you believe require the most oversight in this regard?

b. What is the role of the OIG in the Postal Service's implementation of
the Results Act?
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Response

USPS Has Made a Good Start in Complying with the Resuits Act

At Congress' request, the General Accounting Office (GAQ) reviewed the draft
strategic plans and preliminary annual performance plans submitted by the
cabinet departments and selected major agencies, including USPS. Because of
this assessment, we did not issue a separate report on the USPS strategic plan.

Overall, we agree with GAO's assessment. GAO reported the draft strategic plan
was a work in progress that provided much useful information on the agency’s
vision. GAO recognized that the draft plan had many strengths but believed it
could be further strengthened to better meet the purposes of the Resuits Act.
Similarly, the preliminary performance plan represented a good start but could
have been more useful by providing a more complete picture of intended
performance within the USPS and discussion of how the strategies and
resources would help the USPS achieve its goals. In addition, the plan could
have been expanded to include a discussion of how management will verify and
validate the data used to measure performance as required by the Resuits Act.

We are evaluating the final USPS strategic and performance plans to assess
whether USPS incorporated GAQ’s recommendations. We anticipate this work
will be completed by December 1998.

OIG Role

The Results Act does not define a specific role for OIGs in their agencies'
implementation efforts. However, recent legislative initiatives have called for all
OIGs to promptly assess whether agencies have met their stated goals. We
believe we should not usurp management's responsibility for selecting or making
decisions on strategic plans and performance measures, or take any actions that
would compromise our independence. We will act in an advisory or consultative
capacity in the implementation stages and perform independent reviews. As part
of our consulting role, we plan to focus future reviews on several opportunities for
improvement identified recently by an independent consulting firm. This firm
assessed USPS using the Malcolm Baldridge National Quality Award criteria. In
this role, we will be able to further assist USPS in meeting the Results Act
guidelines.

New Postal Service Products

Question 5

You have mentioned that you will be assessing the Postal Service's efforts to
introduce new Postal products, particularly electronic commerce services.



95

a. What issues have arisen in your examination of new non-Postal
products to date? How does the Service’s process for introducing
non-Postal products compare with the process for introducing new
Postal products? Do you believe that improvements are needed in
either of these processes?

Response

Efforts to Audit Electronic Commerce

We have formed a specialized unit to evaluate the electronic commerce area.
Topics we will review include direct vendor delivery, electronic data interchange,
electronic funds transfer, and USPS'’ rate filing for an online service that enables
customers to do automated mailings from their personal computers.

In addition, we are establishing a computer intrusion unit to prevent and detect
fraudulent activity and sabotage involving USPS information systems. This unit
will investigate attempts to “hack” into postal systems and proactively review
those systems to help postal management avoid such intrusions.

Reviews of Non-Postal Products

Since GAQ is conducting a review of three specific non-postal initiatives, we are
not currently conducting reviews of individual non-postal products. We
conducted a global review of the Marketing Office’s processes and development
of non-postal products. We found that non-postal and postal products are
introduced using very similar processes. In our review, we identified several
issues in the areas of marketing management, project funding, and control
processes that needed further improvement. We suggested that all ongoing
projects be periodically revalidated, continuity of management be established, a
marketing process be established for new ideas, and completed projects be
transitioned to other organizational units.

Quality of USPS Data

Question 6

The Postal Service has acknowledged that it needs to improve the quality and
availability of data on its operations. Based on your experience, has the lack of
good quality data impeded your ability to review Postal Service operations?
What deficiencies have you found in the quality and availability of Postal Service
data? Has the Postal Service developed pians to remedy these deficiencies?
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Response

Impact of Data Quality on Qur Audits

We have found that USPS is sometimes inaccurate and incomplete. For
example, during our audit of Bulk Mail Center Manual Mail Operations, we tested
Productivity Information Reporting System data. This is the only system currently
used to report mail volume and productivity for all 21 bulk mail centers. We
found that source data was inaccurate and incomplete. Consequently, we could
not rely on the data from this system. We also noted that policies and
procedures goveming the capturing and reporting of mail volume data were
insufficient and outdated.

Our review of the Grievance and Arbitration process found that the Grievance
and Arbitration Tracking System was incomplete and inaccurate. Additionalily,
there were substantial discrepancies between paper documents in the field and
the Grievance and Arbitration Tracking System data in headquarters.

In our review of the Drug-Free Workplace Program, we found the USPS
generally does not gather or maintain data in a manner that would indicate the
extent of drug-related problems. Data, such as the number of people testing
positive for drug use during fitness for duty evaluations, is not recorded in a
manner suitable for analysis.

We will continue to evaluate the quality and availability of data as we conduct
projects of USPS operations and activities.

Some Initiatives Are Underway by Management to Improve Quality of Data

We have been advised that USPS management i1s working to develop a system
to replace the Productivity Information Reporting System, which should improve
mail volume and productivity data. Additionally, USPS management says it plans
to update existing policies and procedures. The former USPS Chief Financial
Officer indicated in a recent discussion that USPS has no information-rich system
to capture all real data. He estimated it would take approximately 5 years to
implement such a system. We will monitor management’s progress in these
areas.
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OIG’s Relationship with the Postal Inspection Service

Question 7

As you know, Congress created the Office of the Inspector General to provide an
independent oversight body within the Postal Service. Could you reflect on the
“value added” to the Postal Service by having an Office of Inspector General that
is separate from the Postal Inspection Service? How has your office coordinated
its audits and activities with the Postal Inspection Service? Are there any areas
where responsibilities continue to be unclear?

Response

How an Independent OIG Adds Value

The Postal Service benefits from having an independent Inspector General (IG),
separate from the Inspection Service, for several reasons:

Independence - The Inspectors General were created in 1978 because
agencies lacked adequate audit and investigative coverage. Before 1978,
internal audits and investigations lacked independence from agency
management. The Chief Inspector, who also previously served as the
Inspector General, was appointed by and reported to the Postmaster General.
This created the perception of less independence and greater management
influence over the IG. Today, the inspector General is appointed by and
reports directly to the Govemnors and is not part of Postal management. This
reporting relationship removes the IG from management.

Oversight of the Inspection Service - When Congress created an independent
OIG, it conveyed oversight responsibility for ali activities of the Inspection
Service to the OIG. We created a division specifically dedicated to this
oversight function. This division has both investigative and audit
responsibilities.

Trust - Some postal employees and customers have indicated they do not
trust postal management to objectively address their concems. The creation
of an independent |G has opened a new line of communication outside postal
management.

Increased Responsibility - We assumed responsibility not previously
addressed by the Inspection Service. These areas include postal rate-making
programs and operations, revenue generation programs, electronic
commerce, computer intrusion detection, and labor management.

10
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* Use of Evaluators and Auditors — We have attracted experienced auditors,
evaluators, analysts, and managers from the Postal Service, other
government agencies, and private industry, who work collaboratively with
Federal law enforcement officers. We recognize the value of cross-
disciplinary knowledge, and have attempted to capture that benefit by mixing
evaluators and investigators in the same functional groups.

