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THE POSTAL SERVICE: PLANNING FOR THE
21ST CENTURY

THURSDAY, JULY 26, 2007

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

The subcommittee met, pursuant to notice, at 2 p.m. in room
2154, Rayburn House Office Building, Hon. Danny Davis of Illinois
(chairman of the subcommittee) presiding.

Present: Representatives Davis of Illinois, Norton, Marchant, and
McHugh.

Staff present: Caleb Gilchrest, professional staff member; Lori
Hayman, counsel; Cecelia Morton, clerk; Ashley Buxton, intern; Ed
Puccerella, minority professional staff member; Benjamin Chance,
minority clerk; and Kay Lauren Miller, minority staff assistant and
office manager.

Mr. DAvis OF ILLINOIS. Welcome, Ranking Member Marchant,
members of the subcommittee, hearing witnesses and all of those
in attendance.

Let me welcome you to the Subcommittee on the Federal Work-
force, Postal Service, and the District of Columbia hearing entitled,
“The Postal Service: Planning for the 21st Century.” Hearing no ob-
jection, the Chair, ranking member and subcommittee members
will each have 5 minutes to make opening statements and all
Members will have 3 days to submit statements for the record.

As I indicated, we are delighted that all of you are here, and I
will begin the hearing.

Ranking Member Marchant, members of the subcommittee and
hearing witnesses, welcome to the subcommittee’s hearing on the
infrastructure and realignment of the U.S. Postal Service. Today’s
hearing will examine the Postal Service’s efforts to update outdated
mail delivery standards and how it intends to realign its infrastruc-
ture through consolidating operations and closing annexes.

The Postal Service’s delivery performance standards and results
are central to its mission of providing reliable and efficient postal
service. Standards are essential to setting realistic expectations for
delivery performance and expectations. Timely and reliable report-
ing of performance results is essential for oversight transparency
and accountability.

Mail delivery standards are important, so the Postal Service and
officials can monitor the progress of mail delivery in cities like Chi-
cago. They are working to improve mail service. The Postal Service
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has informed me that based on an increased focus on mail process-
ing and delivery performance, Chicago performance scores are
showing a positive trend. The Postal Service, recognizing the im-
portance of the timely delivery of mail, has integrated performance
targets and results for some types of mail into its performance
management system.

However, all mail should be subject to mail standards. A decline
in first class mail due to increased competition and shifts in popu-
lation demographics has resulted in the Postal Service examining
ways to realign its infrastructure. I am interested in hearing how
the Postal Service intends to realign its work force, processing and
distribution infrastructure to address these concerns.

At the request of myself and other Members of Congress, the
Government Accountability Office [GAO], has completed its report
on the Postal Service’s realignment efforts. The report entitled,
“U.S. Postal Service: Mail Processing Realignment Efforts Under-
way Need Better Integration and Explanation,” discusses, among
other things, the need for the Postal Service to establish measur-
able targets to meet cost savings goals and establish criteria for se-
lecting facilities for consolidation and realignment. The report will
be released today and will contribute greatly to today’s discussion.

I want to thank you all again and look forward to testimony from
our witnesses.

[The prepared statement of Hon. Danny K. Davis follows:]
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Ranking Member Marchant, members of the Subcommittee, and hearing witnesses,
welcome to the Subcommittee’s hearing on the infrastructure and realignment of the United
States Postal Service (the Postal Service). Today’s hearing will examine the Postal Service’s
efforts to update outdated mail delivery standards and how it intends to realign its infrastructure
through consolidating operations and closing annexes.

The Postal Service’s delivery performance standards and results are central to its mission
of providing reliable and efficient postal service. Standards are essential to setting realistic
expectations for defivery performance and expectations. Timely and reliable reporting of
performance results is essential for oversight, transparency and accountability.

Mail delivery standards are important so the Postal Service and officials can monitor the
progress of mail delivery in cities like Chicago that are working to improve mail service. The
Postal Service has informed me that based on an increased focus on mail processing and delivery
performance, Chicago performance scores are showing a positive trend. The Postal Service,
recognizing the importance of the timely delivery of mail, has integrated performance targets and
results for some types of mail into its performance management system. However, all mail
should be subject to mail delivery standards.

A decline in First-Class Mail due to increased competition and shifis in population
demographics has resulted in the Postal Service examining ways to realign its infrastructure. I
am interested in hearing how the Postal Service intends to realign its workforce, processing and

distribution infrastructure to address these concerns.
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At the request of me and other Members of Congress, the Government Accountability
Office (GAO) has completed its report on the Postal Service’s realignment efforts. The report,
entitled, “U.S. Postal Service: Mail Processing Realignment Efforts Under Way Need Better
Integration and Explanation,” discusses, among other things, the need for the Postal Service to
establish measurable targets to meet cost savings goals and establish criteria for selecting
facilities for consolidation and realignment, The report will be released today and will contribute
greatly to today’s discussion.

Thank you and I look forward to the testimony of today’s witnesses.
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Mr. DAvis oF ILLINOIS. At this time I would like to yield to the
ranking member, Mr. Marchant.

Mr. MARCHANT. Good afternoon, and thank you, Chairman
Davis, for holding the hearing today about the U.S. Postal Service
Infrastructure and Realignment. I understand that with any orga-
nization as large as the Postal Service, changes take time and a
great effort from many diverse groups. As we continue our role on
the subcommittee in providing oversight of the Postal Service, I am
reminded it is not a perfect system, but one which is ever-changing
and expanding. We can’t expect a system which moves 213 billion
pieces of mail a year to be perfect or stagnant.

With the release and enactment of postal reform legislation, as
well as the current challenges faced by the Postal Service, today’s
Postal Service faces many more challenges than ever before. But
through such challenges come opportunity.

I look forward to hearing from all of the witnesses today and
learning more about the Postal Service and what it can do to main-
tain a viable delivery system in the 21st century. Thank you, Mr.
Chairman.

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

We will now hear from our witnesses. First I would like to intro-
duce the first panel. Panel one is Ms. Katherine Siggerud, who is
Director of the Physical Infrastructure Issues Team at the Govern-
ment Accountability Office [GAO]. She has directed GAO’s work on
postal issues for several years, including recent reports on delivery
standards and performance, processing that work realignment, con-
tracting policies, semi-postal stamps and biological threats. We wel-
come you.

Mr. Gordon Milbourn III was named assistant inspector general
for audit of the U.S. Postal Service Office of Inspector General in
February 2005. He is responsible for all audits in the Postal Serv-
ice areas of cooperation, financial management, technology and
headquarter operations.

If the witnesses would rise, it is the tradition of this committee
to swear in all witnesses. So if you would raise your right hands.

[Witnesses sworn.]

Mr. Davis oF ILLINOIS. The record will show that each one of the
witnesses answered in the affirmative. You may be seated.

Thank you very much, and we will begin with Ms. Siggerud.

STATEMENTS OF KATHERINE A. SIGGERUD, DIRECTOR, PHYS-
ICAL INFRASTRUCTURE ISSUES, U.S. GOVERNMENT AC-
COUNTABILITY OFFICE; AND GORDON C. MILBOURN III, AS-
SISTANT INSPECTOR GENERAL FOR AUDIT, OFFICE OF THE
INSPECTOR GENERAL, U.S. POSTAL SERVICE

STATEMENT OF KATHERINE A. SIGGERUD

Ms. SIGGERUD. Chairman Davis, Ranking Member Marchant,
Mr. McHugh, thank you for your invitation to appear today at this
hearing on the Postal Service and its planning for the 21st century.
My remarks reflect reports we issued in 2005, 2006 and at this
hearing today. On that basis, my statement will focus on first,
major challenges affecting the Service’s mail processing operations
that have prompted the need for network realignment. Second, con-
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cerns we raised in our 2005 report and today’s report about the
Service’s efforts to realign its mail processing network and imple-
ment its area mail processing consolidations. And finally, concerns
we raised in our 2006 report about the Service’s progress in imple-
menting delivery performance information.

Mr. Chairman, there is broad agreement on the Service’s need to
realign its processing networks. In addition to many of today’s wit-
nesses, the President’s Commission and the Service’s own trans-
formation plan have called for action to assure that this network
meets current and future processing needs, reduces costs, improves
efficiency and eliminates redundancy.

The Postal Accountability and Enhancement Act reinforced the
urgency of this realignment effort. We found that several trends
have created excess capacity in the network and productivity vari-
ations across plants. First, the changing marketplace and shifts in
how customers use the mail, in particular, declining first class mail
volume and increasing standard mail volume.

Second, the changing role of mailers, as driven by work-sharing
discounts, which involve mailers preparing, sorting or transporting
mail to qualify for reduced postage rates. These activities allow
mail to bypass mail processing and transportation operations.

Third, evolutionary changes have resulted in a network of plants
that are markedly different from one another, making it difficult to
standardize operations. And finally, shifts in national demo-
graphics. Service facilities may not be optimally located due to
changing demographics and transportation modes.

Turning now to our concerns about the Service’s realignment ef-
forts, our 2005 report concluded that the Service did not have an-
swers to important questions about how it intended to realign its
mail processing networks. This conclusion still holds true today.
We find that the Service’s strategy for realigning its processing net-
work first lacked clarity, criteria and processes for eliminating ex-
cess capacity in its network. Second, it largely excluded stakeholder
input from its decisionmaking processes. Third, it was not suffi-
ciently transparent and accountable; and fourth, lacked perform-
ance measures.

Mr. Chairman, I want to emphasize that we support the Service’s
efforts to realign its processing networks, but we do have some con-
cerns. The Service has started to implement several network re-
alignment initiatives. Overall, progress has been somewhat slow.
These initiatives include area mail processing or AMP consolida-
tions, development of a network of regional distribution centers,
and creation of surface transportation centers.

The realignment efforts are at different stages of implementa-
tion. For example, in February 2006, the Service said that it was
planning to develop a network of between 28 and 100 regional dis-
tribution centers that would serve as the foundation for its process-
ing network. However, the Service is apparently reconsidering this
approach and Tuesday issued a request for information regarding
hiring private suppliers to handle some or all business mail. At this
point, it is not clear how these various initiatives are integrated or
whether they are meeting the realignment goals.

AMP consolidations focus on moving processing activities from
one plant to another to achieve efficiencies. Our report raises sev-
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eral issues related to these consolidations. Concerns raised by us
and others include the Service’s unclear criteria for selecting facili-
ties and deciding on AMP consolidations, use of inconsistent data
calculations, limited measures of the effect of changes on delivery
performance and lack of clarity regarding how stakeholder and
public input is solicited and used.

It is important to note that the Service is revising its guidelines
for AMP consolidations to address these issues. After reviewing a
draft of these changes, we made two recommendations. First, that
the Service ensure that the facilities plan required by the Postal
Accountability and Enhancement Act explains the integration of re-
alignment initiatives and establishes measurable targets, and sec-
ond, that the Service continue to improve the quality of public no-
tices and engagement and increase transparency in decision-
making.

We reported last year on the Service’s limited progress in meas-
uring and reporting on its delivery performance. The report de-
tailed the limited scope of the Service’s delivery measures, which
covered less than one-fifth of mail volume. We also covered the
need to update delivery standards to reflect current operations,
particularly for standard mail and periodicals.

We reported on impediments to progress and recommended the
Service provide clear management commitment and more effective
collaboration with mailers to implement delivery measurement and
reporting for all major types of mail.

In conclusion, the Postal reform law officers the Service opportu-
nities to respond to our recommendations from all these reports
and requires the Service to submit a plan to Congress describing
the strategy, criteria and processes for realigning its network.

Also, the Service must develop modern service standards and an-
nually report to the PRC on the speed and reliability of delivery of
most types of mail.

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

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

Progress Made in Implementing Mail
Processing Realignment Efforts, but

Better Integration and Performance
Measurement Still Needed

What GAO Found

Several major changes have affected USPS's mail processing operations,
including marketplace changes, declining First-Class Mail volume, increased
competition, increased mail processing by mailers, automated operations,
and population shifts. These changes have led to excess capacity in USPS's
mail processing network and variations in productivity among plants.

GAO’s 2005 report concluded that USPS's strategy for realigning its mail
processing network lacked clarity, sufficient transparency and
accountability, excluded stakeholder input, and lacked performance
measures for results. Since then, USPS has developed several initiatives that
are at varying stages of development to address these issues and major
changes with an overall goal of reducing costs while maintaining service. In
2007, GAO reported that while USPS has made progress in implementing its
realignment initiatives, (1) USPS still did not have answers to important
questions about how it intended to realign its network, (2) it remains unclear
how various USPS initiatives are individually and collectively contributing to
achieving its goals, and (3) the area mail processing (AMP) consolidation
initiative, to which USPS attributes most of its progress in reducing excess
machine capacity, still presents significant issues. These issues include
unclear criteria used in selecting potential AMP consolidations, inconsistent
data calculations, limited measures of the effects of changes on delivery
performance, and a lack of appropriate stakeholder and public input. USPS
is developing new policies to address some of these issues. Nevertheless,
questions about USPS's selection criteria continue as USPS has decided not
to iraplement 34 of the 57 potential AMP consolidations it considered in 2005
and 2006 as shown in the table below. With limited data on the effects of
changes, USPS cannot consider actual delivery performance in making
consolidation decisions or in evaluating results.

Status of AMP Consolidation Studies in 2005 and 2006

_Status of AMP consolidation 2005 2008 Total
Approved for implementation 10 2 12
Implemented g 1 10
implementation pending 1 1 2
Decision not io implement 1 33 3
_Pacision stilt pending NA 11 11
Total AMPs considered 11 48 57

Source: GAQ presentation of USPS data,

GAQ reported in 2006 that USPS does not measure and report its delivery
performance for most types of mail and that its progress to improve delivery
. performance information has been slow and inadequate despite numerous
USPS and mailer efforts. Postal reform legislation enacted in December 2006
requires USPS to submit a plan to Congress describing its strategy, criteria,
and processes for realigning its network and provide performance measures
for most types of mail. USPS is preparing its response to these requirements.

United States Government Accountability Office
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Mr. Chairman and Members of the Subcommittee:

Tam pleased to be here today to participate in this oversight hearing for
the U.S. Postal Service (USPS). In April 2005, we issued a report' that
detailed the major changes that have affected USPS's mail processing and
transportation operations and evaluated USPS's strategy for realigning its
network to address these changes. We recently issued a follow-up report
in June 2007,” which focused on the initiatives USPS has implemented to
realign its network. We also issued a report’ in July 2006 that discussed
our concerns with USPS’s limited delivery performance information,
which is needed to evaluate how USPS's network realignment decisions
affect the quality of delivery service. As requested, roy remarks today are
based on these previous GAO reports and will focus on (1) major changes
affecting USPS's mail processing operations that have prompted the need
for network realignment, {2) the concerns we raised in our 2005 and 2007
reports related to USPS's strategy for realigning its mail processing
network and implementing its area mail processing consolidations, and (3)
concerns we raised in our 2008 report on USPS’s progress in improving
delivery performance information.

Summary

As we reported in 2006, several major changes have affected USPS’s mail
processing operations. These changes include the following:

A changing marketplace and shifts in how customers use the mail-—USPS
is experiencing a decline in First-Class Mail volome—which declined by
almost 8 percent from fiscal years 2001 through 2006—and has attributed
this decline to how customers use the mail.

A change in the role of mailers——This is primarily due to the advent and
evolution of USPS’s worksharing discounts, which began in 1976, Postal
worksharing activities generally involve mailers preparing, barcoding,

'GAQ, U.8, Postal Service: The Service’s Strategy for Realigning Its Mail Processing
Infrastructure Lacks Clarity, Criteria, and A iity, GAO-05-261 (Washi:
D.C.: Apr. 8, 2005),

2GAO, U.S. Postal Service: Mail Processing Realignment Efforts Under Way Need Better
Integration and Expl ion, GAQ-07-717 (Washi D.C.: June 21, 2007).

*GAQ, U.S. Postal Service: Delivery Performance Standayds, Measurement, ond
Reporting Need Improvement, GAO-08-733 (Washington, D.C.: July 27, 2006).