We Coordinate Closely with Inspection Service

As the OIG, we are responsible for all USPS audits. Under our delegation of
tunctions, the Inspection Service has agreed 1o continue performing area and
local audits and pre-award and post-award contract awards. In addition, during
the transition of work from the Inspection Service to us, the Inspection Service
has continued to perform audits that are our ultimate responsibility. Therefore,
we prepared a joint Audit Workload Plan with the Inspection Service for 1998,
designed to provide partnership opportunities for postal-wide audit attention. The
Inspection Service provided most of the staff earlier in the year, but as our staff
became available, we contributed more resources and led several of the audits.

Additionally, the Assistant Inspector General (Audit) meets weekly with the
Inspection Service Deputy Chief Inspector (Audit) to coordinate audit activities
and discuss new projects. Our directors coordinate frequently with Inspection
Service counterparts. Audit workload planning is coordinated to prevent
duplication of effort and ensure adequate audit coverage. We will continue to
partner on numerous audit projects, and have again worked jointly to develop an
Audit Workload Plan for FY 1999.

In the investigative area, we have taken primary responsibility for investigation of
allegations of fraud, waste and abuse such as: kickbacks, bribery, product
substitution and heaith care fraud. We are also responsible for investigating any
allegations of misconduct against USPS executives. The Assistant Inspector
General (Investigations) meets regularly with the Inspection Service Deputy Chief
Inspector (Criminal) to coordinate investigative activities and discuss new cases.

Roles and Responsibilities Between the OIG and Inspection Service Clarified

The designation of functions between Inspection Service and us, approved by
the Governors, established a framework for audit and investigative coverage.

We have encountered some circumstances that require individual coordination
with the Inspection Service. As with any major transfer and transition of functions
and responsibilities, instances have arisen requiring resolution and clarification.
These situations have typically been resolved without difficulty. For example, the
Inspection Service, recognizing the need to avoid duplication of effort, cancelled
one contracting process review project at our request. We had already
scheduled a similar review at the headquarters level that would encompass any
area-level concerns.

11
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Further, USPS management historically relied on certain types of facility and
other post-contract verification reviews by the Inspection Service that would
normally not be undertaken by an OIG. We advised management and the
Inspection Service that we will not be performing this work because it is a
program management responsibility.

We are working with the Inspection Service to clarify and develop procedures to
address investigations. Investigations have the potential to fall under both
organizations’ areas of responsibility. For example, an investigation of a worker’'s
compensation issue by the Inspection Service could identify potential provider
fraud that is the responsibility of the OIG. We are working to ensure a smooth
and orderly process to address these situations.

Our role within the USPS was described in the June 1998 version of the Postal
Service’s Administrative Support Manual, which is distributed to all Postal
facilities. We are updating the audit and investigative policies and procedures
section of the Administrative Support Manual to clearly reflect the authorities,
role, and mission of the independent OIG. As we identify areas that have not
been addressed in the designation of functions, we will resolve them with the
Inspection Service or, if necessary, the Governors.

Compilaint Investigation

Question 8

Your office is responsible for conducting independent reviews of complaints from
Postal Service employees, including complaints with respect to the Postal
Inspection Service.

a. How many complaints have pertained to the Postal Inspection
Service? What have been the nature of these complaints? How
many complaints have been investigated, and what have been the
general outcomes?

b. The Postal Service has said that postal employees are already abie to
bring alleged abuses to the attention of the Postal Inspection Service
or the Inspector General. Please summarize your guidance to postal
employees for the record. Which issues are handled by your office
and which are handled by the Postal Inspection Service? What
process does your office use to handle and investigate alleged
abuses?

12
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Response

Complaints Against Postal Inspection Service

From our establishment in 1997 through September 21, 1998, we have received
198 complaints that pertain to the Inspection Service. The most common issues,
which account for 78 percent of all complaints, are:

* case selection (29%), where complainants have concerns as to why the
Inspection Service has not, or appears to have not, taken any action on a
matter;

o misconduct (16%) on the part of Postal Inspectors;

* complaints from Postal Police Officers (11%) about their roles and
responsibilities as members of the Inspection Service;

+ inadequate investigations (11%) conducted by Postal Inspectors;

* violence in the workplace (6%) related to the perceived lack of concern or
efforts by the Inspection Service to address this matter; and

- improper disciplinary (5%) actions taken by the Inspection Service
management towards its employees.

After receiving a complaint, we review the related documentation, determine the
nature of the complaint, and identify a course of action which would best respond
to the issues. This information is entered into our database, which includes
classifying it into a category such as one of those mentioned above.

We have conducted reviews of several complaints by individuals. For example,
we reviewed a situation where a Postal Inspector was placed on paid
administrative leave for 18 months pending management’s decision on a
disciplinary issue. This review identified opportunities for improvement in the
handling of intemal affairs cases in the Inspection Service and the monitoring of
administrative leave. Based on our work, we identified “disciplinary actions”
within the Inspection Service as an area needing further attention.

We also have conducted broader reviews of Inspection Service operations.
Specifically, we reviewed the Confidential Informant/Confidential Source Funds
Program to ascertain if an effective and efficient system of controls exists to
protect these funds. Our review disclosed that the Inspection Service had
adequate controls over the Confidential Informant/Confidential Source Funds
Program. We also are finalizing a review of the Inspection Service Audit
Tracking System. When we are made aware of potential postal inspector
misconduct, if it does not appear to be systemic or does not involve an executive
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(GS-15 or above), we notify Inspection Service Internal Affairs. We then monitor
their handling of the situation to assure appropriate action is taken. This has
occurred in a number of instances as a result of hotline complaints.

Guidance to Postal Employees

We are educating Postal Service employees, customers, management and other
stakeholders about the new OIG. To do this:

e we are explaining the role and mission of a statutory OIG via a number of
avenues, including our World Wide Web site, an educational brochure, and
our Semiannual Report to the Congress;

» we have published a “Dear Postal Colleagues” letter in the “Postal Bulletin”,
an article in “Postal Life” magazine, and a revision to the Postal Service
Administrative Support Manual; and

¢ we have made numerous presentations at various conferences and training
sessions and routinely send acknowledgment letters to all hotline
complainants that highlight our function.

We have also prepared guidance to employees emphasizing our statutory
responsibilities and our authority. Regarding our authority, we have emphasized
that the OIG has unrestricted access to all Postal Service operations, programs,
records, and documents. The OIG has direct and prompt access to the
Governors when necessary, and we can issue subpoenas and administer oaths.

More generally, we have explained our role and mission of preventing, detecting,
and reporting fraud, waste, and abuse, and promoting efficiency in Postal Service
operations. We have stated our primary interest in “systemic” issues, because
addressing these issues is how we believe we can add the most value to the
Postal Service and the individuals involved. However, we do want to know about
all concerns--from whatever source--since we reserve the right to conduct any
situation-specific inquiry deemed appropriate.

Issues Handled By the OIG

Issues handled by the OIG and the Inspection Service are outlined in a mutually
agreed to “Designation of Functions.” This document was approved by the
Governors and is published in our Semiannual Reports to Congress.

Issues of workplace violence and other exigent matters are immediately referred
to the Inspection Service. When we receive complaints, we immediately assign a
file number for tracking and monitoring purposes, and review allegations to
determine what action is warranted. Every complaint is referred to the
appropriate office for attention, i.e., audit, investigation, postal management for
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corrective action, etc. By maintaining a database of complaints, we will also be
able to identify systemic issues for future audits and investigations.

Outstanding Complaints

Question 9

We understand that your office has a backlog of outstanding complaints. How
large is the backlog? Does the backlog affect the ability of Postal Service
employees to seek redress for abuses? What is your goal for reducing the
backiog? Will an increase in stafting needs help resolve your current problem?
If yes, approximately how many employees do you need? If more staff is hired,
will the new staff have experience in the relevant subject areas in order to
expedite this process?

a. Some Congressional offices have indicated to the subcommittee that
they have experienced a delay in receiving responses or substantive
replies to inquiries made to your office. What is the cause of this
delay? Is there something Congress can do to facilitate a quick
response time?

b. How does your office distinguish between those cases that merit
investigation, and those that do not or cannot be investigated due to
resource constraint reasons or otherwise? Given the current situation,
what role do you think the |G should play with respect to labor
management relations issues?

Response

Volume of Complaints

Between Congressional and hotline requests, we have received more than
19,000 complaints since 1997. We analyze each complaint to determine what
action is warranted. We have referred a large portion of these complaints to the
USPS, including the Inspection Service, for action. Examples of referrals inciude
service delivery problems, theft, vandalism, tampering, and mail fraud. To
identify systemic problems within the USPS not to investigate individual matters
we are evaluating and analyzing more than 2,000 complaints.

Most of the 2,000 complaints involve labor management problems. In addition to
asking us for assistance, employees have numerous avenues within the system
available to them for redress of labor disputes. These include the various
grievance procedures, the Equal Employment Opportunity Commission and, in
some cases, the Merit Systems Protection Board. Many of the complaints we
receive are from individuals who have already gone through one or more of these
processes. Our analysis seeks to identify systemic issues, such as failure of the
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USPS to follow procedures, so we can address Postal-wide problems affecting a
large number of employees.

We are continuing to hire staff to meet our approved staffing level. As of
September 21, we have hired 296 employees, with 236 actually on board. We
plan to have 480 employees as of March 1999. We continuously reevaluate our
staffing needs based on workload demands. We have found it particularly
challenging to find talented individuals who possess the requisite skills and
temperament to work in the labor management area.

QOur Responses to Congressional Inquiries

One of our major challenges is simultaneously (1) meeting our customers’
expectations while (2) our workload continues to increase rapidly and (3) we
continue to build our infrastructure, including hiring. As we become a mature
organization, we will have the structure in place to respond to Congressional
inquiries more effectively. We have made tremendous strides in establishing the
supporting processes and believe that these improvements will result in
increased customer satisfaction.

When we opened our doors in 1997, we were flooded with complaints from many
sources, including Congress. Most Congressional complaints concemed
individual constituent requests. We agreed to work on some of those requests to
identify systemic problems, but recognized we did not have adequate resources
to address all of them. Unfortunately, some of these requests could not be
handled to the satisfaction of some Members because we did not review the
individual case or took several months to complete the review. It would be
helpful for the Subcommittee to let Members know that we usually are not able to
address complaints individually, but will always consider complaints for systemic
reviews.

Our Role in Labor Management

We are always deeply concemed about allegations of wrongdoing against
anyone. Our mandate is to identify systemic problems within the Postal Service,
not to investigate individual cases. We also track and use the invaluable data
provided by individuals to help us identify systemic problems and future postal-
wide audits, and have an operationai database that tracks complaints to identify
systemic problem areas.
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Systemic Problems

Question 10

Based on your work to date, has your office investigated any systemic problems
that may have generated a number of complaints? What have been the results
of these investigations?

Response

Examination of Labor Management Complaints

To date, our office has addressed a number of individual complaints, completed
several projects relating to workplace violence, and is in the process of finalizing
our first systemic labor management review. The individual cases we worked on
allowed us to familiarize ourselves with the various labor management rules,
regulations, and agreements, and provided insight into potential systemic areas.
Our workplace violence projects explored the areas of supervisory training,
compliance with threat assessment procedures, and criteria for identifying
locations with labor management problems. Our first systemic review of the
grievance and arbitration process disclosed a number of opportunities for
improvement. These reports should be finalized shortly. If requested, we would
be happy to provide the Subcommittee with copies of the reports once they are
completed. We have investigated several problems in the labor management
area generated from a number of complaints.

Financial Disclosure Forms for USPS Officials
Question 11

What financial disclosure forms are Postal Service officials required to complete
each year? How do these forms compare with financial disclosure forms that are
required for officials in other Federal agencies? Who reviews these financial
disclosure statements to ensure that they are completed properly? Are there
security measures implemented to ensure that these statements are kept
confidential?

Response

Financial Disclosure Reports

Pursuant to Office of Govemment Ethics regulations, all executive branch
employees, including Postal Service employees and our employees, are required
to file the same financial disclosure forms. Employees whose rate of basic pay is
equal to $87,030 or above must file Standard Form 278, Executive Branch
Personnel Public Financial Disclosure Report. Employees whose rate of basic

17



105

pay is below $87,030 must file Office of Government Ethics Form 450 if their
agency determines the employee’s position could result in a potential conflict of
interest between the employee’s financial interests and work assignments.

Governors of the Postal Service complete Standard Form 278 at the time of their
nomination and annually thereafter. The Standard Form 278 remains
confidential if the Govemors perform the duties of their office for less than 60
days in a calendar year. If a Governor performs the duties of his or her office for
more than 60 days in a calendar year, his or her Standard Form 278 becomes
public. The USPS General Counsel, who is the Designated Agency Ethics
Official, reviews each of the Governor’s financial disclosure reports.

The USPS Altemate Designated Agency Ethics Official or other authorized
designee of the General Counsel reviews each Standard Form 278, including the
forms filed by our employees, for possible conflicts of interest. The reviewing
official follows the Office of Government Ethics guidelines.

A USPS Vice President or designee reviews the Forms 450 of headquarters
employees, and the field counsel, serving the filer's state, reviews the forms of
field employees. A human resource specialist within our office reviews the
Forms 450 for our employees. Each reviewer also follows the guidelines set out
by the Office of Government Ethics.

According to regulations promulgated by Office of Government Ethics and postal
management instructions, the reviewing official is responsible for maintaining
proper care of each financial disclosure report. For example, in our office, the
reviewing official secures the Forms 450 in a locked cabinet. The Office of
Govemnment Ethics reviews the Postal Service ethics program approximately
once every 3 years to ensure USPS is in compliance with ethics laws and
regulations.