Page 2 GAO-07-1083T
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sorting, or transporting mail to qualify for reduced postage rates.! These.
activities allow mail to bypass USPS mail processing and transportation
operations.

e evolution SPS'’s automated equipment and processi d
transportation networks—USPS’s use of manual and automated
. equipment and the related processing and transportation network have
also evolved over time, resulting in an infrastructure network composed of
plants that are markedly different from one another, which makes it
difficult to standardize operations.

Shifts in national demographics-—USPS facilities may not be optimally
Jocated due to shifts in demographics and changes in transportation. USPS
has stated that a key challenge is to locate processing plants and
employees within efficient reach of most of the population while at the
sarae time providing universal service to the rest of the nation at a
reasonable cost. .

These changes have created excess capacity in USPS's processing network
(i.e., plants, machines, and transportation capacity) and have contributed
to variations in productivity across USPS processing plants that impede
efficiency gains, To address these changes and their impact, USPS, GAO,
the USPS Inspector General, the President's Commission on the U.S.
Postal Service, and the Postal Regulatory Commission (PRC)® have all
stated that USPS’s processing network needs to be realigned.

In our 2005 report, we concluded that USPS did not have answers to
important questions about how it intended to realign its mail processing
networks. This conclusion still holds true today. In that report, we
evaluated USPS's strategy for realigning its processing network-—
Evolutionary Network Development (END), an evolutionary strategy
developed by USPS to realign its processing operations—and found that
this strategy

*Key worksharing activities include (1) barcoding and preparing mail so USPS can sort it on
automated equipment; (2) presorting mail, such as by ZIP code or specific delivery
location; and (3) entering mail closer to destiration, commonly referred to its destination
entry or dropshipping.

The Postal Regulatory Commission was previously named the Postal Rate Commission.
Section 604 of the Postal A bility and Enh Act (Pub. L. No. 109-435),
enacted on December 20, 2006, redesignated the Postal Rate Comrmission as the Postal
Regulatory Commission. -~

Page 3 GAO-07-1083T
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tacked clarity (since USPS announced its intent to realign, it has
developed several different realignment strategies);

lacked criteria and processes for eliminating excess capacity in its
network;

excluded stakeholder input from its decision-making processes;
was not sufficiently transparent and accountable; and
lacked performance measures for results.

We recommended that USPS establish a set of criteria for evaluating
realignment decisions, develop a mechanism for informing stakeholders as
decisions are made, and develop a process for implementing these
decisions that includes evaluating and measuring the results as well as the
actual costs and savings resulting from the decisions., We followed up on
the actions USPS has taken related to these recommendations in our 2007
report and found that although USPS has taken some steps to improve its
planning and evaluation processes, it still has not clarified the criteria it
uses for selecting locations for potential area mail processing (AMP)
consolidations and making decisions on whether or not to proceed with
implementation.

As we stated in our June 2007 report, currently, USPS is implementing
several key initiatives that play central roles in network realignment—
AMP consolidations, regional distribution center (RDCs) development, the
Flats Sequencing System,’ and surface and air network development—
which are at different stages of implementation. Although we support
USPS's efforts to facilitate the realignment of its processing network, we
have some concerns about how USPS is implementing these initiatives.
First, USPS still does not have answers to important questions about how
it intends to realign its network. For example, in February 2006, USPS said
that it was planning to develop a network of between 28 and 100 RDCs
that would serve as the foundation for its processing network. In June
2007, we reported that USPS is reconsidering this network and it is not
clear what the future foundation of the processing network will be.
Second, it is not clear how these initiatives are individually and
collectively integrated or to what extent they are meeting USPS's
realignment goals, which include

é‘Flm mail includes larger envelopes, J circulars,

and

Page 4 GAO-07-1083T
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developing mail processing and transportation networks suited to current
and future operational needs,

reducing inefficiency and redundancy,
making operations flexible, and
reducing postal costs.

USPS is making changes to its processing network with the aim of meeting
these goals while maintaining current levels of service, but USPS has yet
to develop measurable targets for achieving these goals. With no
measurable targets, it is not apparent how much of an impact USPS's
network realignment initiatives are making toward achieving these goals.
Third, during our review of these initiatives, we also found several issues
with AMP consolidations—the initiative that most clearly addresses
USPS’s goal of reducing excess machine capacity. These issues include
USPS's unclear criteria for selecting facilities and deciding on AMP
consolidations, the use of inconsistent data calculations, limited measures
of the effect of changes on delivery performance, and a lack of appropriate
stakeholder and public input when considering potential AMP
consolidations.

USPS is revising its procedural and communication guidelines for AMP
consolidations to address some of these issues, but we continue to have
some concerns, primarily with respect to integrating and measuring
performance related to USPS's network realignment initiatives,
communication procedures, and the transparency of its decision-making.
To address these concerns, in our June 2007 report we recommended that
the Postmaster General

strengthen the planning and accountability for USPS’s realignment efforts
by ensuring that the Facilities Plan required by the Postal Aceountability
and Enhancement Act explains the integration of realignment initiatives
and establishes measurable targets to track USPS’s progress in meeting
realignment goals and

improve communication with stakeholders by modifying USPS’s
procedures to improve the quality of public notices and engagement,
particularly those related to proposed AMP consolidations, and increase
transparency in decision-making.
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We reported in 2006 on our concerns related to USPS's limited progress in
improving its delivery performance information, which, as we reinforced
in our 2007 report, is needed to evaluate the effects of its network
realignment decisions. A key concern of some stakeholders who may be
affected by USPS’s realignment decisions is whether delivery service will
be negatively affected. Our 2006 report detailed the limited scope of
USPS's delivery performance measures, which cover less than one-fifth of
the maall voluree, We also reported on the impediments to progress and
recommended that USPS take actions to provide clear management
commitment and more effective collaboration with mailers to resolve the
impediments to implementing delivery performance measurement and
reporting for all major types of mail. Since our report was issued,
Congress passed postal reform legislation that requires USPS to submit a
plan to Congress describing its strategy, criteria, and processes for
realigning its network and provide the PRC annual performance reporting
for the speed and reliability of delivery of most types of mail. We believe
that USPS's response to these statutory requirements is an opportunity to
address the recommendations from our three reports.

Several Major
Changes Have
Affected USPS’s Mail
Processing
Operations Prompting
the Need for Network
Realignment

Several major changes have affected USPS's mail processing and
distribution operations including marketplace changes, such as declines in
First-Class Mail and increased competition, increased automation and mail
processing by mailers, and shifts in population demographics. Historically,
USPS’s business model was dependent on revenues from increasing mail
volumes to help cover the costs of its expanding infrastructure. This meodel
has proven more difficuit to sustain because First-Class Mail volumes—
which generate high revenue per piece-—are declining. USPS has
attributed the declining First-Class Mail volume to the irapact of electronic
diversion as businesses, nonprofit organizations, governments, and
households increasingly automate their financial transactions and divert
correspondence to the Internet. At the same time as declines in First-Class
Mail are taking place, Standard Mail (primarily advertising mail) volames
are increasing, The trends for First-Class Mail and Standard Mail, which
currently combine for about 95 percent of mail volumes and 80 percent of

‘revenues, experienced a historical shift in fiscal year 2005. For the first

time, the volume of Standard Mail exceeded that of First-Class Mail. This
shift has financial implications because First-Class Mail generates the
most revenue and is used to finance most of USPS’s institutional
(overhead) costs, while Standard Mail generates less revenue per piece, It
takes about two pieces of Standard Mail to make the same contribution to
institational costs as one piece of First-Class Mail.
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The role of mailers has also changed in large part due to the advent of
USPS’s worksharing discounts in 1976 and the evolution of additional
worksharing discounts in subsequent years. Postal worksharing activities
generally involve mailers preparing, barcoding, sorting, or transporting
mail to qualify for reduced postage rates. These activities allow mailers to
bypass some USPS mail processing and transportation operations. Thus,
for example, an activity cailed dropshipping allows the mailer a discount
for bypassing the plant near where the sender of the mail is located and
transporting the mail closer to its destination point. Worksharing
contributes to excess capacity in USPS's operations because mail vohunes
bypass operations that occur early in USPS’s processing network; in some
cases, as with dropshipping, mail volumes bypass entire plants. Also, some
plants have exclusively processed certain types of mail, which has driven
up the cost per piece of those types of mail. In general, by law, each postal
product must cover the costs attributable to its provision plus a
reasonable contribution to cover institutional costs. Consequently, when a
network is dedicated to only one type of mail, that type of mail must bear
the costs of the dedicated network.

USPS’s use of manual and automated equipment and the related
processing and distribution network have also evolved over time, resulting
in an infrastructure network composed of plants that are markedly
different from one ancther. As a result, some plants cannot accommodate
some types of processing equipraent because the floor space requirements
differ for manual and automated processing and the plants were not
originally designed to house the advanced technology. In 2005, USPS's
mail processing and distribution infrastructure included plants that ranged
in age from 2 to 72 years old and ranged in size from just over 400 square
feet to over 1.5 million square feet; have different layouts; serve different
processing functions; and do not share the same amount and type of
processing equipment.

Additionally, USPS facilities may not be optimally located due to shiftsin
demographics and changes in transportation. Most USPS processing plants
are located in eastern states—in areas that historically have had the
largest population, During the 1990s, 1.8, households continued moving
West and South, with Nevada and Arizona ranking as the two fastest
growing states in the nation. In 2005, we reported that the majority of
USPS processing plants are located in states where household growth has
1ot been as rapid as in others. USPS stated that the challenge it faces is to
locate processing plants and employees within efficient reach of most of
the population, while at the same time providing universal service at a
reasonable cost. Furthermore, as a result of ongoing changes in
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transportation, most mail is now moved by highway and air, and some
processing plants could be better located so that major highways and
airports would be more easily accessible. In particular, changes in
transportation occurred after the September 11, 2001, terrorist attacks,
when new federal aviation security restrictions prohibited the

" trangportation of mail weighing more than 16 ounces on comumercial
passenger flights. As a result, the majority of the mail previously
transported by commercial passenger air is now shipped by surface
transportation or flown by FedEx.

These major changes have led to variations in productivity and excess
capacity in USPS’s processing network, prompting the need for network
realignment. Average productivity—total pieces processed per hour—
varies among USPS’s mail processing and distribution plants, which
indicates that some plants are not processing mail as efficiently as others.
USPS officials have attributed this variation to several factors, including
size of plant as measured by workload, mumber of employees, plant layout,
and use of nonstandardized processes. In our 2005 report, we found that
none of these factors, in isolation, can explain the variations; rather, it
seems that plants with low productivity exhibit a number of contributing
factors.

These major changes have also created excess capacity in USPS's
processing network, According to USPS officials, declining mail volume,
worksharing, and the evolution of mail-processing operations from manual
to automated equipment have led to excess capacity. Excess capacity
created by these trends can be categorized into different types, including
the following:

excess machine hours, which occur when machines sit idle;
excess physical infrastructure, which occurs when more square footage is
available for processing mail than is necessary (this may include entire

plants);

excess transportation capacity, which occurs when trucks are run at less
than full capacity; and

excess work hours, which oceur when reore work hours are used than are
necessary for processing the mail.
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Concerns Related to
USPS’s Strategy for
Realigning Its Mail
Processing Network
and Implementing its
Area Mail Processing
Consolidations

As we reported in 2005, and it continues to be the case today, important
questions remain about how USPS intends to realign its mail processing
network to meet its future needs because USPS does not have a
comprehensive, transparent strategy for realigning its processing network.
Since our 2005 report, USPS has been working on several key initiatives
that play central roles in network realignment: AMP consolidations, RDC
development, the Flats Sequencing Systerm, and surface and air network
development. In 2007 we reported that USPS has made progress in
implementing these initiatives, but we have some concerns related to the
integration and results of these initiatives, particularly the AMP
consolidations.

USPS’s Strategy for
Realigning Its Mail
Processing Network is Still
Unclear

Our 2005 report concluded that USPS's strategy for realigning has not been
clear because USPS has outlined several seemingly different strategies,
none of which include criteria and processes for eliminating excess
capacity, which may prolong inefficiencies. Also, we reported that USPS's
strategy lacks sufficient transparency and accountability, excludes
stakeholder input, and lacks performance measures for results. In 2007,
we reported that while USPS has made some improvements, it still is not
clear how USPS intends to realign its mail processing network. The RDC
initiative, which USPS referred to as the foundation of its processing
network, is one key area of USPS's network realignment that is unclear.

In February 2006, USPS testified to the PRC that it would be undertaking
an initiative to develop a network of RDCs to serve as the foundation of its
processing network.” However, various developments have caused USPS
1o reexamine whether it will proceed with the RDC initiative. RDCs would
serve as consolidation centers for mail of the same shape (i.e., letters,
flats, or parcels), which would allow mailers to bring various classes of
mail to one facility and facilitate the transportation of multiple mail
classes on a single transportation network, When USPS first introduced
the concept of RDCs to serve as the foundation of its processing network,
it projected it would need between 28 and 100 RDCs nationally.

In February 2007, officials told us that they would be reevaluating
processing and transportation network plans in light of the December 2008

"In February 2006 USPS, sought an advisory opinion from PRC on anticipated changes in
the application of current service standards that may result from a systenwide review and

i of its mail pr ing and transportation networks, and PRC issued its
advisory opinion in December 2008,
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Postal Accountability and Enhancement Act, the PRC opinion, and the
planned deployrent of new equipment to sort flats. In March 2007, USPS's
Senior Vice President, Operations, told us that USPS is still determining
the structure of its processing network foundation. He said that similar to
the current network, the future network would be designed around USPS's
processing and distribution centers, but how USPS will make
determinations about these facilities appears largely uncertain.

Mail Processing USPS has developed initiatives to facilitate the realignment of its
Realignment Efforts USPS lp;rocel:issir{g .networ:g b‘;f wit;‘out xpe'a.s)urable targets for f:osé Is\]al;zing;l orTh
Has Under Way Need enefits, it is not clear how these initiatives are meeting its goals. The
Better Inte ag on and goals of USPS’s END include (1) developing mail processing and
Measurabl gr Targets transportation networks suited to current and future operational needs,

(2) reducing inefficiency and redundancy, (3) making operations flexible,
and, {4) reducing costs.

The four major initiatives discussed in our June 2007 report are shown in
Table 1.

Table 1: Status and Purpose of Central Realignment initiatives

initiative Status Purpose

Area mait processing consolidations In progress Increase efficiency and use of existing machine capacity by
consolidating mail processing operations {of the 57 potential
consofidations USPS studied in 2005 and 2006,10 have been

implemented and most of the ining will not be impl )
Regionat distribution center Reconsidering Provide essential infrastructure for a more efficient processing
development network
Flats Sequencing System® Under development  Increase processing efficiency by automating fiat mall serting to

carrier delivery sequence, {deployment of machines for this purpese
is expected between October 2008 and Qctober 2010}
Surface and air network development Near completion Improve transpontation network flexibility and efficiency. (20 of 23
surface transportation centers have been opened angd the remaining
are expected to open in 2007)

Source: GAQ presentation of USPS deta.

*Flat mail includes larger envelopes, catalogs, circulars, newspapers, and magazines,

USPS has established goals for its END infrastructure realignment and is
making changes to its processing network with the aim of meeting these
goals while still maintaining current levels of service. While GAO, PRC,
and the President’s Commission have supported these goals, UUSPS has yet
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to develop measurable targets for achieving them® It also is unclear how
USPS’s realignment initiatives are integrated with each other, that is, how
the individual and collective costs and benefits of these initiatives impact
the overall goal of network realignment, Without measurable targets, the
impact of USPS's network realignment initiatives on achieving these goals
is not apparent, For example, USPS’s Senior Vice President, Operations,
told us that there are no actual targets for cost savings in network
realignment but an indicator of success would be the implementation of
more AMP consolidations.

Concerns with the AMP
Consolidation Process

We also raised several issues in our June 2007 report about the AMP
consolidations, in which certain mail-processing operations from multiple
plant locations are consclidated into fewer plant locations, AMP
consolidations are the initiative that mnost clearly addresses USPS’s
reduction of excess machine capacity due to increased worksharing and
declining First-Class Mail volumes, yet the limited transparency in the
AMP consolidation process makes it unclear the extent to which this
initiative is meeting END goals. Many of the concerns about this lack of
transparency in the planning and evaluation processes are primarily
related to the criteria USPS used in selecting operations at certain
facilities as opportunities for AMP consolidations, the lack of consistent
data calculations used in the decision making and evaluation processes,
the lack of the AMP consolidation’s evaluation of impact on service
performance, and the lack of appropriate stakeholder and public input.
USPS is taking steps to address these areas by revising its AMP
consclidation guidelines, but concerns still exist.