Retaliation as a Response to Employee Complaints

Question 12

As you know, the Office of Inspector General's Semiannual Report to Congress
for October 1, 1997 through March 31, 1998 included a March 19, 1998 memo
from Michael Coughlin to officers of the Postal Service that described how a
supervisor at a postal operating facility attempted to remove an employee in
retaliation for making a complaint to the Inspector General's office concerning
existing management violations. The letter stated that no retaliatory action is to
be taken against any Postal employee for alleging to the Office of Inspector
General wrongdoing of any sort within the Postal Service. To the best of your
knowledge, does retaliation against postal employees for making a complaint to
the IG continue to be a problem within the Postal Service?
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a. Inyour view, is fear of retaliation widespread among postal
employees? Are supervisors at a postal operating facility customarily
made aware as to which postal employees make a complaint?

b. The Postal Service has said that postal employees are already able to
bring alleged abuses to the attention of the Postal Inspection Service
or the Inspector General. Please summarize your guidance to postal
employees for the record. Which issues are handled by your office
and which are handled by the Postal Inspection Service? What
process does your office use to handle and investigate alleged
abuses?

c. Have there been instances in which your office’s ability to review a
complaint filed by a postal employee was compromised due to actions
or interference taken by management?

d. Has the Office of Inspector General implemented guidelines or
procedures to try to prevent retaliation against employees making
complaints from occurring in the future?

Response
Fear of Retahation

We are not aware of any instances where an employee alleged retaliation for
complaining to us after the Deputy Postmaster General's March 1998 letter. In
addition, we can not know how many employees are not reporting fraud, waste
and abuse to us because they fear retaliation. However, some employees have
specifically asked for confidentiality, indicating their concem about possible
retaliation. We will continue to investigate aggressively any allegations of
retaliation against employees for reporting fraud, waste, and abuse.

We do not disclose the names of employees who make allegations unless the
complainant has indicated that he or she does not require confidentiality or
disclosure is unavoidable. We adhere strictly to Section 7 (b) of the Inspector
General Act, which states: “The Inspector General shall not, after receipt of a
complaint or information from an employee, disclose the identity of the employee
without the consent of the employee, unless the Inspector General determines
such disclosure is unavoidable during the course of the investigation.” We have
found, however, that many employees who file complaints with us have already
identified themselves to management by asking their Congressional
representatives or unions to intervene on their behalf or by filing grievances or
complaints.
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Guidance on Whistleblower Complaints

The following summarizes our outreach efforts to make Postal employees aware
of the ways to report alleged abuses, including whistieblower complaints, to the
OIG:

s we are explaining the role and mission of an independent OIG via a number
of avenues, including our World Wide Web site, an educational brochure, and
our redesigned Semiannual Report to Congress;

* we have published a “Dear Postal Colleagues” letter in the “Postal Bulletin®,
an article in “Postal Life” magazine, and a revision to the Postal Service
Administrative Support Manual; and

* we have made numerous presentations at various conferences and training
sessions and routinely send acknowledgment letters to all hotline
complainants that highlight our function.

We will investigate all instances of retaliation against employees who have
alleged wrongdoing to us. Our investigations of alleged retaliation will include a
number of steps. For example, we will review pertinent reports and other
relevant documents related to the case. In addition, we will conduct interviews
with complainants, witnesses, supervisors, and other employees. We will
conduct appropriate site visits, as necessary. If the allegations of retaliation are
substantiated, we will take appropriate action to refer them to management, or if
criminal, to the United States Attorney. We will also report all cases of retaliation
to Congress and the Govemors.

We also monitor allegations of abuse in order to determine if they are systemic or
reveal a pattern of abuse. In cases such as this, we conduct an organizational
review to identify the causes of the abuse and to make appropriate
recommendations to remedy the situation.

To our knowledge, our ability to review a complaint filed by a postal employee
has not been compromised by management. In the two instances where USPS
employees reported allegations of retaliation to us, we reviewed one allegation
and are in the process of reviewing the other. As you know, management is
responsible for issuing guidelines to prevent retaliation against employees, and
creating a culture that deters retaliation and encourages employees to report
abuses. Our role is to investigate retaliation and recommend appropriate
corrective action. We will promptly notify the Deputy Postmaster General of any
reported instances of retaliation by management so that immediate remedial
action can be initiated.
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The Deputy Postmaster General's letter to all Postal officers stating that
retaliation must not be taken against any employee who alleges wrongdoing to
the OIG, Postal managers, or the Postal Inspection Service, is a good first step.
We will examine whether additional steps are necessary to prevent retaliation in
the future.

Atlanta Postmaster Ceremony

Question 13

In one of your first reports, you have disclosed how $45,593 in postal funds were
used to pay for the ceremony of naming a new postmaster for Atlanta, Georgia.
Since this report, are you satisfied with the action taken by the Postal Service to
prevent these types of expenditures from recurring?

Response
Some Actions Taken

The Postal Service has implemented some corrective actions; however, the
actions did not address all of our suggestions.

In June 1998, the Postal Service revised their policies on the installation of new
postmasters, as follows:

» the postmaster can incur expenditures for providing refreshments, producing
signs, printing brochures, etc., and;

« ‘“discretion and judgment” should be used to ensure that expenditures are
“reasonable” and included in the annual budget for a facility.

However, policies have not been established that specifically limit or address the
reasonableness of installation ceremony expenditures. We believe that
“reasonable” is too vague a term and that specifying acceptable dollar ranges for
installation ceremonies would provide a better level of internal control.

Therefore, we requested that the Postal Service's Chief Operating Officer further
define or clarify what constitutes a “reasonable” amount and to establish
monetary thresholds. USPS responded that the Chief Operating Officer will work
with Postal Service's Human Resources and Finance to define the monetary
parameters.
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USPS OIG Office in San Mateo, California

Question 14

You mentioned in your testimony that you will soon be opening an office in San
Mateo, California. How soon do you expect this office to be opened? What do
you anticipate the size of this office to be? What do you envision will be the
primary function or role for this office?

Response

We Have Established the San Mateg Office

Our San Mateo office opened on July 3, 1998. Currently, we have 8 staff
members on board, consisting of 4 auditors and 4 investigators. Our plans call
for a total staff of 12; consisting of 8 auditors and 4 investigators. The San Mateo
office’s primary mission is to conduct financial statement opinion audit work and
investigate matters under our jurisdiction. In addition, this office will conduct
additional audits, reviews or consulting work in the Western United States.

Reporting to a Board of Nine Governors

Question 15

Unlike most other Inspector General Offices, your office does not report to a
single person as "head of agency" but instead reports to nine different individuals
who collectively comprise the head of an agency for IG Act purposes. Please
describe to me in general terms the nature of the communication that exists
between you and the Postal Board of Governors. |s there anything Congress
can do to facilitate this communication process?

Response

Communications with the Governors

| participate in the monthly Board of Governors meetings and prepare written
monthly activity reports to the Governors to keep them apprised of our current
activities. In addition, | attend regularly scheduled Board of Governor Audit
Committee meetings, and meetings of Capital Investment, Compensation, and
Strategic Planning committees, as necessary. My senior staff or | meet monthly
with the Secretary of the Board of Governors to discuss items of mutual interest.
While | have direct access to individual Governors, | primarily work with the
Chairman of the Board. The Govemors understand that | am required to keep
them and Congress fully and currently informed.
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OIG Investigation of Newspaper Deliver

Question 16

| understand that there have been problems with poor newspaper delivery by the
United States Postal Service. What initiatives has your office been taking to
investigate this problem? What do you plan to do with your findings? Until your
report is issued, do you have any recommendations regarding the problem facing
the nation's community press with postal delivery?