AMP consolidations are intended to reduce costs and increase efficiency
by reducing excess machine capacity. One way to reduce excess capacity
is to consolidate mail-processing operations from one or more plants into
another plant(s). This increases the amount of mail processed on
machines and decreases the work hours used in mail processing by
reducing the number of staffed machines. By decreasing the number of
machines used to process mail, AMP consolidations can reduce postal
costs,

*1n July 2003, the President’s C ission provided rec dations on ensuring efficient
USPS operations, while minimizing financial exposure to the American taxpayer. These
recommendations supported USPS's realignment of its processing network.
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Unclear Criteria Used in AMP
Consolidation Decisions

In 2005 and 2006, USPS considered 57 studies of opportunities for AMP
consolidations, but has decided not to implement 34 of them. See the
appendix for more detail on the status of these AMP consolidations. As
summarized in table 2, in 2005, USPS considered 11 consolidations, of
which it implemented 9, postponed 1, and did not implement 1.

Table 2: Status of AMP Consolidations Studies in 2005 and 2006

$Status of AMP consolidation 2005 2006 Total
Approved for implementation® 10 2 12
implemented 9 1 10
implementation pending 31 1 2
Deision not to implement 1 33° 34
Decision &till pending NA 11 11
Total AMPs considered k) 46 57

Source: BAD presentation of USPS data.

*USPS originally approved 11 AMP consolidations in 2005 and subsequently decided not to
implement 1.
AMP co

*Decisions not 1o i p include 5 consolidations USPS placed on

indefinite hold.

In 2006 USPS initiated 46 AMP consolidation studies. As of May 2007, it
had implernented 1 consolidation, approved but not yet implemented 1
consolidation, decided not to implement 33 studies (5 placed on indefinite
hold), was continuing to consider 10 consolidations, and was stil
completing the study of 1 consolidation. USPS officials explained that area
officials decided to place 5 AMP consolidation studies on indefinite hold
because of existing delivery service issues in the areas served by these
facilities, which the officials wished to resolve before considering
implementation, USPS officials said that the remaining 28 of the 33
decisions not to implement the proposed consolidations were made
because, for example, studies had found that implementation would result
in negligible savings or degrade existing service. USPS anticipates it will
make final decisions for the remaining feasibility studies still under
consideration this summer.

The criteria USPS uses for both selecting locations that may serve as
potential opportunities for AMP consolidations, and deciding whether to
implement a consolidation are unclear. Therefore, USPS may not be
targeting the best opportunities for consolidation. In 2005, USPS used
modeling software that identified 139 sets of locations where operations
could potentially be consolidated. Of these, 46 sets of locations were
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Inconsistent Data Calculations

deemed feasible for initiating AMP consolidation studies in 2006; and of
these sets, 2 have been approved so far for AMP consolidations, and 33
have been either rejected or put on hold. In its December 2006 advisory
opinion, PRC questioned not the model itself, but rather the effectiveness
of the mode!’s use in identifying opportunities for AMP consolidations.
PRC’s concemns are related to the fact that the END model does not rely
completely on location-specific data in identifying opportunities for
consolidation. Instead, the model uses some location-specific data in
combination with national productivity averages, which may not
adequately target the best opportunities for consolidations. The USPS
Inspector General also recently reported on USPS's selection process for
AMP consolidations.

In addition to having unclear criteria in selecting locations with potential
for consolidating mail processing operations, USPS does not have specific
criteria—such as definitive thresholds or principles—for deciding whether
or not to implement an AMP consolidation after the study has been
completed. USPS’s Senior Vice President, Operations, told us that USPS is
considering prioritizing consolidations that are expected to achieve $1
raillion or more in cost savings annually.

We also reported that USPS did not use consistent data calculations in
determining the impact and cost savings of these consolidations.
Inconsistency in data calculations in the feasibility studies may limit
USPS’s ability to identify all of the foreseeabie impacts of the
consolidations and to accurately determine the expected cost savings of
the AMP consolidations. The current AMP guidelines do not prescribe
standardized sources for the data used in completing the worksheets, nor
is there a standardized methodology for calculating some data in the
worksheets.

AMP consclidation guidelines require semiannual and annual post
implementation reviews (PIR) of AMP consolidations, which ensure
managerent’s accountability for iplementing an AMP plan. USPS’s post
implementation review process essentially replicates the AMP
consolidation study process and compares the estimated annual savings
submiited in the approved AMP consolidation study to the actual savings
after 6 months, which is then projected to annualized savings. PIRs are
completed by local managers, approved by area officials, and subject to
final review by headquarters officials.

We found that in some cases, reviewing officials in USPS headquarters
made significant corrections and changes to the draft PIRs that were
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submitted for their review, resulting in revised projected annualized
savings that were closer to the original estimates prepared for the AMP
consolidation studies. As shown in table 3, the sum of estimated annual
savings in the nine AMP consolidations approved in 2005, as provided in
the AMP study documents, was about $28 million.® According to the initial
draft PIRs for these nine consolidations prepared by USPS officials at the
local level 6 months after implementation, the annualized savings would
be about $19 million. During the review of these PIRs by USPS
headquarters, this sum was revised to about $28 million.

Table 3: i Post mpl ion Proj A i ings Versus
imated ings in AMP Approved in 2005
initial post Revised post
Number savings in AMP savings (prepared by i savings {based on
of PiRs studies tocal officials) headquarters review)
8 $28,142,829 $19,017,453 $28,112,809

Source: GAD presentation of USPS dete.

Note: The headquarters review of the PiRs has been completed for only thres of the nine PiRs, and
additional revisions to the projected annualized savings may be made, but USPS officials provided us
with the most recent data available from their ongoing reviews.

While the differences in the savings from the AMP studies’ estimated
annualized savings and the revised PIR projected annualized savings are
generally small, in the interim, drafts of the PIRs showed different
projections before USPS headguarters officials revised them based on
their review. USPS's Senior Vice President, Operations, told us that the
headquarters review has shown that when PIRs have not been finalized,
they do not always account for all of the actual savings achieved by the
AMP consolidation. Another USPS official attributed the difference in the
amounts reported in some PIRs and the revised projected annualized
savings to unexpected events (e.g., changes in cost elements, such as work
hour rates) and differences in the methodologies used by the individuals
calculating the data impact of the results.

*usPs headqz.amers officials also revxsed the AMP studies’ estimated annual savings for
two ions after the fations were approved to eliminate duplicate savings,
which reduced the AMP studies' total estimated annual savings by $2.8 million. We did not
inchude this revised AMP estimate in the table because we wanted all the data in the table
to be from consistent sources.
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Limited Delivery Performance
Measures

The AMP consolidation process does not evaluate potential impacts to
delivery performance; therefore, USPS cannot determine the actual impact
of AMP consolidations on delivery service. As we reported in 2006, USPS
does not measure and report its delivery performance for most types of
mail, and less than one-fifth of total mail volume is measured.” While
USPS is taking steps toward developing increased delivery performance
measurements, limited mechanisms are currently in place to determine
how AMP consolidations may potentially impact delivery performance or
to evaluate the actual impact after implementation. USPS has systems in
place to measure delivery performance for some of its First-Class Mail and
segments of other types of mail. However, the External First-Class
Measurement System (EXFC) is limited to single-piece First-Class Mail
deposited in collection boxes in selected areas of the country (see fig. 1),
Thus, some areas included in potential AMP consolidations may not be
covered by the EXFC system,; therefore, USPS would not have delivery
performance information for these areas.

PGA0-06-733.

Page 16 GA0-07-1083T



24

)

Figure 1: g

p ge of Delivery Perf
Measured by EXFC

for First-Class Mali Deposited in Cotlection Boxes as

Source: U5, Postal Service.
Note: Areas covered by EXFC are shaded. Boundaries within states are for 3-digit ZIP Code areas.

While the AMP consolidation study does not take delivery performance
into account, it does review impacts on service standards, which are
USPS's official standards for how long it should take to process different
classes of mail between the location where USPS receives the mail
(originating ZIP codes) and its final destination (destinating ZIP codes).
The AMP consolidation stady considers whether standards for different
classes of mail will be upgraded (a decrease in the time it takes mail to
travel between certain ZIP codes) or downgraded {an increase in the time
it takes mail to travel between certain ZIP codes) with implementation of
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Lack of Stakeholder and Public
Input

the consolidation. Considering these service standards provides some
insight into the potential impact of the AMP consolidation on USPS's
ability to meet its internal standards; however, without service
performance data or the ability to measure the AMP consolidation’s
impacts on delivery performance, it is unclear how USPS can accurately
determine the cost and service impact-of its AMP consolidations.

USPS’'s AMP communication practices do not ensure appropriate
stakeholder engagement in realignment decisions. More specifically, AMP
consolidation communication processes (1) do not provide clear and
useful notification to stakeholders, (2) do not provide for meaningful
public input and lack transparency into the AMP decision-making process,
and(3) provide limited information to the public after USPS makes AMP
consolidation decisions. A town hall meeting is the only formal
requirement for public input during the AMP consolidation process.
Stakeholders and others have criticized the timing of the meeting, saying it
occurs too late in the process, after USPS has already made major
decisions.

AMP consolidations have been taking place since the late 1960s, and USPS
established AMP consolidation guidelines in 1979. However, until 2006,
USPS has had no statutory requirement to contact the public (other than
USPS employees) concerning the consolidation of its operations, unless
the consolidation would result in a retail facility closure. In 1995, prior to
the statutory requirement, USPS established coramunication guidance
requiring the notification of stakeholders when an AMP consolidation is
implemented, and in 2005 this guidance was updated to require
notification when AMP consolidation studies are initiated. AMP
consolidation notification letters sent to stakeholders were not meaningfut
and provided little detail. The notification letters we reviewed were largely
form letters, did not simply and clearly state the type of change or changes
being studied, and provided no range of possible outcomes for the public
to undersiand, Letters contained jargon with terms that may not be
familiar to the public. For example, they stated that USPS was studying
the facility’s “total mail processing,” “originating/destinating mail
processing,” or “originating mail processing.” Also, the letters did not
provide the name of the facility to which operations would be moved so
that mailers affected by the change could plan their operations
accordingly. Furthermore, USPS did not explain to stakeholders that
“consolidating both originating and destinating mail” meant USPS was
considering closing the facility, whereas consolidating “either destinating
or originating mail” meant potential changes only to internal mail
processing operations.
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Revised AMP Guidelines and
New Legislation Are
Addressing Some of These
Issues, but Concerns Remain

AMP guidance requires USPS to “fully consider” both service and “other
impacts on the community.” Since 2006, USPS has included a requirement
in its AMP guidance for a town hall meeting to provide a forum to obtain
public input, but there are flaws with that requirement. As noted in our
report, USPS held five town hall meetings that were open to the public and
has held another since our report was issued. USPS provided little
information about the study prior to the meetings—a series of bullets was
posted on a USPS Web site several days prior to the meetings, and USPS
neither publicized an agenda for the meetings nor employed a neutral
party to facilitate them. According to the guidance, additional information
in the form of briefing slides and a video screening, is not made available
to attendees until a meeting occurs. Then, a USPS official will prepare a
surwmary docureent after the meeting that is to be forwarded to USPS
headquarters. Only after the meeting, do the stakeholders and the public
have an opportunity to draft and submit corarnents to USPS,"

Additionally, we found that these meetings dccur too late in the decision
raking process. Public meetings were held after the AMP consolidation
studies were forwarded to USPS headquarters, and after USPS had
gathered and analyzed most of the data, including the data on customer
service impacts. USPS officials could not specifically explain how
stakeholder and public input was used in reaching AMP consolidation
decisions. Furthermore, USPS does not seek input from stakeholders or
the public—including input regarding irapact on delivery service—when
evaluating completed AMP consolidations. However, USPS officials told
us that as a matter of practice, USPS provides its employee organizations
with copies of approved AMP studies and completed AMP evaluations. Itis
unclear how the information collected at, or subsequent to, the meetings,
factors into consolidation decisions.

Although USPS is revising its AMP consolidation procedural and
communication guidelines to address some of these issues, we continue to
have some concerns. Drafts of these revised procedural guidelines indicate
that the new process will include several changes aimed at standardizing
the AMP consolidation process and the data calcalations used in studying
potential consolidations. The use of consistent data sources should
alleviate some of the delays that currently affect the AMP consolidation
process. USPS officials stated that the revised guidelines are currently

YFor the five meetings that were held, USPS afforded stakeholders and the public 5 days to
provide comments, USPS has since increased the comment period to 15 days.
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scheduled to be released this summer.” However, we have concerns about
the draft guidance because it does not

address USPS’s limited use of facility-specific data in identifying facilities
to consider for consolidation,

identify the criteria USPS uses when deciding to approve an AMP
consolidation, or

address USPS’s limited ability to measure delivery performance.

‘While USPS is updating its coramunication guidance—the AMP
Consolidation Co ication Plan and Toolkit—its proposed

impro ts would neither substantively improve information provided
to stakeholders and the public, nor iprove the public input process.
Proposed improvements would help clarify which stakeholders USPS
notifies but would not improve the content of the notifications.
Furthermore, the draft AMP consolidation guidelines would not provide
for transparency into the AMP consolidation decision-making process to
the extent that Congress has encouraged and others have recommended
or advised by, for example, holding the public meeting earlier or
explaining how USPS uses public input.

To address these concems, in our recent report we made the following
two recommendations to the Postmaster General:

1. Strengthen the p]ahning and accountahility for USPS's realignment
efforts by ensuring that the Facilities Plan required by the Postal
Accountability and Enhancement Act” includes

a discussion of how the various initiatives that will be used in rationalizing
the postal facilities network will be integrated with each other and

the establish of able targets USPS plans on meeting for the
anticipated cost savings and benefits associated with network

2ysps plans on providing a draft of the guidelines to employee unions for their review.
Unions are allowed 60 to 80 days for review and comment.

YThe Postal A ility and Enh t Act requires USPS to develop a Facilities
Plan that includes a strategy for how USPS intends to rationalize the postal facilities
network and remove excess processing capacity and space from the network and the
process for engaging policymakers and the public in related decisians.
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rationalization, and the timeline for implementation.

2. Improve the way in which USPS communicates its realignment plans
and proposals with stakeholders, particularly with regard to proposed
AMP consolidations, by taking action to

improve public notice by clarifying notification letters,

impraove public engagement by holding the public meeting earlier in the
study, and

increase transparency by updating AMP guidelines to explain how public
input is considered in the decision-making process.
e

In its response to our recent report, USPS generally agreed with our
findings and stated that it will be taking measures to address our

rece dations. USPS co ted that its compliance with the Postal
Accountability and Enhancement Act will satisfy our recormmendations for
the Postmaster General to ensure that the required Facilities Plan
addresses the integration and performance measurement issues we
identified. We agree that the required Facilities Plan provides an
opportunity for USPS to more fully discuss the integration of its
realignment initiatives and establish measurable targets for meeting the
cost savings and benefits of network rationalization.

Additionally, USPS agreed to improve public notice by providing clear and
simple language detailing the type of change being considered and
forecasting changes to customer services, as well as by soliciting public
input at the initiation of the feasibility study. The public notice will outline
a formal comment period and inform stakeholders that comments will be
addressed later at a public meeting. USPS agreed to improve public
engagement by holding the public meeting earlier in the AMP process. We
agree that this change in timing will improve USPS’s public engagement
process as well as the usefulness of public input in AMP consolidation
decisions. The agenda and briefing slides will be posted on www.usps.com
in advance of the public meeting. USPS also agreed to increase the
transparency of the AMP process by adding information to the AMP
guidelines on how USPS uses public input in the decision-making process.
Public input information will be appended to the AMP proposal provided
to the Area Vice President for a decision. The input will be weighed
against the proposal’s overall impact on cost savings and service. If the
AMP proposal is approved by the Area Vice President, it will be forwarded
along with the public input iInformation to the Senior Vice President,
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29

Operations, The final report will be posted on www.usps.com and will
summarize the impact of the approved proposals on savings, service, and
other stakeholder concerns.