Response

We Will Review Periodical Class Processing

We are aware of concems from community newspaper publishers about the
untimely delivery of newspapers sent via the Periodical Class of mail through the
USPS. We plan to review Periodical Class processing problems in FY 1999,
Recently, each Vice President, USPS Area Operations, was asked to analyze
service issues and report to the Chief Operating Officer within 60 days. We will
start our review by examining the results of that effort and determining what work
will appropriately address Periodical Class processing problems.

Findings Will Be Provided to Management

We plan to issue a report with findings and related recommendations to
management to initiate corrective action of any identified deficiencies in
Periodical Class processing. We will also apprise the USPS Board of Governors
and the Congress of the review results. Given the longstanding concern over
this issue, we will also schedule follow-up attention as appropriate. We
anticipate the results of our assessment of the Area Vice Presidents’ efforts may
allow us to make some early recommendations.

Opportunities for Minoritiyes and Women at the Top
Question 17

A January 17, 1998, Washington Post article titied, Diversity Hits “Ceiling” at the
Postal Service, described how promotions were limited for minorities and women
in top-level positions at the Postal Service. In light of this article, what measures
have you taken to improve the role of women and minorities in your office?
Please disclose the latest statistics of women and different minority groups
currently employed with the Inspector General's Office.
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Response

We Are a Diverse Organization

We have worked hard to create an organization whose cultural philosophy
demands that all people be treated fairly and be given the opportunity to develop
their unique and diverse skills and abilities to the fullest. We are committed to
attracting and retaining a diverse and highly qualified workforce from
government, private sector, USPS, colleges and universities. As of

September 21, 1998, we have 236 employees on board. Sixty-five percent of our
staff are minorities and women, as follows:

e 119 females (50%)
e 54 White
e 65 Minority

e 99 minorities (42%)

24 African American males
54 African American females
Hispanic males

Hispanic females

Asian males

Asian females

Native American male
Native American female

- - JTwWwoe o

At the executive level, which includes GS-15 equivalents or above, we have a
total staff of 31, including16 women and minorities. Specifically, we have 12
women and 6 minorities as shown below:

10 White females
3 African American males
2 African American females
1 Asian male

At the GS-14 and below equivalent levels, which include most of our working
level auditors, evaluators, and investigators, we have 107 women and 93
minorities as shown below:

44 White females

52 African American females
21 African American males
5 Hispanic females

6 Hispanic males

5 Asian females
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e 2 Asian males
¢ 1 Native American female
* 1 Native American male

We are extremely proud of our efforts to provide all staff meaningful opportunities
for growth and career advancement. For example:

« We are continuing to encourage our staff to compete for vacancies which will
lead to advancement in the administrative, evaluator, and investigative areas.

*» We have provided career broadening opportunities involving changes in job
titles and promotions, for more than 30 people, including 24 women and 19
minorities.

e Wae encourage our staff to obtain job-related education and training to
enhance their professional skills and promotion potential.

September 29, 1998
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Office of Inspector General’s Response to Questions
Submitted by
Ranking Minority Member Fattah

USPS Procurement, Bidding Process, and Minority Contracting

Question 1

Earlier this year, | contacted your office to request an investigation of the United
States Postal Service procurement, contract bidding process and minority
contracting opportunities. Please provide a status of that request.

Response

Progress in Completing Requested Reviews

As agreed with the Subcommittee staff, we are conducting a series of reviews to
respond to this request. Specifically, we have completed seven reviews
addressing various aspects of the procurement, contract bidding process, and
minority contracting opportunities. These include reviews of:

» two facilities-related contracts;

* contracting irregularities at a bulk mail center;

» quality assurance over major commodity purchases;

+ use of indemnification clauses in postal contracts;

» procurement prequalification process; and

* supplier diversity, which specifically includes minority contracting.

We are continuing our series of reviews in this area. When these reviews are
completed, we will provide a report summarizing our results.

Diversity in the USPS OIG Workplace
Question 2
In your attachment, under the heading of Human Resources, you list that you

have “recruited and hired a total staff complement of 178 diverse and talented
team members.”
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Of the 178 employees you have -hired to date, how many are at the IG Executive
Schedule (IGES) level and how many are in Band 3? Of those total amounts, (in
the IGES and Band 3) how many are African-American, how many are Hispanic
and how many are Asian-American?

How will you ensure the employment of diverse team members at these two
levels and do you view the hiring and promoting of ethnic minorities, especially at
senior and executive pay and position levels, important to fulfilling your goal of a
diverse team?

Response

OIG Diversity

We have 236 employees on board as of September 21, 1998. Of this staff of
236, 9 employees are at the IGES level: 3 are women and 1 is an African
American male. We have 22 employees at the Band |l level: 12 employees are
women and minorities, including 9 women, 4 African Americans, and 1 Asian.
Staff at the IGES and Band Ili are considered executives.

We are currently in the process of filling most of our remaining executive-level
vacancies. We advertise all our positions for the widest dissemination using
USPS, OPM, and IG web sites, as well as various newspapers and professional
publications. We have recruited staff nationally, including executive-level
applicants. We have recruited at Hispanic job fairs and conferences, including
one in Puerto Rico at the National Organization of Black Law Enforcement
Officers; Women in Federal Law Enforcement; the Hispanic Police Command
Officers Association Conference; and various Asian American professional
conferences. Our response to Question #17 from Chairman McHugh provides a
breakdown of the number of women and minorities, as well as a picture of job
opportunities we have made available for career growth.,

We ensure that all employees are afforded equal opportunity to receive
appropriate training and to perform the full range of responsibilities within their
pay bands so that they are competitive at the next highest levels. There is no
glass ceiling at the OIG. We strongly support filling high-level positions with
qualified minorities and women.
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USPS OIG Mission

Question 3

It is my understanding that much of your “case" workload, i.e., casework/
complaints, are because your office is considered a last resort for independent
investigation into problems members have with the postal service or the Postal
Inspection Service. Could you comment on that observation?

How much of your “case” workload can be characterized as systemic? Please
explain.

Also, in yesterday's Washington Post there was an article entitled, “Report
Criticizes IRS on Complaint Probes.” The article noted that “complaints about
agency managers are often referred to those same managers™ and that “the
system appears to result in little penalty to the manager and often retaliation
against the complainant.” Does this apply at all to the type of postal
inquiries/complaints you are asked to investigate?

Do you view Postal Service administrative or mismanagement problems and
inquiries as part of your responsibility to resolve, or do you refer these matters to
postal headquarters to handle? If yes, describe the types of problems typically
referred and whether you track, follow-up or analyze the resolution.

Response

Commenting on OIG as Last Resort

We hear from hotline callers and Congressional inquiries that people feel they
have exhausted all other avenues before coming to us. We believe that often
they are frustrated because of the time it takes for them to exercise their rights.
In some cases, employees may be hoping that if another independent party
reviews their complaint, a different outcome could result.

Case Waorkload Characterized as Systemic

We have over 2,000 individua! complaints that we are evaluating and analyzing.
We incorporate all these allegations into various databases that can be used by
the audit and investigative units to identify systemic problems. As we complete
our analysis of this data, we will be able to better determine whether these
individual cases will identify systemic issues. We believe we can be of more help
to employees by identifying and correcting systemic problems that affect a large
number of employees than by investigating individual complaints.
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Similarities with IRS Review

In our limited reviews, we have noted two instances where complaints about
postal managers were referred to the same manager for resolution, similar to the
situation disclosed at IRS. Therefore, we believe that this situation could exist
elsewhere in USPS. We will consider the USPS complaint resolution process in
our future audit plans.