Progress in Improving
Delivery Performance

Measures Has Been
Slow and Inadequate

Our July 2006 report found that USPS does not measure and report its
delivery performance for most types of mail, and less than one-fifth of
total mail volume is measured (see table 4). We also reported that USPS
has made inadequate progress in modernizing its delivery standards and in
implementing delivery performance measurement for all major types of
mail. Our report discussed multiple impediments that have contributed to
USPS’s slow progress toward implementing representative measures of
delivery performance for all major types of mail. The most important
impediment was the lack of management commitment and effective
collaboration with the mailing industry to follow up on recommendations
for improvement and to resolve issues between USPS and mailers,
Additional impediments inchided technological limitations, limited mailer
participation in providing information needed to facilitate performance
measurement, data quality deficiencies, and costs, USPS’s limited progress
has left major gaps in each of these areas, despite numerous
recommendations for improvement that have been made in these areas
over the years, including those by USPS-mailer task forces and working
groups, as well as some USPS initiatives to develop delivery performance
measurement. We recommended that USPS take actions to facilitate
greater progress in developing complete delivery performance
information.

Table 4: USPS Measurement and Reporting of Timely Delivery Performance

Reporting on
Mall volume Mail revenue  Representative USPS Web
Type of maii {percent) ({percent) measurement site
Standard Maif 417 28.4 None® None
First-Class Mail: bulk 248 23.7 None® None
First-Class Mail: 217 30.4 Partial Partial
single-piece
Periodicals 43 3.2 None* None
Package Services 06 33 Partial Partlal
Priority Mail 0.4 7.0 Partial Partial
International Mait 0.4 286 Partial None
Express Mail 0.03 13 Full Partial

Saource: GAQ analysis of U.S. Postal Service information.
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Note: Timely detivery performance is measurad based on comparing the time for USPS to deliver
mail against USPS's delivery standards. Reporting includes material on USPS's Web site. For
purposes of this table, First-Class Mall doss not include Priority Mail. Volume and revenue data are
for fiscal year 2005 and do not add up 1o 100 percent because they do not include some small and
unrelated types of maif.

*No representative measure of delivery performance exists for this mail. Some mailers pay an
additional fee to obtain data on the progress of their mail through USPS's mail processing systemn.
However, these data are not representative, cover jess than 2 percent of total mail volums, and do
ot include data on the date of delivery.

While USPS is taking steps toward developing increased delivery
performance measurernents, limited mechanisms are currently in place to
determine how AMP consolidations may impact delivery performance or
to evaluate the actual impact after implementation. A key concern of some
stakeholders who may be affected by USPS’s realignment decisions is
whether their delivery service will be negatively affected. The Postal
Accountability and Enhancement Act enacted in December 2006 provides
additional opportunities for USPS to address the concerns we raised. The
act requires USPS to establish modern delivery service standards by
December 20, 2007, and implement annual reporting of the speed and
reliability for most types of mail (market-dominant products) according
to specific requirements to be established by the PRC. In addition, the act
requires USPS to annually report on the quality of service it provides for
each of these products. USPS is in the process of consulting with mailers,
PRC, and the public on how this modernized system of service standards
and measures should be developed. We believe this process of dialogue
and obtaining a broad cross-section of input is a good start and we look
forward to new USPS and PRC regulations in this area, which are
expected later this year.

Mr. Chairman, this concludes my prepared statement, I would be pleased
1o respond to any questions that you or the Members of the Subcommittee
may have.

“The Postal Accountability and Enh Act defines market-dominant products to
include: First-Class Mail letters and sealed parcels, First-Class Mail cards, periodicals,
Standard Mail, single-piece parcel post, media mail, hound printed matter, library mail,
special services, and single-piece interrational mail.
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For further information regarding this statement, please contact Katherine
Contact and Siggerud, Director, Physical Infrastructure Issues, at (202) 512-2834 or at
Acknowledgments siggerudk@gao.gov. Individuals making key contributions to this

statement included Teresa Anderson, Tida Barakat, Tonnyé Conner-White,
Kathy Gilhooly, Kenneth John, Taylor Matheson, and Margaret McDavid.
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Appendix I: Status of USPS 2005 and 2006
AMP Consolidations

Status of AMP Consolidations Approved in 2005 (as of May 2007)

Subsequent
Facilities involved in consofidation (facility losing {ropt i ision not to
P Racility i P ) I posis ] Implement
Bridgeport, CT/ Stamford, CT J
Greenshurg, PA/ Pittsburgh, PA 4

Kinston, NC/ Fayetteville, NC N

Marina, CA/ Los Angeles, CA +
Marysville, CA / Sacramento, CA N
Mojave, CA/ Bakersfield, CA ¥
Monmouth, NJ / Trenton, NJ & Kilmer, NJ {
Northwest Boston, MA/ Boston, MA N
Clympia, WA/Tacoma, WA N
Pasadena, CA/ Santa Clarita, CA & Industry, CA ¥
Waterbury, CT/ Southern Connecticut, CT v .
Totat 8 1 1
Source: GAD presentation of USPS data.
Status of 46 AMP Consolidations initiated in 2006 (as of May 2007) \
AMP package under Decision not to
review at district or AMP package under Prop AMP img proposed
area management review by headquarters  review on hold AMp AMP approved
1 10 5 28 2
Daytona Beach, FL/ Aberdeen, 8D/ Alamogordo, NM/ Beaumont, TX/ Newark, N4/
Mid-FL, FL Dakotas Central, 8D El Paso, TX Houston, TX Kearny, N.J
Bronx, NY/ B le, AR/ Bi Y, NY/ Saint Petersburg, FU/
Morgan, NY Little Rock, AR Syracuse, NY Tampa, FL
Canton, OH/ Carbondale, L/ Bloomington, IN/
Akron, OH Saint Louis, MO indianapolis, IN
Dallas, TX/ Centralia, iL/ Bryan, TX/
North Texas, TX Saint Louis, MO Houston, TX
Flint, Mi/ {.as Cruces, NM/ Burlington, VT/
NE Metro, Ml El Paso, TX White River Jni, VT
Jackson, TN/ Cape Cod, MA/
Memphis, TN Brockton, MA
Kansas City, KS/ Carroll, 1A/
Kansas City, MO Des Moines, 1A
Oshkosh, W/ Cumberland, MD/
Green Bay, Wi Frederick, MD
Sioux City, 1A/ Fox Valley, IL/ South
Sioux Falls, 8D Suburban, L
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AMP package under Decision not to

raview at district or AMP package under Proposed AMP impl prop:

area management review by headquarters  review on hold ANMP AMP approved
Waco, TX Gaylord, Mi/
Fort Worth/Austin, TX Traverse City, M}

Glenwood Springs, COf
Grand Junction, CO

Helena, MT/
Great Falis, MT

Hutchinson, K8/
Wichita, KS

LA Crosse, Wi/
Rochester, MN

McAllen PO TX/
Corpus Christi, TX

McCook & N. Platte, NE/
Casper, WY

Pilattsburg, NY/
Albany, NY

Portsmouth, NH/
Manchester, NH

Rockiord, L/
Palatine, IL

Sheridan, WY/
Casper, WY

Springfield, MA/
Harttord, CT

Staten Isiand, NY/
Brooklyn, NY

Twin Falls, i/
Boise, 1D

Utica, NY/
Syracuse or Albany, NY

Watertown, NY/
Syracuse, NY

Wheatland, WY/
Cheyenne, WY

Yakima, WA/
Pasco, WA

Zanesville, OH/
Columbus, OH

Source: GAC presentation of USPS data.

Note: This table includes tha facilities involved in proposed consolidations, both the facility losing
operations and tha faciity gaining operations.
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Mr. Davis oF ILLINOIS. Thank you, Ms. Siggerud. Now we will
turn to Mr. Milbourn.

STATEMENT OF GORDON C. MILBOURN III

Mr. MILBOURN. Mr. Chairman and members of the subcommit-
tee, I appreciate the opportunity to discuss the Postal Service’s net-
work and its recent realignment efforts. I will also address our
work in this important area and some of the challenges remaining.

We describe the Postal Service’s network in detail in our testi-
mony submitted for the record, and an overview diagram is at-
tached. As you know, the Postal Service has one of the world’s larg-
est distribution networks, built on the premise that first class mail
volume and revenue will continually rise and cover costs.

However, in recent years, single piece first class mail volume has
decreased substantially. In addition, the increasing automation of
formerly manual processes and work-sharing discounts that keep
mail out of parts of the processing stream, have left the Postal
Service network over-sized.

In 2001, GAO placed the Postal Service on its high risk list, and
Congress asked for a plan to address GAO’s concerns. In response,
the Postal Service’s 2002 transformation plan included a redesign
of its logistics networks, called Network Integration and Alignment
[NIA]. Our NIA reviews identified the potential for stakeholder
concerns about the fairness and accuracy of the process and the
need for policies and procedures for independent verification and
validation of the project models.

In September 2004, the Postal Service announced the Evolution-
ary Network Development [END] initiative, as the next step in op-
timizing its networks. The Postmaster General indicated the
change to END was made because of the unpredictability of mail
volume and processing. A key feature of implementing END is the
Area Mail Processing [AMP] study, which is used to consolidate
mail processing functions, eliminate excess capacity and increase
efficiency.

Our END concerns have centered on the need for more effective
resolution of stakeholder issues for both a top-down and bottom-up
approach in using AMPs and for better project management. In re-
viewing some of the AMPs, we found their conclusions adequately
supported, but we reported concerns, such as data problems and in-
complete service impact documentation.

The Postal Service is currently implementing our recommenda-
tions to improve the AMP process. Most recently, in October 2006,
Postal Service management announced a reexamination of the as-
sumptions behind the END initiative. This was followed closely by
passage of the Postal Accountability and Enhancement Act, which
requires a realignment plan by June 2008. Planning for large-scale
projects can vary from long-range detailed plans with elaborately
sequenced steps to short-range incremental approaches. Each has
its merits and the Postal Service has chosen the incremental ap-
proach, which provides network flexibility as circumstances change,
reduces risks inherent in attempting to make all network changes
at once, allows testing via pilot projects in a more forgiving envi-
ronment, generates incremental internal capital to cover the cost
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and tends to make the overall picture clearer as local problems are
resolved.

In recent years, this incremental approach has allowed the Post-
al Service to make progress in optimizing its network. For example,
it has eliminated over 180 million work hours and converted over
30 facilities to a new infrastructure.

This approach has also highlighted many significant challenges
still being faced in realigning the network. For example, not all
postal stakeholders share the same goals, as found in such fun-
damental issues as providing universal 6-day service, which may
not make economic sense in all locations, and eliminating mail ac-
ceptance points, which would streamline the network and save
costs, but often produces mailer opposition.

The mix of volume and types of mail is constantly changing. Re-
lationships with mailers are continuously evolving in regards to
discounts and mail preparation and submission requirements. And
the velocity of the build-down must avoid protracted, anemic staff-
ing of an over-sized network which can lead to operational and
service failures.

The act does not specify a planning model and the Postal Service
believes it is well served by using an order of battle approach that
incorporates flexibility and expects external change to occur
throughout the process. The Postal Service network much reach an
optimal size that still provides enterprise resilience in the event of
major disruptions, natural disasters or acts of terrorism.

Further, robust measurement is needed to monitor cost and serv-
ice impacts as the plan unfolds. Finally, the plan must be effec-
tively communicated to all stakeholders to prevent surprises and a
negative impact on customer service. The support of Congress and
the Postal Regulatory Commission is critical during this time of
great change in order for the Postal Service to continue providing
universal service at affordable prices.

We will continue to support postal efforts, and we are cognizant
of our responsibility to keep Congress fully and currently informed.
I will be pleased to answer any questions.

[The prepared statement of Mr. Milbourn follows:]
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Mr. Chairman and members of the subcommittee, | appreciate the opportunity {o
submit my testimony concerning the Infrastructure and Realignment of the U.S.
Postal Service. | would like to comment on the Postal Service's current network
and its previous network realignment efforts. In addition, ! would like to share
with you the work of the Office of inspector General (OIG) in this important area,
Postal Service progress in network realignment, and some of the challenges we

foresee for the Postal Service in planning and executing realignment activities.

Postal Service Network

The Postal Service operates one of the world's largest distribution networks,
processing, transporting, and delivering more than 213 billion pieces of mail
annually, and interfacing daily with the $900 billion a year domestic mail industry.
This network of more than 700,000 employees, tens of thousands of facilities,
many different types of processing equipment, and multiple modes of
transportation provides universal 6-day service to more than 300 million

customers.

The bricks and mortar of the network consist of almost 37,000 retail and delivery
facilities, more than 600 processing facilities, and approximately 1,000 cther
facilities such as those for administrative, vehicle maintenance, and

miscellaneous support purposes.
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There are six main types of retail and delivery facilities:

o Qver 27,300 Post Offices serve as the basic organizational unit of the
Postal Service with the primary responsibility for collection, delivery, and

retail operations in specific geographical areas.

o Nearly 5,000 Classified Branches and Stations are post office facilities
operated by postal employees in owned or leased facilities for collection,

delivery, and retail operations.

» Over 570 Carrier Annexes are separate buildings letter carriers use
instead of a post office. These buildings exist because adequate space is

not available at the post office, or they meet a logistical location need.

+ More than 3,000 Contract Postal Units are subordinate postal units within
the service area of a main post office. They are usually located in a store
or place of business and operated by a contractor who accepts mail from
the public, sells postage and supplies, and provides selected special

services such as postal money orders or registered mail.

e Nearly 940 Community Post Offices are contract postal units that provide
service in small communities where independent post offices have been

discontinued.
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Once mail is collected at post offices, it is transported to piants which sort and
distribute it for delivery'. The mail is categorized into letter-size mail, flat-size
mail, and parcets.2 For many years the mail category determined the process for
sorting, transporting, and distributing it for delivery; in recent years the Postal
Service has learned it can commingle different categories in the transportation
network. The more than 800 facilities which process the mail are of nine basic

types:

s Nearly 270 Processing and Distribution Centers (P&DC) process and
dispatch mail from the local area, along with other mail received from
postal processing facilities outside of the local area, for delivery to
customers or shipment to different facilities for further processing. Key
components of the P&DC system are Business Mail Entry Units (BMEU)
and Detached Mail Units (DMU), where the largest volume of mail enters
Postal Service processing. Business mail is accepted at 1,900 BMEUs
located at postal facilities (many are at P&DCs), and at 850 DMUs located
in mailer or intermediary facilities. After receiving the business mail, the
BMEUs and DMUs send it to the P&DCs for processing. The BMEUs and
the DMUs account for approximately 55 percent of the Postal Service’s

revenue and more than 73 percent of its volume.

! page 26 of this document contains processing diagrams and namative for First-Class Mail and
Standard Mail processing.

Flat-size mail exceeds the dimensions for letter-size mail. Parcel mail does not meet the mail processing
category of letter-size mail or flat-size mail.
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Mail processing uses both automated equipment and manual operations.
In the case of letter mail processing, the Advanced Facer Canceler
System (AFCS) and the Delivery Bar Code Sorter (DBCS) are the main
automation equipment used. The AFCS locates the stamp, uses it to face
each mail piece in the same direction, cancels the mail, sprays an
identification barcode on the envelope, and sorts the mail to a set of bins
for further processing. Once the initiai processing is complete the DBCS
sorts the letter mail in letter carrier delivery walk sequence. This
eliminates the need for sorting by the letter carriers and allows the letter

carriers to load the mail ‘directly into their vehicles for delivery.

The Automated Flats Sorting Machine 100 (AFSM 100) and the Upgraded
Flats Sorting Machine 1000 (UFSM 1000) are the main equipment used to
process flat-size mail. The AFSM 100 is a fully automated sorting
machine designed to streamline flats mail processing operations and
reduce manual processing. The AFSM 100 receives mail via automatic
feeders and processes mail using optical character recognition
technology. The UFSM 1000 is capable of sorting flat mail pieces that are
beyond the size capabilities of the AFSM 100. The UFSM 1000 can sort
both non-barcoded mail and barceded mail. A keyboard operator
identifies and enters the proper keycode for each non-barcoded mail piece

and the UFSM 1000 sorts the mail piece to the correct bin based on the
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operator’s input. On the other hand, the equipment automatically sorts

barcoded mail.

A significant component of future flats mail automation is the Flats
Sequencing System (FSS). This equipment is designed to put flat maii,
such as catalogs and magazines, in delivery route sequence for the letter
carriers. This will eliminate the need for letter carriers to manually sort this
type of mail. The Postal Service anticipates this technology will provide
annual operating savings of approximately $612 million. The installation

of FSS is scheduled to begin in 2008 and be completed by 2011.

The Automated Package Processing System (APPS) and the Small Parcel
and Bundie Sorter (SPBS) process parcels. The APPS sorts parcels and
bundles of mait using automatic package induction and address
recognition. In addition, the APPS collects detailed information about
each package — such as its type, size and weight — using an optical
character reader. The SPBS sorts small parcels, irregular parce! post,
bundles of mail, and priority mail into as many as 100 separations. The
SPBS is an operator-paced machine. The mail is introduced through input
hoppers, which feed conveyors that present parcels to the operators who
key the mail pieces’ ZIP code destinations. The mail pieces are then

mechanically transported to bins for delivery.
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Almost 70 Annexes are an extension of a mail distribution facility, such as
a P&DC, that processes incoming and outgoing mail for a designated

service area.

The 195 Customer Service Facilities (CSF) are smalier-sized processing
plants similar to P&DCs. These facilities allow access to additional
geographic areas and usually report to a post office; however, larger CSFs
report directly to an area office. A CSF contains equipment similar to a

P&DC, but on a much smaller scale.

More than 20 Bulk Mail Centers (BMC) are highly mechanized mail
processing plants that receive and ship large volumes of Standard Mail,
periodicals, and parcels. These facilities can contain APPS and SPBS. In
addition, BMC operations rely on conveyers and the Singulation Scan
induction Unit (SSIU). The SSIU is a high-speed processing unit that
scans bar-coded parcels and sorts them to their outgoing destination ZIP

code for delivery.

The 11 Logistic and Distribution Centers {L&DC) were initially developed
to assure rapid processing and delivery of Priority Mail. Excess capacity
allowed non-Priority Mail to be added to these locations. L&DCs may also
process First-Class Mail® and Standard Mail, and may operate as a
central dispatch point. L&DCs generally have at least SPBS, UFSM 1000,

or APPS for mail processing.
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The 20 Surface Transfer Centers (STC), also known as "hubs,” are critical
nodes in the Postal Service’s surface transportation network. STCs
provide concentration points that receive and consolidate surface mail
from locations acrass the country and transfer it to vehicles leaving the
hub for final plant destinations. This technigue allows the Postal Service
to combine loads, maximize vehicle capacity, dispatch full vehicles, and
save money by eliminating unneeded trips. Postal Service officiais plan to
open two additional STCs during fiscal year (FY) 2007, as they continue to
increase their emphasis on ground fransportation and decrease their
emphasis on air transpdﬁation. The mail processing equipment in an STC
will vary from location to location, and may include equipment to sort trays

and packages such as APPS and SPBS machines.

Almost 60 Airport Mail Centers (AMC) are hubs for the Postal Service's air
transportation network and located at major airports. An AMC receives
mail from the Postal Service’s ground transportation network, distributes
or "tenders” that mail to commercial air carriers for airport-to-airport
transportation, monitors mail in air carriers’ possession, supervises air
carriers’ rmail handling operations during aircraft loading and unloading,
recovers mail from air carriers, and redistributes mail! for onward
transportation and delivery. The mail processing equipment in an AMC
will vary from location to location and, depending on Area requirements,

some larger facilities may have equipment similar to that found in a P&DC.
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* The 12 Remote Encoding Centers (REC) use video images to assign
barcodes to mail that mail processing machines at regular processing
locations cannot read. The barcode is imprinted on the mail, allowing the

mail piece to be returned to automated mail processing.

¢ The five International Service Centers (ISC) distribute, dispatch, and
receive international mail. The mail processing equipment in an ISC will
vary from location to location and can include UFSM 1000, APPS, and

DBCS machines.

Transportation is a key comporient of the overall network. The retail/delivery and
processing portions of the network are connected by 16,727 highway routes.
Approximately 216,000 vehicles operate in the network and 2.3 billion pounds of

mail are carried on contract air routes annually.

Recent Changes Iimpacting the Network

The existing network developed over time to support the Postal Service’s historic
business model that relied on rising First-Class Mail volume to cover the cost of
operating the expanding delivery network and its significant infrastructure
investment. However, in the last 6 years singie piece First-Class Mail volume
has decreased by over 6.1 billion pieces. During the same time, the delivery
network expanded by 8.0 million new delivery points and continues to expand by

approximately 2 million new mail delivery points each year,
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The decline in single piece First-Class Mail volume is due in large part to
electronic diversion as businesses, nonprofit organizations, governments, and
households increasingly rely on e-mail and other electronic means to conduct
financial transactions and send correspondence. This dynamic was not, of

course, anticipated in 1970 when the business model was established.

Besides the impact of declining single piece First-Class Mail volume, the Postal
Service’s network is affected by such things as worksharing, mail processing
automation, and providing the “last mile of delivery.” These impact revenue and
costs in ways that are dynamic and not always easily predicted, and have left the

Postal Service network oversized.

Worksharing — This occurs when a mailer (or mailer agents) does part of the
work the Postal Service itself would normally perform in exchange for a discount.
The idea is that if the mailer can do the activity at a lower cost than the Postal
Service, then they should do it themselves and save the Postal Service the costs
it would otherwise bear (and for which the mailer would pay). For example,
mailers generally have accurate address databases. They can receive a
discount for such things as placing address automation barcodes on each piece

of mail. This saves the Postal Service processing costs and it is more
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economical for the mailer to ensure correct addresses on the mail than for the
Postal Service to incur the costs of handling undeliverable mail. Worksharing is
believed to have cut costs, spurred volume growth, and lowered postage rates. It
has been estimated that worksharing saves the Postal Service approximately

$11 billion to $15 billion a year, and many believe it has benefited mailers, the

mailing industry, consumers, and the economy at large.

Another example of worksharing is the drop shipment of mail. This involves
movement of a mailer’s producis via private (non-postal) transportation from the
point of production to a postal facility located closer to the destination of those
products. A simplified scenario could be a mailer preparing a mailihg in
Wheeling, West Virginia for delivery in Fairfax, Virginia. Instead of mailing it in
Wheeling, it would be taken by private transportation to the local Northern
Virginia P&DC where it would be processed for delivery to residents in Fairfax.
This saves the Postal Service processing costs in Wheeling and the
transportation costs between the two processing plants. In turn, the mailer gets a
discount based on a predetermined formula. This type of arrangement is clearly
a ‘win/win” for everyone. However, the Postal Service must consider the long-
term impact of these arrangements and directly plan with the mailers to ensure
that adequate processing capability exists at the receiving processing plant and
that by-passed processing plants are not overstaffed and underused as this mail
volume moves past them. Over 70 percent of all Standard Mail is drop shipped

to the Postal Service.

10
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Mail Processing Automation — Between FY 2000 and FY 2006, the Postal
Service approved $5.8 billion in engineering investments that are expected to
produce $19 billion in savings over their useful life. The Postal Service generally
does not invest in automation equipment unless it can be expected to generate at
least a 20 percent return on investment. With overall volume levels growing
slowly, automation has facilitated cost cutting in warkhours for processing and

delivery operations.

The Postal Service continues to make significant strides in automating mail
processing. This can be seen in the improving flats and parcel technology, which
is maturing and benefiting from technology adapted from letter automation
systems. As noted earlier, the Postal Service anticipates FSS technology will

provide annual operating savings of approximately $612 million starting in 2012.

The value of automation technology can be seen with letter mail sorting
technology, which has increased the Postal Service's productivity by sorting mait
to delivery walk sequence, thereby eliminating much of the manual handling of
this mail. Sorting mail by automation is more than 10 times cheaper than manual
processing — it costs $5 to sort 1,000 letters through automation versus more

than $55 to sort the same amount manually.

"
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Automation savings contribute to the Post Service’s Total Factor Productivity
{TFP), which is a measure of postal efficiency and cost-effectiveness. TFP is a
ratio of output (workioad) to input (resources). Workicad includes the number of
delivery points and mail volume. Resources include labor, materials,
transportation, and capital. Postal Service productivity for the last 7 years has
grown at an average annual rate of 1.5 percent. In 2006 the TFP improved by
0.4 percent. This is a notable achievement considering that from 1972 to 1899
the average annual growth rate was 0.3 percent. The recent annual TFP trend is
encouraging as it seems to be a departure from the historic gainfloss cycle.?
However, sustaining the current trend may prove 1o be a challenge. The recent
TFP increases are a direct resuft of the Postal Service’s efforts to use fewer
workhours, but it may not be possible to continue cutting these cosis indefinitely.
Labor comprises 79 percent of the total operating expenses of the Postal
Service, and it has limited flexibility to manage labor costs. To sustain TFP
growth, the Postal Service must have the freedom to adjust its network and
staffing levels to operate at maximum efficiency. At the same time, it is important
to ensure that TFP growth does not come at the expense of the employees’

workplace environment or service to the customer.

Last Mile of Delivery — The Postal Service has the nation’s most comprehensive

delivery network, providing universal service to more than 300 million customers

3 Historically, during times of increasing mail volume growth, the Postal Service experienced TFP gains.
However, when mail volume growth slowed, so did productivity.
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6 days a week. The portion of the network from the post office to the customer's

door is commonly called the “last mile.”

The Postal Service has been able to leverage this last mile into “co-opetition”
with United Parcel Service, Federé} Express, and DHL for delivery to residential
addresses. In addition, the Postal Service connects the digital economy of online
shopping with the traditional one by being able to touch all neighborhoods, urban

and rural, with delivery services.

Postal Service Network Realignment Efforts

in April 2001 the U.S. Government Accountability Office (GAO) placed the Postal
Service on its High-Risk List* and called for the Postal Service to develop a
comprehensive plan to address its financial, operational, and human capital
challenges. The following month the GAO called for the Postal Service to
develop a comprehensive transformation plan and noted the deteriorating
financial outlook. In June 2001, Congress endorsed the GAO's
recommendations and requested a comprehensive transformation plan from the

Postal Service.

* The GAD began the “high-risk™ program in 1990. 1t focuses on the major programs and operations in
need of urgent attention and transformation to ensure that the Federal government functions in the most
economical, efficient, and effective manner possible.

13
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In April 2002 the Postal Service issued its United States Postal Service
Transformation Flan (Transformation Plan). The Transformation Plan recognized
the Postal Service faced changing customer needs, declining mail volumes,
rising costs outside its direct control S fixed infrastructure costs to support
universal service, global competition in both domestic and foreign markets, and
increasing security costs. One of the cost-saving strategies the Postal Service
said it would implement was the redesign of the logistics network to optimize the
number and location of processing centers, processing strategies for mail, and
transportation modes and routes to meet customer service requirements at

minimal total system costs.

The Transformation Plan characterized the redesign of postal fogistics networks
as the Network Integration and Alignment (NIA) initiative. The NIA charter was to
create a flexible logistics network that reduced the Postal Service's and
customers’ costs, increased overall operational effectiveness, and improved
consistency of service. This initiative included simplifying and vdownsizing the
network, redefining the roles and functions of processing plants, and
consolidating mail and transportation operations. NIA anticipated examining over
500 processing and transportation-related facilities and evaluating all modes of
transportation for cost and service performance, with the potential for doing an

overall redesign of the national surface transportation network.

% The Postal Service identified these costs as retirement and health benefit fiabilities.
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NIA relied on optimization and simulation models. Management used the
optimization models to identify alternatives and generate a network solution given
certain inputs and constraints associated with a proposed scenario. The
simulation models were used to test the feasibility of the solutions given service
performance and resource utilization statistics for specific network alternatives
coming from the optimization model. Because of the complexity of the Postal
Service's network, management used the simulation models at the national,

regional, and facility levels,

In September 2004, the Postal Service announced that the Evolutionary Network
Development (END) initiative would be the next step in rationalizing and
optimizing its networks. According to the Postmaster General, the change from
NIA was made because of the unpredictability of mail volume and processing.
END was intended to use an incremental approach, allowing the Postal Service

to continually rationalize its networks to keep them efficient and affordable.

In early 2006, the Postal Service publicly announced its END plans to redesign
its mail processing and transportation networks. The Postal Service anticipated it
would take several years to effect the realignment and implement operational
changes using an incremental approach, and factored in the Area Mail
Processing (AMP) Guidelines to help with implementation. The AMP is used to

consolidate mail processing functions and to eliminate excess capacity, increase
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efficiency, and better use resources. The END network simplification plan
centered on regional distribution centers, local processing centers, destination
processing centers, airport transfer centers, surface transportation centers, and
remote encoding centers. The plan was to reduce network facilities from more

than 600 facilities to just over 400 facilities.

However, in October 2006, management announced they were stepping back
and reexamining the assumptions behind the END initiative, as well as
remodeling the previous NIA network used to create the regional distribution
center concept centered on APPS machines. An important aspect of the new

modeling was to consider the impact of both APPS and FSS.

Shortly after that, the Postal Accountability and Enhancement Act (the Act)
became law. It requires the Postal Service to develop a plan by June 20, 2008
that describes how it will increase the efficiency and effectiveness of its systems,
processes, and facilities for delivering the mail. In considering the Act,
Congress® found the Postal Service has more facilities than it needs and

streamlining and consolidating sorting facilities would eliminate excess costs.

& pub. L. 109-435, Section 302(c)(1)(B)
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Office of Inspector General Work

Since 2002 the OIG has been reviewing both the forward-locking NIA and END
initiatives, and the current postal processing operations and transportation
networks. In the case of NIA, our specific reviews in 2003 and 2004 led us to

conclude that.

« The Postal Service could be subject to faimess and accuracy criticisms as
was the Department of Defense base realignment and closing process in

the 1980s and 1990s.

+ The Postal Service needed policies and procedures for independent

verification and validation for the NIA models.

s A separate contractor or an independent Postal Service team was needed

to conduct verification and validation for the NIA models.

During this time we worked with the GAO to ensure adequate oversight without
duplicating efforts. Concurrent with our findings, the GAQ reported the Postal
Service needed to develop strategies fo realign its infrastructure and expressed
concerns about the level of public transparency for financial and operating
information, including the transformation. The GAQO recommended the
Postmaster General develop a comprehensive plan to optimize the Postal
Service’s infrastructure and workforce, in collaboration with its key stakeholders,

and make it publicly available.
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In 2005, our work shifted focus to the END initiative. We reported that:
« Stakeholder opposition challenged the initiative. .

¢ The Postal Service needed a top~-down and bottom-up approach for using

AMPs to address incremental closings and stakeholder resistance.

» The Postal Service needed a project office and integration plans apart

from local management.

Even though management announced it was stepping back and reexamining the
END initiative, we have continued our AMP work. in 2006, we developed a
model to rank proposed AMPs according fo risk. To date, we have‘ ranked
approximately 40 proposed AMPs, completed audits of four of the AMP
processes, and are currently working on one other which we will report on in late

summer.

In the four completed audits we generally found management complied with their
overall guidelines and maintained adeguate documentation to support their
conclusions. However, management did not always comply with the specific
AMP processes and there were weaknesses in some management controls. We
also identified inconsistent, inaccurate, incomplete, or unsupported AMP

proposal data. In a systemic audit of 10 AMP proposals, we told the Postal
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Service they could improve the documentation of service impacts. In particular,
the Postal Service did not always fully document service standard upgrades and
downgrades for certain classes of mail such as First-Class Mail and periodicals.
This was due, in part, to inadequate handbock guidance and inconsistent use of
guidelines. In addition, we assisted management by assessing proposed AMP
worksheets as part of the Postal Service’s ongoing AMP guideline revision. We
have made a number of recommendations to improve the AMP process, which

the Postal Service is currently implementing.