Handling of Admunistrative or Management Problems

We will review systemic administrative or management issues, as appropriate.
For example, we recently reviewed management’s compliance with the Threat
Assessment Guide and supervisory training in the area of conflict resolution.
Given our limited resources, we believe we can best add value to the USPS by
focusing on systemic problems.

Individual administrative or management issues are generally referred to postal
management, depending on the seriousness of the allegation or the grade level
of the alleged offender. In selected cases, we request management reports
outlining remedial actions taken or planned. We reserve the right to conduct any
inquiry involving particularly egregious or significant matters.

OIG Accomplishments in the USPS Workplace
Question 4

As part of your list of accomplishments that accompanies your testimony, please
share in greater detail the work your office is doing in the following areas:

a. Review of USPS efforts to eliminate drugs in the workplace.
b. Completed several labor management fact-finding reviews.
c. Performed work on workplace violence issues.

Response

USPS Management Efforts towards a Drug-Free Workplace

At the request of the Board of Govermnors, we completed a review of the USPS
drug-free workplace program. As part of this review, we formulated two
objectives: (1) evaluation of management's efforts to identify and eliminate drugs
in the workplace; and (2) review of the Postal Inspection Service efforts in
investigating the use and sale of drugs on postal premises.

The USPS has a strong policy statement on illicit use of drugs in the workplace.

Programs such as pre-employment drug screening, random drug testing for
Department of Transportation regulated positions and armed Inspection Service
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employees, and the employee assistance programs support this policy.
However, management generally does not obtain or maintain data that would
indicate the extent of drug-related problems in the workplace.

We also concluded that investigative efforts relating to the use and sale of drugs
on USPS premises have declined significantly since 1992. In FY 1992, the
Inspection Service arrested 448 people and used 139,935 work-hours in internal
drug cases. During the first 9 months of FY 1997, they arrested 34 people and
used 8,316 work-hours in internal drug cases.

We believe that improvement in the USPS drug-free workplace program is
warranted. We offered seven suggestions to management to improve its drug-
free workplace program, and they were generally responsive to the issues and
suggestions in our report. However, they disagreed with our suggestion to
establish definitive guidelines for violations of the drug-free workplace policy.
Management cited “significant legal concems" relating to this suggestion. We
are continuing to work with them to resolve this issue.

In addition to management comments, we invited comments from seven USPS
management associations and unions regarding the effectiveness of the USPS
drug-free workplace policy and our suggestions for improvement. Six of the
organizations responded to our request for comments. While all of their
responses did not agree with our evaluation, their remarks were generally
constructive, and provided us with additiona! insight into the problem of drugs in
the USPS workplace.

Labor Management Fact Finding Reviews

During FY 1998, we completed 28 Congressionally-requested labor relations
reviews. The reviews addressed concerns submitted by individual USPS
employees as well as petitions signed by groups of employees. Generally,
allegations were in four areas:

» harassment and/or retaliation;

e timeliness and faimess in processing workers’ compensation claims, equal
employment cases, and grievances;

« compliance with USPS and Union labor relations methods and procedures
regarding transfers, terminations, and fitness-for-duty decisions; and

+ denial of requests for transfers and general mismanagement.

We have completed our reviews and the results have been mixed, in terms of
validating the allegations. For example, we received petitions from 97 letter
carriers from a post office in Arizona and from 26 employees at a post office in
South Carolina. The correspondence from both groups alleged harassment,
violation of labor relations procedures, and hostile work environment. However,
the Arizona complainants would not discuss or substantiate the allegations. The
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employees at the South Carolina post office did not agree with many of the
allegations attached to the petition submitted by a co-worker, and could not
substantiate others.

We substantiated some of the individual allegations made by seven USPS
employees from different facilities in New York. For example, we validated an
employee’s allegation that the USPS failed to comply with terms and conditions
of an equal employment settlement, did not comply with the terms of a Merit
System Protection Board agreement, and improperly rejected an equal
employment ruling.

Specifically, our reviews revealed opportunities for USPS improvement in such
areas as: (1) personnel and management training on diversity and inter-personal
skills; (2) timeliness and accuracy of processing of worker's compensation, equal
employment, and grievance issues; and {3) compliance with USPS methods and
procedures regarding labor management issues.

Strategies to Counter Workplace Violence

We have completed three reviews of Postal Service workplace violence issues
as a result of the 1997 USPS violence instances. In August 1998, we completed
a review of the effectiveness of postal strategies and methodologies used to
identify work sites and facilities where violent behavior may erupt. Our review
found that USPS has taken numerous steps to prevent work place violence,
including establishing a headquarters threat assessment team and identifying
potential area “hot spots." However, USPS management has not clearly defined
what constitutes a hot spot and did not provide sufficient criteria to area officials
for the designation of these locations

We issued two draft reports on the Milwaukee District's program for diversity and
human relations training and their violence prevention policies and procedures.
The Milwaukee District developed a training program to include diversity, human
relations, and leadership training, which began in November 1995. However, the
District did not ensure that all managers and supervisors attend, and the training
provided did not ensure that all managers and supervisors would improve their
human relations skills. Almost one-third of the supervisors and managers had
not attended any diversity training.

The Milwaukee District Threat Assessment Team did not follow many of the
violence prevention policies and procedures outlined in the May 1997 Threat
Assessment Team Guide issued by USPS headquarters. We identified three
areas needing improvement: work room environment; case management or risk
abatement plans; and violence prevention training.
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West Virginia External First-Class Measurement System
Investigation

Question 5

Newspaper accounts in January of this year reported that West Virginia postal
managers were caught cheating on the Postal Service mail delivery survey in
order to increase first-class mail delivery scores.

a) What role did your office play in investigating this scheme?

b) Exactly how widespread was this mail measurement fraud?

c) Are you aware of the full extent of bonuses paid to postal managers,
based upon fraudulent and inflated mail delivery scores? If not,
please look into this matter and report your findings to the
Subcommittee.

Can we in Congress be assured that action is being taken to uncover other
incidences of mail measurement fraud and that proper procedures are in place to
guard against future such incidences? If you are not aware of how widespread
the fraud extends, the full extent of the bonuses paid upon the fraudulent activity,
or whether proper steps have been taken to guard against future action, please
investigate the incident and report back to the Subcommittee.

Response

Investigation Was Conducted by Postal Inspectors

The investigation of allegations in West Virginia was limited to the district level
and therefore, was conducted by postal inspectors. The Inspection Service
briefed us on all issues identified.

Complaints Are Widespread

The Inspection Service is currently conducting several investigations based upon
complaints about external first class tampering. Our hotline complaints, union
and management association contacts, and other sources allege that other
districts have refocused resources to enhance their overnight service scores.

Economic Value Added Bonuses Withheld

Bonuses eamed in FY 1997 were initially withheld from all concemed managers
in the subject West Virginia case immediately following the release of the
Inspection Service report. Upon final review of each employee’s individual
involvement in the case, postal management formally withdrew the economic
value added bonuses associated with FY 1997 performance for 12 managers
and restored the previously withheld bonuses for 3 managers. However, all 15 of
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these employees were able to draw on their bonuses earned in the prior year
(this was the “at risk” amount from FY 1996).

Wae share your concem about the integrity of this program. in the coming year,
we will do a systemic review of the overall process, including the measurement
contract, bonuses paid, and efforts to improve intemal controls. In addition, we
will continue to monitor our hotline complaints and discuss the issue with unions,
management associations, and other sources to identify emerging trends. When
we complete this review, we will share the results with the Subcommittee.

OIG Audit of International Mail Revenue
Question 6

Last week, Senator Cochran held a hearing on S. 2082, legislation he introduced
that would place the setting of international postal rates under the authority of the
Postal Rate Commission (PRC) in the same manner that domestic postal rates
are established. During the hearing, it was announced by the new PMG, that the
postal service had requested that the IG conduct an audit of intemational mail
revenue.

a) Can you tell me more about the request in terms of the scope and
timeframe?
b} Specifically, what have you been asked to investigate and what will
your report contain?
Response

OIG Review of Interational Mail Cost

The Board of Govemnors requested that the OIG perform an audit of the
allocation of costs between the USPS’ domestic and intemational products and
services. The audit will determine whether: (1) domestic revenues are used to
subsidize intemational products and services; (2) revenues from “profitable”
classes of these products and services are used to subsidize losing classes of
international products and services; and (3) management controls are adequate
over financial transactions. Our target date to report on this issue is December
1998.

USPS Year 2000 Computer Compliance
Question 7
On Wednesday, June 10, 1998, the GAO testified before the Subcommittee on

Govemment Management, Information and Technology, on “Year 2000
Computing Crisis" - Actions must be taken now to address the slow pace of
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Federal progress. On page 12 of GAO's testimony, they state “...the report
submitted by the U.S. Postal Service shows that it plans to spend over $500
million on its Year 2000 effort and intends to implement its mission-critical
projects by September 1998. However, the report also indicates that 21 percent
of its 335 mission-critical systems are still in the assessment phase. This raises
questions about whether the Postal Service's own target of this September is
realistic.”

Please comment on USPS Year 2000 compliance.
Response

OIG Continues to Monitor Year 2000 Progress in USPS

The USPS faces a great challenge in solving the Year 2000 (Y2K) problem.
USPS has identified over 600 systems for potential remediation. We have been
monitoring the USPS effort for the past year. During that time, we issued several
reports detailing the progress USPS is making in solving the Y2K problem.
Some of the issues identified were:

USPS did not initially assess the size of the Y2K challenge accurately;

all organizational areas were not involved from the beginning;

a corporate-wide integrated plan was not developed and documented initially;
application systems and components were not initially prioritized for
remediation;

contingency plans were not developed promptly;

systems were not effectively tested for Y2K compliance;

application system status was not accurately reported; and

the Y2K program management contractor declined to sign their contract
without an indemnification clause.

USPS agreed with our findings and recommendations and has initiated corrective
actions to correct the deficiencies, as follows:

+ assigned Vice Presidents and line managers responsibility and accountability
for ensuring their systems are Y2K compliant;

¢ hired a contractor with Y2K experience to help manage the project;
completed business impact assessments of all critical and severe systems;
instituted a post-implementation verification process for quality assurance
purposes; and

* reached agreement with the project management contractor regarding the
indemnification clause, preventing disruption of the Y2K project.

Despite these actions, serious challenges remain in terms of USPS remediation
of its Y2K problem. According to USPS management, they expect to complete
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remediation of their critical/and non-critical systems by next summer. We plan to
monitor their progress closely.

We are continuing our review efforts and will issue additional reports. In addition,
we are partnering with the General Accounting Office on a review of the Y2K
program. Specifically, we will jointly review the reporting level of the Y2K project
office, remediation efforts, and contingency planning. This report should be
completed early in 1999.

OIG Review of the Postal Inspection Service

Question 8

One of the reasons Congress established an independent Inspector General in
the Postal Service was its concem over serious abuses by Postal Inspectors that
have occurred. Have you looked at past abuses by the Inspection Service, and
are proper standards and procedures in place to ensure against future
investigative abuses and problems? Can you provide this subcommittee with
any reports on investigations of misconduct by postal inspectors?

Response

Inspection Service Oversight

Our Inspection Service Oversight Division has looked into selected complaints
against the Inspection Service regarding abuses by inspectors. For example, a
mailing business was investigated regarding its invoicing practices. The
business alleged that the investigation resulted from improper motives by the
Inspection Service. In this instance, we found the allegations against the
Inspection Service were unsubstantiated. We have also conducted several
systemic reviews of Inspection Service operations. These reviews include the
Confidential Informant/Controlled Substance Funds Program, the Crime
Laboratories Accreditation Process and the Inspection Service System Tracking
Network.

In addition, we reviewed a situation where a Postal Inspector was placed on paid
administrative leave for 18 months pending management’s decision on a
disciplinary issue. This review identified opportunities for improvement in the
handling of intemal affairs cases in the Inspection Service and the monitoring of
administrative leave. Based on our work, we identified “disciplinary actions”
within the Inspection Service as a planned review.

Investigations of alleged misconduct by Postal Inspectors are conducted by

either the Inspection Service Intemal Affairs Division or us, depending on the
grade level of the alleged offender. We will be happy to provide the
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Subcommittee with the information necessary to perform its oversight
responsibilities of the Inspection Service.

Review of Standards and Procedures

Our first step in evaluating allegations is to review the inspection Service Manual,
which identifies investigative procedures to follow during the conduct of an
investigation. This review determines whether the applicable manual procedures
were followed and whether they were adequate. When appropriate, we also
recommend that procedures be changed. These procedures and standards,
when followed, should ensure against abuses and problems.

Authority and Procedures of the USPS to Withhold Customer
Mail

Question 9

What power does the Postal Service require to cut off a customer’s mail as
provided under Title 39, §3007? What procedures are in place to ensure that this
power is not abused?

Response

Detaining Customer Mail

Title 39, United States Code, §3007, authorizes a Federal district court to enter a
temporary restraining order and preliminary injunction detaining a specific portion
of customer's mail under certain circumstances. There are several procedural
safeguards in place to ensure that a customer receives due process before mail
is detained under §3007. First, the Postal Service must be preparing for, or in
the pendency of, proceedings under Title 39, United States Code, §3005 (mail
schemes involving false representations or certain kinds of lotteries). Second,
the Postal Service must make a showing of probable cause that §3005 is being
violated before the court will consider issuing a temporary restraining order or
preliminary injunction.

In practical terms, this means that a Postal Inspector prepares an affidavit setting
forth probable cause. This affidavit is first reviewed by a Postal Service attorney
and then by an Assistant United States Attorney before an action is filed in
Federal count. According to the USPS law department, the Postal Service limits
§3007 applications to cases involving a large dollar amount and a large number
of potential victims.