Our audit work since 2002 to assist the Postal Service in optimizing its $25 billion
processing and transportation networks has identified potential cost avoidance
and savings. Our plant efficiency reviews target operations that will optimize
individual processing facilities. In conducting the individual plant efficiency
reviews, we look at such things as staffing, productivity, overtime, idie time, mail
volume trends, and equipment performance. Our work continues to focus on

facilities that show overall performance below national averages.

Our transportation audit work since 2002 has looked at various network
segments to find ways to reduce cosis via eliminating redundancy in highway
and rail transportation, better managing logistical support costs such as those for
fuel and the vehicle fleet, and optimizing the air network. This work has identified

potential cost savings in the transportation network and opportunities to improve
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its ability to meet operational demands today, as well as its ability to realign and

make needed infrastructure changes in the future.

Postal Service Progress

Postal Service accomplishments in recent years using an incremental approach

to network optimization include:
+ Reducing 180.5 million workhours (which equates to 86,779 staff years);
¢ Closing over 90 mail facilities;
o Converting over 30 facilities to a new network infrastructure; and

¢ Reducing highway contract routes by over 65 million miles.

Organizations can use very different approaches to plan for large-scale projects.
These vary from a long-range, detailed plan with elaborately sequenced steps for
the entire project, to a short-range, more incremental approach. Each has its
merits, and the Postal Service, as previously noted, has elected to use the
incremental approach. Given the size, complexity, and expense of this
undertaking, it appears that taking this approach to network changes represents
an acceptable method for reducing inefficiencies and standardizing best

operational practices. This approach has been reasonable considering that other
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major government modernization efforts’ that used traditional strategic planning

approaches nevertheless experienced significant cost overruns and delays.

The incremental approach:

Provides network flexibility to allow for easier changes as demographics,

mail mix, and technology evolve;
o Reduces risks inherent in attempting to make all network changes at once;
» Allows testing via pilot projects in a more forgiving environment; and

¢ Generates incremental internal capital to cover the cost of network

optimization.

The Postal Service's incremental experience and successes should help it
construct a strategy in accordance with the Act because working with smaller
pieces such as thé AMPs has made the overall picture clearer to understand. It
also has clarified many of the challenges the Postal Service faces with

comprehensive network realignment.

? Examples include the Internal Revenue Service, Federal Aviation Administration, and Department of
Defense modernization projects.
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Network Realignment Challenges

Although the network picture is clearer now than in 2002, the complete
realignment will not be easy to accomplish. One reason is that not all postal
stakeholders share the same goals. These stakeholders include the individual
customer, mailers, postal unions, and the Congress. The 1970 business model
anticipated the Postal Service would operate as a business and the Act
reinforces the business model by delineating competitive and non-competitive
products. However, management continues to receive mixed signals from its key
stakeholders about its business vs. public service roles, complicating its
optimization efforts. These mixéd signals are found in such fundamental issues

as:

+ Universal 6-day service — It may not make economic sense in all locations,
but the interests of the Congress and the tax payers may be contrary to

that of the rate payers.

+ Opposition at the local, state, and national levels to closing post offices —
Many are not strategically located or may not be essential for mail service
and represent a cost no other public or private entities are required to

bear.

+ Opposition to eliminating mail acceptance points — Many may no ionger be
needed to operate the network and their elimination would save costs, but
mailers often oppose any reduction in the number of available entry

points.
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 The prohibition against what is referred to as “crossing crafts”®

~ This may
slow the Postal Service’s efforts to increase efficiencies in mail processing

and delivery.

« Management of letter carrier costs —~ To achieve a significant breakthrough
in delivery costs, the Postal Service needs to explore an incentive-based
letter carrier performance system, regardiess of how it currently classifies

delivery routes.

¢ Concerns about contracting out some functions — The Postal Service is
considering this option for a significant portion of the BMC network

operated by approximately 20,000 postal employees.

The Postal Service must reconcile these sometimes conflicting messages from
influential stakeholders and mitigate their risks where possible to preclude

paralyzing inaction.

Other significant challenges confronting the Postal Service in this effort include:
» The constantly changing mix of volume and type of mail in the midst of an

ongoing communications revolution.

% The labor agreements between the Postal Service and three of its four major unions — the American
Postal Workers Union, the National Postal Mail Handiers Union, and the National Association of Letter
Carriers -— state that "normally, work in different crafts, occupational groups or tevels will not be combined
into one job.” This is a prohibition against what is referred to as “crossing crafts,” which cannot be done
except in accordance with certain restrictive provisions,
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Evolving relationships with mailers in regard to discounts and mail

preparation and submission requirements.

The need for the velacity of the builddown to avoid protracted anemic
staffing of an oversized network which can lead to operational and

customer service failures,

The extremely dynamic enviranment in which the Postal Service operates,
especially compared to the more stable environments in which most other

government entities function.

Continuously advancing technological capabilities, which are not always

easily predicted.

The need to understand, evaluate and, where necessary, mitigate the

effect of the builddown on standardization.

Conclusion

Although the Act does not specify a planning model to be used, the Postal

Servica believes it is well served by using an “order of battie” approach that

incorporates flexibility and expects external change to occur throughout the

process. The Postal Service needs to prepare and plan as best it is able to

reach an optimal network size that still provides enterprise resilience in the event
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of major disruptions, natural disasters or acts of terrorism, Further, robust
measurement is needed to monitor cost and service impacts as the plan unfolds.
Finally, the plan must be effectively communicated to all stakeholders to prevent
surprises and a negative impact on customer service. For example, mailers must
understand well in advance the mail acceptance impacts to their business.

Likewise, postal employees must understand how their jobs will be impacted.

The support of Congress and the Postal Regulatory Commission is critical during
this time of great change for the Postal Service to remain a viable business
providing universal mail service at affordable prices to the American public. My
office will continue o support postal efforts and we are cognizant of our

continuing responsibility to keep Congress fully and currently informed.
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First-Class Mail Processing

Standard Mail Precessing

An example of First-Class Mail processing is a greeting card
mailed from Alexandria, Virginia, to Los Angeles, California.
This card would be processed as follows:

m ltis picked up from a maiibox by & carrier and brought to
the local post office.

=m {tis next transported to the Northern Virginia Processing
and Distribution Center (P&DC) where:

~ First, It joins other letters and packages for separation by
mail handlers with the assistance of mechanization that
separates the mail based on its size.

i

Next, an Advanced Facer Canceler System applies the
postmark and cancels the postage stamp.

Then, a Delivery Bar Code Sorter (DBCS), operated by
a mall processing clerk, applies a barcode reflecting the
proper destination,

{

- Last, the greeting card is subsequently sorted to the
first three digits of the ZIP Code by the same DBCS that
applied the barcode and then sent to its next destination.
{Multiple sorts are required because of the high number
of five-digit ZIF Codes.)

® Next, the card is transported fo the Washington-Dulles Air
Mait Center (AMC) in Virginia and flown to the Woridway Air
Transfer Office {ATO} in California.

After arriving at the Worldway ATO, mail is transferred fo the
Los Angeles PADGC, where mail processing clerks again use
the same type of DBCS to perform a final sort of the mail by
ZIP Code for the letter carrier.

Finally, the gresting card is transported to the local post
office to be picked up by a letter carrier and delivered to the
addressee.

An example of Standard Mail processing is a package mailed
from Arlington, Virginia, to Dallas, Texas, that takes the foliow-
ing steps:
® The package enters the mail stream via a Business Mail
Entry Unit (BMEU) in Northern Virginia, & post office, or
a detached mail unit {DMU) (an area in a mailer’s facility
where postal employees perform maif verification, accep-
tance, dispatch, and other postal functions).

= ltis then transported to the Washington, DC, Bulk Mail
Center (BMC) where it is sorted by clerks and mail han-
diers, Uniike First-Class Mail, this mail generally does not
need 1o be separated or have stamps cancelled because
postage stamps are not used. Mailers apply other types of
postage such as metered postage or permit imprint.

m Next, using a Small Parcel and Bundle Sorter (SPBS) or the
Automated Package Processing System (APPS), the pack-
age is sorted to its three-digit ZIP Cods for Dallas.

m The package is then transporied to the Dallas BMC for finat
sorting to its five~digit ZiP Code for the letter carrier, using a
SPBS or the APPS.

m Finally, the package is transported 1o the Dallas P&DC for
dispatch {o a post office, where a letter carrier delivers it to
the addressee.
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Mr. Davis oF ILLINOIS. Thank you both very much.

I will begin questions. I will begin with you, Mr. Milbourn. You
just indicated that the Postal Service’s network should be resilient
to such things as natural disasters or acts of terrorism. Could you
enhance that for us?

Mr. MILBOURN. Absolutely. There are really two what I would
consider main considerations when we think about enterprise resil-
ience with the Postal Service’s network. One involves what you just
alluded to, localized or regional catastrophes of one kind or an-
other, such as Hurricane Katrina or the anthrax attacks that oc-
curred here in the Washington area a few years back.

But there are also regular, significant events that affect the
whole country. And what I mean by that is what we call the an-
nual Christmas surge that occurs in November and December. This
is one area that requires some degree of resilience in the network.
The other is being able to resume processing and delivery in the
event of a catastrophe such as a Hurricane Katrina that puts some
facilities or post offices temporarily out of operation.

The Postal Service has capacity in its network right now to han-
dle these types of events. The challenge as we see it is that as they
begin to streamline the network, can they continue to build in some
resilience to handle the Christmas surge and to be prepared for ca-
tastrophes such as these. We think it is going to be very difficult
to find the right balance between the costs that would be involved
with that and the actual risk of a disruptive event.

Mr. DAvis OF ILLINOIS. So are you suggesting in terms of plan-
ning that the Service might put additional emphasis or more em-
phasis on planning for these likelihoods?

Mr. MILBOURN. Absolutely. These need to be carefully considered.
The likelihood of the risk, which in the case of the annual Christ-
mas surge is 100 percent. The likelihood of a Katrina is far less
than that, but the impact of a Katrina in a local area is very sig-
nificant. So there are ways to address those risks. It doesn’t mean
you have to build a network that is constantly large and can han-
dle them. But you need to think about ways of sharing the risk,
tying in with other networks that may be of assistance if something
like that occurs. It just needs to be carefully thought out and
planned for.

Mr. Davis oF ILLINOIS. Thank you very much.

Ms. Siggerud, in the GAO report that you released today, GAO
recommended that the Postal Service enhance the planning, ac-
countability and public communications related to its realignment
efforts. How did the Service respond to that recommendation?

Ms. SIGGERUD. We made observations in several different areas.
Let me start with the AMP consolidations themselves. I said in my
short statement that we had some concerns about the data analysis
and criteria used in that process. Because the Postal Service is in
the midst of revising those guidelines in ways that seemed largely
responsive to concerns raised by us, the IG and the PRC as well,
we didn’t make specific recommendations there.

Where we did make recommendations was in the communica-
tions side of the House. In particular, we have concerns about the
content of some of the material that goes out to explain what is
being studied and what actions might be taken. We thought those
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could be clarified and simplified in a number of ways. The Postal
Service did agree with that.

We also were concerned about this event called the town hall
meeting and its timing with regard to when it could best bring use-
ful information to bear on the AMP consolidations. The Postal
Service also agreed that there would be some benefit to moving
that town hall meeting earlier in the process.

Finally, the Postal Service did not have, at the time we were
doing our work, any indication in its guidelines how it would actu-
ally use this information obtained from the public through the town
hall meeting or other sources. It has also agreed to clarify that.

Then finally with regard to talking about integration and plan-
ning, we view the report that is due next June as the Postal Serv-
ice’s opportunity to respond to and explain what it plans to do in
a number of area having to do with realignment of the network.

Mr. DAvis oF ILLINOIS. In 2006, GAO reported that the Postal
Service did not measure and report its delivery performance for
most types of mail and that its progress to improve delivery per-
formance information has been slow and inadequate. Has the Post-
al Service made progress in measuring and reporting delivery per-
formance since that time?

Ms. SIGGERUD. Yes, we have seen some progress, mainly in plan-
ning and thinking about how it is that it will accomplish those ac-
tivities that you just mentioned. Because the Postal Accountability
and Enhancement Act called for development of modern service
standards and for information about that to be reported to the Con-
gress this December, the Postal Service has put together a series
of work groups that are in fact making progress on those issues.
We have been observing those activities, and it looks like there are
a lot of ideas out on the table, and that this report that is coming
out this December is promising in terms of its responsiveness to
the issue on the standards.

With regards to measurement, there’s two activities going on.
The Postal Service will be required to report to the Postal Regu-
latory Commission on its delivery performance. It will take some
time before the information that is needed will be available on a
large scale basis to deliver on that. So there need to be some deci-
sions made about whether there will be sort of interim measures
used before the concept of intelligent mail provides more wide-
spread and reliable information.

In addition, of course, the Postal Regulatory Commission is set-
ting up its own regulations about what would constitute the best
type of information in terms of delivery performance. There has
been a lot of activity on that front as well, in terms of comments
provided to the Regulatory Commission from mailers and other
stakeholders.

Mr. Davis oF ILLINOIS. Thank you very much.

Mr. Marchant.

Mr. MARCHANT. Thank you, Mr. Chairman.

Ms. Siggerud, your report in 2005 and 2007 concluded that the
Postal Service is not sufficiently transparent and accountable on
how it intends to realign its processing network. Transparent and
accountable to who?
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Ms. SIGGERUD. Well, I would say of course to the Congress itself,
which has an interest in this area. To the public and as well to the
mailing industry which relies on the Postal Service for an impor-
tant part of the economy.

What we are really saying here is that when there is a trans-
formation effort of some kind, which is really what this is, that the
concept of transparency, and we have also said this in other areas,
of course, transparency is really what are we trying to accomplish,
what are our views on how we are going to get there. And then ac-
countability is really then how do we know when we get there, how
are we going to measure our performance. There are a variety of
ways to accomplish this type of effort. The Postal Service is making
progress on those concepts with regard to some of these individual
efforts that I talked about. The plan as a whole, though, is still
somewhat in development and lacking in a few of those areas.

Mr. MARCHANT. Do you think that the fact that the major ele-
ment that the labor negotiations and the contract with the letter
carriers, do you think it is possible for the Postal Service to make
those final changes and those final plans and make them available
until they finalize those negotiations and know what their work
force costs are going to be, etc?

Ms. SIGGERUD. Well, yes, we think it is. Clearly the waiver issue
and the cost associated with labor is very important in planning.
But I really, a lot of what we are talking about here of course is
also the network itself and the fixed costs associated with that. We
have seen a fair amount of progress in certain areas of this net-
work planning. What we haven’t seen is an integration of what the
vision is and how we are going to get there. I understand that the
Postal Service places a very substantial challenge in this area. But
it has been clear from the transformation plan the Postal Service
put on itself, the President’s Commission and from the direction
from the Reform Act in December that there is a very strong inter-
est in making progress and having some of the transparency and
accountability that we have been talking about.

Mr. MARCHANT. What would you consider to be your most impor-
tant concern over at the Post Office, in their realignment?

Ms. SIGGERUD. In the realignment area, well, I think what we
would like to see is some clear goals set for this realignment effort
in terms of timeframes, in terms of costs to be achieved, for exam-
ple. And if a plan could be put together, some vision, perhaps, even
for segments of the realignment that we are talking about, so that
the mailing industry, the public and the Congress have some sense
of what to expect, that would be, in our view, very good progress.

Mr. MARCHANT. Mr. Milbourn, what do you see as the biggest
network realignment challenge?

Mr. MILBOURN. I agree with Ms. Siggerud that the one she just
cited is enormous. I would add to that by saying, I think the ability
of the Postal Service to reduce its costs substantially while still de-
livering service equal to, if not better than, the service that it cur-
rently delivers, is an enormous challenge. And that incorporates
streamlining of the network. But you alluded to the work force and
union negotiations, it kind of goes beyond that. But I think the
streamlining of the network is a huge piece of that, and how they
are able to plan for and accomplish massive streamlining focused
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on costs and still be able to focus on and deliver the service at the
same time is a real challenge.

Mr. MARCHANT. Thank you, Mr. Chairman.

Mr. Davis oF ILLINOIS. Thank you very much.