There are similar procedural safeguards involving the Postal Service's use of

§3005 to detain a customer's mail. Title 39 of the Code of Federal Regulations,
Part 952, sets forth the rules of practice in proceedings under §3005. These
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rules are consistent with the administrative procedures followed by other Federal
agencies, including a hearing before an independent Administrative Law Judge.

In order to initiate a proceeding under Part 952, the Law Department must file an
administrative complaint alleging that an individual has violated §3005. That
individual is given the opportunity to answer the complaint. Both parties can
engage in discovery, including production of documents and taking of
depositions. A hearing is held before the Administrative Law Judge, who then
issues an initial decision. Either party may appeal the Administrative Law
Judge’s decision to the Judicial Officer; otherwise, the Administrative Law
Judge’s decision becomes final. If either party files an appeal, the Judicial
Officer is authorized to conduct a review of the entire record. The Judicial
Officer's decision constitutes final agency action. This process is almost the
same as the administrative process followed by most other Federal agencies.

September 29, 1998
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ENCLOSURE

GAO RESPONSES TO QUESTIONS FROM
HOUSE COMMITTEE ON THE PQSTAL SERVICE
RELATED TO JUNE 10, 1998 HEARINGS CONCERNING
POSTAL OVERSIGHT ISSUES

Question 1. There have been concerns raised about unfair competition in the international
mail market. The testimony you provided indicates that nearly all Global Package Link
(GPL) packages are going to Japan, and that GAO was unable to determine whether duties
and taxes were assessed on dutiable GPL parcels shipped to Japan because essential data
was unavailable.

a. Why was GAO unable to determine whether duties and taxes were assessed on GPL
packages? Was the reason because the Japanese do not collect the duties or because the
Japanese do not want to provide the data to GAO? Why was GAO unable to determine
whether duties and taxes were assessed from the direct mailers?

GAO Response:

We were unable to determine whether duties and taxes were assessed on dutiable
GPL parcels shipped to Japan because Japan Customs told us that it did not maintain
specific statistics reflecting the amount of duties collected on GPL parcels or the
number of dutiable parcels. In addition, USPS did not have records on payment of
duties and taxes on GPL parcels shipped to Japan because the recipients of postal
parcels in Japan are responsible for paying applicable duties and taxes.

We questioned some direct mailers about whether duties were being collected on
their parcels imported into Japan, but we were not informed that duties were not
being collected on dutiable GPL parcels being shipped to Japan. We did not have
access to the records of Japan Customs or direct mailers to verify collection of
customs duties.

Question 2. The Subcommittee had asked GAO and the Inspector General (IG) to look into
the issue of whether international mail is covering costs not only as a whole, but for
particular international mail products as well.

a. How would you assess these issues? Given that GAO has been looking into the area
of international mail, as well as being involved in the data quality study, what observations
might you have regarding the simplicity or complexity of evaluating whether the Service is
covering its costs in the international mail arena? What type of expertise must be brought to
bear?
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GAO Response:

An evaluation of whether the USPS’ international mail is covering its costs as a whole
or for particular international products and services involves additional complexities
not found in the costing of domestic products. These complexities would include the
reliability of costs estimates for international products from domestic cost systems;
how to impute terminal dues, the international system of compensation for the
delivery of items across international borders; how to predict exchange rates at time
of settlement; how to design rate categories and groups; and how to separate costs
between inbound and outbound mail. Given these complexities, expertise in the
application of economic costing theory to ratemaking and understanding of domestic
and international costing systems would be needed.

Do you believe there is a role for the expertise of the Rate Commission in these
rs?

GAO Response:

Although the Comunission has not dealt with all of the complexities noted above, we
believe there is a role for the Commission in this area. It has the expertise needed to
apply economic costing theory to appropriately attribute costs to intemational
products and services. In addition, the Commission is familiar with the Postal
Service's domestic costing systerns that estimate a portion of the attributable costs
for international products. However, in order to do such analysis, the Commission
would need to have access to estimates of cost, revenue, and volumes for
international products at the product level.

Question 3. GAO has found that differences in foreign customs treatment of Postal Service
shipments using the GPL program and private express carriers were greatest in Japan,
where most GPL shipments are sent.

a.

How do these additional requirements in Japan add to the costs of private express

carrier shipments? What costs have been reported to GAO for these additional
requirements?

GAO Response:

We did not assess or verify any cost data during this review. However, according to
data provided to GAO by DHL, Fed Ex, and UPS via the Air Courier Conference of
America (ACCA), the three carriers spent approximately $110 million per year to
comply with customs requirements for importing parcels into Japan.



b.

127

ENCLOSURE

In light of the fact that the Japanese government applies different requirements to

private carriers and the Postal Service, would you say that they compete on a level playing

field?

C.

GAO Response:

Both the Postal Service and the carriers had certain advantages and disadvantages
with regard to importing parcels into Japan. Although the private carriers were
subject to more costs and requirements than the Postal Service for importing parcels
into Japan, the private carriers enjoyed considerably faster customs clearance for
their parcels. We did not make a judgement as to whether unfair competition exists
in the Japanese package delivery market, because there may be many relevant
factors, including other governmental restrictions and obligations, that may be
imposed on private carriers or the Postal Service that we did not consider in the
context of this review.

What is the Postal Service doing to promote the adoption of "best practices" for

customs treatment of international shipments? In your view, how could the Postal Service
work with the U.S. Customs Service in finding ways to improve and simplify customs
requirements and processes?

GAO Response:

The Postal Service is negotiating with the U.S. Customs Service regarding customs
treatment of future GPL service incoming to the United States. In so doing, the Postal
Service should continue to explore with the U.S. Customs Service potential methods
of expediting customs clearance by implementing procedures similar to those used to
clear GPL packages in Canada or in Great Britain, including the use of electronic
transmission of shipping data and prepayment of customs duties.

Question 4. GAO has mentioned that it will be assessing the Postal Service's efforts to
introduce new postal products, particularly electronic commerce services.

a.

What issues have arisen in your examination of new nonpostal products to date?
GAO Response:

We are currently drafting our report on new postal products. The report covers (1)
the statutory and regulatory authorities and constraints for all major groups of new
products, as well as the potential impact from enactment of H.R. 22 and the Postal
Service's proposed legislation, (2) the Marketing Department's new product
development process, which governs the introduction of most new electronic
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products, and (3) summary information, including financial data, on all new non-
philatelic products the Service marketed and/or had under development during fiscal
years 1995, 1996, and 1997. We expect to issue our report in November 1998. We do
not anticipate making any recommendations in the report.

The biggest controversy regarding the Service's introduction of new nonpostal
products is whether or not these products are outside the scope ofproducts which
the U.S. Postal Service should be marketing. Some members of Congress and some
private sector companies have complained that the Service has a competitive
advantage over private sector companies when it introduces nonpostal products.
such as retail products and packaging services.

How does the Service's process for introducing nonpostal products compare with the

process for introducing new postal products? Do you believe that improvements are needed
in either of these processes, based on your work to date?

GAO's Response:

The primary difference between the two processes for introducing postal and
nonpostal products lies in the role played by the Postal Rate Commission (PRC). For
new domestic postal products, the Service is required, by statute, to request a
recornmended decision from the PRC before introducing the product. The PRC has
the autho