Ms. Norton.

Ms. NORTON. Thank you very much, Mr. Chairman. I appreciate
this testimony.

I am interested in an overarching and I think obvious question,
in light of the fact that the Post Office is here, we in Congress are
quite pleased to look past, and that is whether essentially this
model gives the Postal Service today a mission impossible. First of
all, we are dealing with a model that we enacted, we passed in
1970, and of course, we updated the act most recently, and very re-
cently have updated it.

But I have trouble finding any precedent for the model we are
dealing with. And I am very interested in your ideas on planning.
I would like to know if you can think of any comparable model
that, for example, presents the kinds of issues that have come be-
fore us. The Postal Service has been told to meet the same condi-
tions that private mailers meet. We told them to do that in 1970.

Think of what 1970 was. It was pre-technology, no one even envi-
sioned that there would be a faster, cheaper, way to communicate.
If you decide to cut out even one post office some place, it is a
major issue in that community, and Members of Congress will join
the community in saying, you had better not do it. Yet the Postal
Service has had some success in fighting through that. We think
they will perhaps have more success. Nevertheless, as an example,
that is an 18th century model.

Much of the Postal Service still is a model from this original act
passed, setting up the Post Office of the United States of America,
and it came in controversy, came before this committee on
outsourcing, major issue. Because postal workers, for reasons that
range from security reasons to their own employment object to
what looks like creeping outsourcing. Private mailers don’t have
that problem.

Even the Congress will take on the Postal Service on something
that it recognizes that half the time across party lines we don’t
even recognize. While I recall a few years ago when the Postal
Service did what every big private corporation does and got spon-
sorship of the Olympics, and so it was the Postal Service logo.
Members of Congress, I am telling you, Republicans as well as
Democrats, came forward and said, what in the world are you
doing sponsoring the Olympics? You know, gone from everybody’s
brain was the notion that this is what private corporations do, and
they don’t do it on a whim, they do market surveys.

We talk about major disruptions. Well, you know, private compa-
nies who go down the drain, we have had a major disruption of the
worst kind here, everybody has to prepare for that. They have to
prepare for it in a very special way, because nobody will accept we
have had a major disruption if we can’t deliver the mail.

The delivery times, each Member will hold the Postal Service ac-
countable for delivery times within its jurisdiction. It is a major
problem here even in the Nation’s capital and this region. A num-
ber of years ago, they had to get their ducks in a row. We talk
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about stakeholder input. There is lots to be said to that. The more
you get of that, of course, the more demands there are going to be
on the Postal Service of the kind that everybody’s grandmama
made, got to have Saturday delivery, got to have what we have al-
ways had.

And finally, of course, I mentioned the granddaddy of them all,
whether you will think that the Postal Service is just a complete
and total anachronism based on technological changes and a gen-
eration that increasingly doesn’t even use newspapers other normal
contraptions of modern society, but depends on technology.

I am interested in an overriding issue that one, whether there
is any model like this in the world, and whether you think plan-
ning will overcome all of these obstacles. If I could name, the clos-
est model I can think of is one that the Congress has completely
rejected, and that is that while we have a railroad system that
harks back to the 19th century, every modern society says if you
want to have a railroad system and you have to have one and you
want to have passengers, you have to massively subsidize it. Well,
the United States says, hey, we are not going to subsidize Amtrak
or anything else, you are on your own. And by the way, keep them
running and modernize the thing. So we just look away from the
obvious issues.

Well, you can do that on Amtrak and you will end up with what
we have today and people get on planes, buses or whatever. On the
Postal Service, the Congress won’t tolerate it. At the same time,
the Congress is saying, you do the same thing UPS does, you need
to do the same thing FedEx does, you do it without one cent from
us.

I for one find all this very intriguing, structurally and intellectu-
ally. But I need to hear from experts whether you think this is a
model that can survive the ages.

Ms. SIGGERUD. Ms. Norton, those are a lot of questions. I will an-
swer what I can. I have to say that I think your observations

Ms. NORTON. It really is one question. I just gave you examples
of what I think Congress just looks past and says, you all do it any-
way, don’t tell us, just do it.

Ms. SIGGERUD. I think your summary of the challenge was right
on, that is that the Postal Accountability and Enhancement Act
said the Postal Service, in fact, harkening back to 1970, the Postal
Service should act as a business. This most recent act said that
postage rates need to be held, of course, to the rate of inflation. But
many stakeholders, including the Congress, have taken off the
table a number of cost control options that the Postal Service could
use to respond to that rate cap that you were mentioning.

Ms. NORTON. And you could depend on us not to put them back
on the table. [Laughter.]

Ms. SIGGERUD. I guess I want to focus on the issue of, is there
another model out there like that. Clearly, the Postal Service is the
biggest post in the world, and handles a larger volume than any
other country. But I want to focus my comments on this concept
of the network that we have been talking about and the costs asso-
ciated with that. The closest model that we have in the United
States, to the challenges of right-sizing that network is really the
BRAC approach, where there is in some excess capacity stakehold-
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ers who want a variety of different things and indeed, to cut costs.
To the extent that has been a successful approach, and there are
differing views on that.

There are a couple of things that have been key to that. One is
that the BRAC process set out principles, what are we trying to ac-
complish, what tools do we have. It named people that would be
important for making those decisions and then it laid out a process
for making decisions. Whether that is useful in thinking about the
costs the Postal Service faces may be worth considering.

Ms. NORTON. By the way, that is a very interesting and intrigu-
ing thing, given the experience with BRAC, one wonders how far
down the Postal Service would have to get before Congress politi-
cally embraced that model. But it is a very interesting and intrigu-
ing notion.

Yes, Mr. Milbourn.

Mr. MILBOURN. I have seen a couple of different models, one very
close over a fairly extended period of time and the other just from
some reading and research. But they both offer some lessons
learned, I think. One is the Internal Revenue Service. I spent a fair
amount of my career there, and both started there and then came
back to it after the Reorganization Act of 1998. They had a mod-
ernization program and a restructuring program that was on two
different levels.

One was to go from a regionally based structure to a taxpayer
type or a customer type driven structure. That was actually a fairly
easy thing to do. Commissioner Rosati took that bull by the horns
and did a very remarkable job of reorienting the people of the IRS
and the structure and some of the processes.

The very difficult part that they have been struggling with since
I first worked there in the early 1980’s is the issue of modernizing
their computer systems. They have been attempting to modernize
their archaic master file for 20 some years now, and are not dra-
matically close to finishing yet. And they have had a series of very
extensive plans. But as the plan unfolds, and time passes, tech-
nology changes, the world changes around them, much as you were
saying. So the plan has had to change and evolve over time. They
have had to basically retrench along the way.

I think that is a key lesson learned. If you are having a long-
term restructuring that you need to be flexible enough to be able
to account for changes in the environment and new things that
come at you over time.

The other model, and this is one I am far less familiar with, but
some of the European posts, Deutsche Post, for example, it is my
understanding when they embarked on a modernization project,
and admittedly, it is dramatically smaller than what we are talk-
ing about here, they elected to do what amounted to shock therapy.
They just re-did everything at once, re-did their processing, re-did
their equipment. That is my understanding of it.

I don’t see that the Postal Service could do something like that
because of the enormous cost involved. But there certainly are
some lessons learned, good, bad and indifferent, from taking that
kind of approach.

Mr. DAvis oF ILLiNOIS. Thank you very much, Mr. Milbourn. We
will go to Mr. McHugh.
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Mr. McHUGH. Thank you, Mr. Chairman.

Welcome. By way of editorial comment, I would say how much
I know we all appreciate the continued efforts of both the GAO and
the Inspector General. Over my 14 years of involvement in these
issues, we have called upon GAO repeatedly to guide us and to as-
sist us. This is the latest initiative, and we are always not just very
happy but very much in need of your help and we appreciate that.
As someone who had a little something to do with the creation of
an independent inspector’s office, a few bumps and grinds aside, I
th(iink it was a wise decision. We are seeing a little bit of that
today.

Mr. Milbourn, I hope I didn’t bob my head too hard in agreement
as you were talking about what perhaps is one of the most pro-
found and yet in its structure one of the most simple challenges the
Postal Service faces, that is to cut costs but do it in a way that
hopefully enhances service. Yet as I look through the GAO report,
one of the more striking statements I saw, and probably because
it was bold headline, but it is also in the text, was that USPS does
not have a mechanism for determining AMP consolidation impacts
on delivery performance. And then they go on to talk about there
are some proxies, but proxies are not direct performance standards.

How do we help the Postal Service to develop that kind of proc-
ess? And the second question is more rhetorical, how can you really
go through a very necessary and yet critically dangerous process
like the AMP without having some kind of performance standard
measurement? Do you have any answers to that or suggestions, ei-
ther one of you?

Mr. MILBOURN. I do think it has to be something on a global
scale. In other words, I don’t think that the Postal Service can ap-
proach individual AMPs from the standpoint of trying to set per-
formance or service standards for that individual consolidation. To
me, I tie this back to the requirements of the new act that says
they have to do this kind of thing globally for the different cat-
egories of mail. Once they have that, then they have the criteria
to use with each individual AMP.

What we have been finding in our reviews with the AMPs is sim-
ply the fact that they have to be very cognizant of and analyze
what are the expected changes when they make a consolidation to
the standards that they already have and ideally to future ones as
they become established. And that needs to be a critical part of the
decisionmaking on whether in fact to consolidate under any given
AMP.

Mr. McHUGH. Ms. Siggerud, any thoughts on that?

Ms. SIGGERUD. I would agree wholeheartedly with what Mr.
Milbourn said. I think constructing some sort of delivery perform-
ance measurement approach AMP by AMP would be not a good use
of the Postal Service’s resources and probably not possible. We do
need to look to this time down the road when the reporting stand-
ards and the new technology will make such type and measure-
ment available.

Mr. McHUGH. So we can, I think, all agree it needs to be system-
side and that we don’t really have the answers at the moment as
to what those are. This is a work in progress, but—and I hope the
Postal Service agrees—it is a work that has to be completed if you
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are going to have an efficient evolution to a new model and one
that enhances delivery performance, yes?

Ms. SIGGERUD. Yes.

Mr. McHUGH. Well, that really, that was 4 minutes.

Mr. Milbourn, you talked about probably one of the best ways to
de-conflict the process, and the gentlelady from the District of Co-
lumbia was talking about some of the challenges of having Con-
gress involved. But probably the best thing we could do is tell Con-
gress you can’t contact the Postal Service, particularly in AMPs. I
just had two go through it, and I will tell you, I wrote a few letters,
and I am sure we all did.

But you talk in your testimony about reconciling what you de-
fined to be the sometimes conflicting message, that is a very gentle-
manly way of putting it, sometimes conflicting messages from influ-
ential stakeholders and mitigate their risk for possible to preclude
paralyzing inaction. Boy, how can we do that, because that is a
hard one.

Mr. MILBOURN. This is going to be really tough, because there
are so many important stakeholders out there. There is of course
Congress. But there are also mailers. And you and me receiving
mail at our house are an important stakeholder.

I think the Postal Service needs to reach out very broadly to all
possible groups to solicit this kind of input in an attempt to resolve
these kinds of conflicting views. The question I think that will re-
main is, is it within the Postal Service’s authority to elect to re-
solve some of these on its own, or will it be directed to do certain
things irrespective of what seems to be the best business decision
to make with all of the necessary input?

Mr. McHUGH. Mr. Chairman, I should have left him alone, he
wasn’t paying attention to the clock. If I may, with your forbear-
ance, just one what I hope will be a quick question. Ms. Siggerud,
you spoke about, and of course, the topic here today is the mandate
for modernizing service standards and measures. You talked about
{;he PRC involving itself in their necessary work of developing regu-

ations.

I am just curious, did you have a chance to assess the PRC’s ef-
f(})lrtsk“ghere, or is that progressing in a sufficient manner, do you
think?

Ms. SIGGERUD. We have not assessed the PRC’s efforts in this
area at this time.

Mr. McHUGH. Thank you, Ms. Siggerud. Mr. Milbourn, I don’t
expect you have an opinion on that?

Mr. MILBOURN. No, sir.

Mr. McHUGH. OK, thank you.

Thank you, Mr. Chairman. I told you it would be brief.

Mr. DAvis oF ILLINOIS. Thank you both very much. We may have
some additional questions that we would like to submit to you in
writing. But given the fact that we’ve got three panels, we will pro-
ceed and thank you very much for your testimony.

While we are getting ready to seat panel two, let me just ac-
knowledge that we are always pleased to have present former
Members of Congress who have deliberated long and hard on these
issues. I see that former Representative William Clay. Sir, we are
delighted that you are here. Thank you.
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While you are being seated, I will go ahead and introduce the
witnesses. Panel two is Dr. John Waller, who has been director of
the Office of Rates, Analysis and Planning of the Postal Regulatory
Commission since February 2005. His primary responsibilities are
directing the technical advisory staff of the Commission in support-
ing the commissioners in all proceedings and the development of
commission reports.

Mr. William P. Galligan was named senior vice president of oper-
ations in May 2005 and reports to the Deputy Postmaster General
and Chief Operating Officer. Mr. Galligan has responsibility for the
Postal Service’s engineering facilities, network operations manage-
ment and delivery and retail functions.

Gentlemen, we welcome you both and thank you very much. If
you would stand and raise your right hands.

[Witnesses sworn.]

Mr. DAvis oF ILLINOIS. The record will show that each one of the
witnesses answered in the affirmative, and we will begin with Dr.
Waller.

STATEMENTS OF JOHN D. WALLER, DIRECTOR, RATES, ANALY-
SIS AND PLANNING, POSTAL REGULATORY COMMISSION;
AND WILLIAM P. GALLIGAN, SENIOR VICE PRESIDENT, OP-
ERATIONS, U.S. POSTAL SERVICE

STATEMENT OF JOHN D. WALLER

Mr. WALLER. Thank you, Mr. Chairman. Thank you for the op-
portunity to be here today.

My remarks are based on the Commission’s 2006 proceeding on
the evolutionary network development plans of the Postal Service.
A copy of the Commission’s opinion is attached to my full written
statement.

The Commission endorses the Service’s goals to create a more ef-
ficient and flexible postal network that realizes cost savings while
maintaining service standards. The Commission also recognizes
both the value of using modern, computerized optimization and
simulation techniques to identify mail processing facilities for con-
solidation and the need to conduct site-specific reviews of individ-
ual facility consolidation plans as a reality check on the outputs of
the computer models.

However, the Commission’s analysis identifies significant prob-
lems that could result in a less efficient network with slower serv-
ice. For instance, the emphasis on consolidating operations from
smaller plants into larger ones, rather than consolidating from less
productive plants into more productive ones. Focusing on more pro-
ductivity holds more promise.

Transportation was not adequately considered in the END
plants. It was not clear how nationwide transportation would be re-
aligned, since the backbone of the network, the regional distribu-
tion centers, is shrouded in uncertainty. The Postal Service esti-
mated there could be anywhere from 28 to 100 such centers.

At the local level, only 6 of the 17 of the consolidation plans re-
viewed by the Commission revealed estimated transportation cost
savings.
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As of last year, network development plans did not consider the
significant changes in mail processing and transportation that will
occur with the introduction of the flats sequencing machines. These
machines are huge, expensive and were not incorporated in the
planning models.

The Postal Service recognizes that its network redesign program
could have a significant impact on service. However, in the pro-
ceeding, it did not provide a reliable estimate of the volume of mail
that would experience either a downgrade or an upgrade in days
to delivery. Nor did it estimate how often the Postal Service would
need to move up collection times from the blue boxes or require
earlier bulk drop-offs at their plants in order to meet performance
standards. Nor did it provide information on the impact consolida-
tions might have on time of delivery during an individual day to
the homes and businesses.

The Commission also found problems in faulty assumptions in
the computer models; in particular, not using actual mail process-
ing productivity and cost characteristics. Instead, the models as-
sumed idealized operations that ignore currently wide disparities
in productivity among plants.

There is also assuming that unit costs decrease as plant sizes in-
crease and this conflicts with evidence presented to the Commis-
sion. The site-specific development evaluation problems included
lack of consistency in review procedures, lack of criteria for ap-
proval or disapproval of proposed consolidations, lack of public and
mailer input and a severe tardiness in errors and analysis in the
post-consolidation reviews where the Postal Service would learn as
it goes forward.

While changes have been made and were made during the time
of the proceeding, it was questionable if flaws have been remedied,
particularly given the GAO report that has just been released.

In closing, let me emphasize that the Commission believes that
the Postal Service should have the flexibility and authority to ad-
just its operations and networks to meet its business needs and
create cost savings and efficiencies. However, the Postal Service
must be accountable and transparent to all postal customers and
be sensitive to the needs of the communities it serves.

Thank you. I will be pleased to answer any questions you may
have.

Mr. Davis oF ILLINOIS. Thank you very much, Dr. Waller.

Mr. Galligan.

STATEMENT OF WILLIAM P. GALLIGAN

Mr. GALLIGAN. Good afternoon, Mr. Chairman, Ranking Member
Marchant, members of the subcommittee. I am pleased to be with
you today.

As senior vice president of operations for the Postal Service, I am
responsible for engineering, facilities, delivery and retail operations
and most relevant to our discussion today, network operations.
There is a close and inter-dependent relationship amongst these ac-
tivities. They have a strong influence on the viability of our net-
work.
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Ultimately, our service standards and ability to meet them are
based on the effectiveness of the network. I look forward to discuss-
ing both of these important issues with you.

It is important that we view them within the context of the Post-
al Accountability and Enhancement Act, which was enacted last
December. The law resulted in major changes that affect not only
the Postal Service, but the entire mailing industry. One of the most
significant changes is the requirement that price adjustments for
our market-dominant products cannot exceed annual growth in the
consumer price index. These products represent 90 percent of our
business.

Unfortunately, some key cost drivers, such as energy and health
care benefits regularly exceed CPI growth. With this requirement,
the challenge for the Postal Service is to reduce costs and increase
productivity, while providing high quality, affordable, universal
service to our Nation. One approach we are pursuing is the exam-
ination of our processing and distribution and transportation net-
work. Today’s network is a product of an evolutionary process that
began when our system was created over 230 years ago. It ex-
panded to serve a Nation that was growing in population and terri-
tory. This infrastructure was adjusted over time to accommodate
steadily growing mail volumes, the latest trends in transportation
technology and specialized facilities to achieve greater efficiency.

In 1970, more than 2,000 facilities performed outgoing mail proc-
essing. Today, the number is less than 400. But in view of changes
in mail volume, and the types of mail entering our system, we
must continue to make our network even more efficient and capa-
ble of satisfying our customers’ needs. Since 1998, single piece, first
class volume has declined by almost 14 billion pieces, or 25 percent.
This erosion continues by 1.5 billion pieces each year. Without off-
setting system adjustments, this volume erosion reduces network
efficiency and negatively affects our bottom line.

We have also seen a growing shift to pre-sort mail which enters
our system much closer to its final delivery point. In 1970, virtually
all mail moved in and through our system. Today about 40 percent
of the mail we handle no longer requires end to end transportation.
This decline in single piece first class mail and the entry of more
mail deeper into our system means that our network is not aligned
with current and future needs. Excess mail processing and trans-
portation capacity drives up unnecessary costs and challenges our
ability to operate within the statutory limits of a rate cap.

As Postmaster General Potter testified here last week, our chal-
lenge is to close the gap between prices and costs while maintain-
ing quality service. He explained that management could proceed
along any of three paths. The first is continuing status quo, which
is obviously unacceptable. The second path is extensive contracting
out of work now performed by our employees. But this could under-
mine labor-management and employee relationships that are so im-
portant to contributing the excellent service we provide our cus-
tomers every day. We prefer a third path, working cooperatively
with our stakeholders to confront the critical issues we are facing
as an organization and as an industry.

The continuing modification of our network to reduce duplication,
increase efficiency, accommodate new equipment and meet chang-
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ing needs of our mailers is a strategy we are pursuing along this
path. Network adjustments have contributed to our ability to
achieve record levels of service, customer satisfaction and unprece-
dented levels of productivity. Based on more recent stakeholder
input, we have been working to improve our business processes re-
lated to implementing network changes. These include expanded
public notice, expanded public input and increased transparency.

Through all of these changes, we remain committed to our cus-
tomers by maintaining overall service responsiveness and to our
employees by not laying off a single career postal employee. The
new postal law also requires us to develop modern service stand-
ards and related measurement systems. Together with a large and
diverse group that represents all elements of the mailing commu-
nity, we are working to identify what changes may be warranted.
We are on target to complete this process next month. We are al-
ready consulting with the Postal Regulatory Commission so that
new service standards can be published by late December.

In developing measurement systems, we are exploring the pos-
sible use of our intelligent mail bar code as part of an information
platform that will allow us to leverage internal passive data collec-
tion to efficiently measure actual service performance.

We look forward to working with our stakeholders, particularly
the Postal Regulatory Commission, in achieving agreement on re-
vised service standards and measurement systems. I appreciate
having the opportunity to discuss these important issues with you
today and I would be pleased to respond to any questions you may
have.

[The prepared statement of Mr. Galligan follows:]
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Good afternoon, Mr. Chairman and members of the Subcommittee. | am pleased to be with you
today. 1 will be discussing the Postal Service's continuing progress in effectively managing the
evolution of our mail processing network to promote efficiency, manage costs, and protect the
high levels of service it provides for our customers. | will also touch upon efforts to update our
service standards and performance measurement systems.

My name is Bill Galligan. As the Postal Service's Senior Vice President for Operations, | have
overall responsibility for engineering, facilities, delivery and retail operations, and, most relevant
fo our discussion today, network operations. There is a close and interdependent relationship
between each of these activities which, ultimately, have a strong influence on the shape,
effectiveness, and efficiency of our end-to-end operations.

Engineering is responsible for the development, deployment, and maintenance of the advanced
mail processing technology that has made the United States Postal Service the most productive
in the world. Engineering’s efforts reflect a keen sensitivity to the ability of our existing facilities to
accommodate state-of-the-art equipment, to the processes and work flows that contribute to
achieving the most efficient equipment utilization, and to changes in mail usage patterns that will
guide the development of future generations of equipment,

With a national processing, distribution, retail, and delivery network comprising aimost 37,000
leased or owned sites, the Postal Service relies on its facilities group to identify, acquire, and
maintain the buildings that provide optimal support for a wide range of specialized requirements,
from the smallest Post Office to the largest mail processing center. An important goal of this
group is securing facilities that provide the long-term flexibility necessary to accommodate
changes to work flow, processes, and equipment that can occur over time.,

Delivery and retail is responsible for development of the policies and programs that govern the
aperation of the nation’s largest retail network and the delivery of 213 billion pieces of mail to
more than 146 million households and businesses annually. Day-to-day operation of our retail
and delivery units is the responsibility of our field operations organization, including our nine
Areas and 80 Districts.

Network operations, through its ongoing partnership with each of these groups, is responsible for
developing and maintaining an efficient and cost-effective national network of transportation, mail
processing and distribution support. Managing these networks requires a constant adaptation to
changing situations and requirements. These include shorter term adjustments arising from
catastrophic events such as Hurricane Katrina, the anthrax crisis, and the 9/11 terrorist attacks.
Longer-term structural adjustments can result from changing space needs; improvements in
processing equipment; shifting population centers; mail volume fluctuations and declines;
changes in mailer behavior, such as greater levels of presorting, and the deposit of mail deeper
into our system; and the development of new strategies to improve efficiency and service.
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In the simplest of terms, the role of network operations represents the core of a multi-step value
chain. It begins with the local collection of First-Class Mail deposited into our system at Post
Offices, street collection boxes, residential mail receptacles, or from community businesses, and
its transportation to a centralized processing facility, generally called a plant. Commercial mailers
with larger volumes usually deposit their mail right at the dock of the processing facility.

At the plant, stamped mail, a relatively small and declining percentage of our total mail volume,
receives a cancellation and a postmark. The majority of mail, with paid postage represented by a
printed permit or a postage-meter indicia, bypasses these initial operations.

Based on its characteristics and ultimate destination, the mail is then directed to different sorting
operations. Mail for local delivery can be sorted to the delivery office, the various carrier routes
within a delivery office, and the actual sequence in which mail is delivered on the route itself.
This mail is later transported to the local delivery office for next-day delivery.

Mail for delivery to more distant points may be sorted by state, city, or three-digit ZIP Code prefix.
For destinations with service standards that can be met by ground transportation, this mail is
trucked to a destinating mail-processing plant. If standards cannot be achieved through ground
transportation, First-Class Mail is flown to the destinating plant.

At the destinating plant, the incoming mail is commingled with other mail for similar destinations —
whether generated locally or from longer distances ~ and sorted, as in our previous example, to
the appropriate delivery office. From there, local transportation brings it to the delivery office for
final delivery. Based on our established service standards ~ generally reflecting the distance
from mailing to delivery points ~ non-locally-generated First-Class Mail is delivered on the second
or third day after mailing.

Other types of mail, including bulk First-Class Mail, bulk Standard Mail, and Pericdicals, normally
experience some variation on this basic processing model. This may include movement through
different types of processing facilities, and the bypassing of many Postal Service processing and
transportation operations due to entry of mail as close to the delivery point as possible.

Qur processing and distribution network, as it exists today, is the product of an evolutionary
process that began when the system was created more than 230 years ago. Over that period, it
expanded to serve a nation that was growing in population and territory. It adapted its
infrastructure, from one that was developed to serve a largely rural nation, to one that was
increasingly defined by its urban areas, and, in the years since the Second World War, to the
rapid growth of suburbia and, more recently, “edge cities”.

In the earliest days of our system, when absolute and per capita mail volume was relatively low,
postmarking and mail sorting occurred at each individual Post Office. In the mid- to latter-
nineteenth century, mai! voiume growth began a sharp and steady increase. Among the causes
were the rapid expansion of our economy, the establishment of uniform and affordable national
postage rates, the introduction of the prepaid postage stamp, and the inauguration of carrier
delivery service. The burgeoning mail volumes ~ and the fact that more mail than ever was
fraveling longer distances ~ made it increasingly impractical and costly to process and sort mail in
such a decentralized manner.

in the larger cities, a new concept, the General Post Office, resulted in the construction of larger,
multi-purpose facilities. In addition to providing local mail service, they also served as central
mail processing points, achieving the economies of scale that were impossible to realize through
a network of much smaller offices with only a small fraction of their capacity.
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The General Post Office was often co-located with a city's main rail depot, providing unimpeded
access to mail volumes that were carried by the railroads — which had become the nation’s
primary and fastest form of long-distance transportation. This avoided the delays resulting from
congested trban street traffic in moving mail back and forth between a more distant railroad
station and the Post Office.

While the rails transported bulk quantities of mail quickly, it still had to be processed when it
reached the terminal Post Office. This changed with the establishment of the Railway Mail
Service, permitting mail to be sorted in special cars as they moved along the route, with pouches
dropped off for local delivery at intervening towns as the train sped through. Locally generated
mail was picked up from towns on the route. By the time the train reached its terminal, mail that
had been sorted along the way was commingled with other mail aiready sorted and quickly sent
along to its destination, across the city or across the nation. By 1930, their peak year, more than
10,000 trains moved the mail.

Only 35 years later, this number was less than 200. And by 1977, the Railway Post Office — and
for the most part, the commercial elements of our national passenger rail system ~ were history.
One of the backbones of our processing and distribution system for a better part of a century, the
railroads could not overcome the transportation advantages offered by progress in air
transportation and a modern interstate highway system.

At the same time, a strong and growing economy altered consumer behavior substantially from
the “make-do” Depression and war years. Decades of pent-up consumer demand resuited in
levels of purchasing never before imagined. Increasingly sophisticated advertising and direct
mail industries became critical links between consumers and selfers. And new financial tools, like
consumer credit cards, offered an unheard of degree of flexibility to everyday buying activities.
These activities resulted in a new reliance on the mail — for sefling, shipping, and billing.

This contributed to a steadily-growing mail volume and the need to find more efficient ways to
process mail volume that registered record growth year after year. Advances in mechanized mail
processing and sorting made it possible to increase efficiency by concentrating resources —
including new equipment and employees — at a fewer number of larger facilities that, because of
their size, offered the flexibility necessary to accommeodate new equipment.

At the same time, suburban growth placed new demands on developers, local governments, and
the Postal Service to provide services to the families who were moving into new subdivisions far
from the city centers. As the new communities were served by new and improved highways, new
schools, innovative shopping centers, and of course, extension of mail delivery, demand for
additional housing increased, creating more than a haif century of unparalieled suburban and
exurban develjopment.

Mail volume continued its seemingly unstoppable growth. Coupled with suburbanization and the
development of the automated processing equipment necessary to absort burgeoning mail
volume without sharply increasing staffing and compensation costs, the Postal Service took a
new approach to mail processing.

In most cases, the existing General Post Offices could not readily accommodate the needed new
equipment. Nor could their locations, most often in downtown areas, accept the vastly increased
truck traffic necessary to bring mail to and from what had often become sprawling bedroom
communities and more distant airports.
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Over the last four decades a network of centrally-located mail processing facilities was developed
and constructed, located to take advantage of the proximity of highways and airports. They were
designed specifically to maximize efficient mail flow, equipment utilization, and the economies of
scale generally not possible in smaller, older, multi-level facilities that were insufficient for the
space needs of modern processing equipment and their supporting conveyor, containerization,
and transportation systems. In some cases, these newer facilities could accommodate up to 200
trucks at a time, rather than the much smaller number, often no more than a dozen, possible in
core city locations.

When the modemn, self-supporting Postal Service was created by the Postal Reorganization Act
of 1970, more than 2,000 facilities served as our primary, outgoing mail-processing locations.
Today, that number has been reduced to less than 400. Most mail processed in our nation today
moves through one or more of these facilities. in fact, virtually all mail generated in the cities and
towns of America is foday processed at a centralized mail processing facility, along with mail from
hundreds of surrounding communities. This has been the practice for decades. ltis the
exception that locally-generated mail is processed at the local Post Office.

Our flexible network approach has allowed us to keep pace with the needs of a changing nation.
It has supported improvements in process consistency, equipment standardization, the
economies of scale, and the achievement of record service performance and customer
satisfaction. But the fact that our network has evolved into the form it occupies today should not
be taken to mean that this is its ideal configuration.

The key fact that must be taken into consideration as we examine the future of our processing
and transportation networks is that the dynamics of the 21st century communications market
have altered - forever — the basic assumptions of postal economics in @ monopoly environment.
The traditional postal monopoly, while it still exists as a matter of theory and law, particularly for
what the Postal Accountability and Enhancement Act of 2006 terms our "market-dominant
products,” does not exist in actual practice.

The explosive growth of electronic communications and an intensely competitive package
delivery sector have led to the diversion of messages, business and financial transactions, and
packages from the mail channel. Competition exists for every piece of mail that moves through
our system.

This has significantly slowed overall volume growth, with actual declines in some products, and
resulted in shifts from higher-margin products such as First-Class Mail — which represents 50
percent of our revenue base ~ to products like Standard Mail, which make a lesser contribution.
However, Standard Mail volume is not growing at a rate sufficient to offset the decline in First-
Class Mail. And our projections give us no reason to believe that First-Class Mail volume will
rebound.

In a practical sense, this means that mail volume growth can no longer match the historic trends
of the last three decades. In fact, we are projecting an absolute decline of one billion pieces of
mail during the current fiscal year. At the same time, we will incur the expense of expanding our
delivery network to accommodate almost fwo million new homes and businesses each year. On
average — even with the recent rate change — we are delivering fewer pieces of mail to each
address and average revenue per delivery is decreasing.

The business model created by 1970’s Postal Reorganization Act to sustain a self-supporting
Postal Service had as its basic assumption that continued growth in mail volume would produce
the revenue necessary to offset the costs of an ever-increasing delivery base. That model is
broken because mail volume is no longer growing at a rate sufficient to sustain delivery
expansion.



80

While the Postal Accountability and Enhancement Act does respond to the Postal Service's need
for flexibility in key areas such as price-setting and product differentiation, it does not fix the
broken business model. However, with its stress on our ability to balance costs and the prices we
charge for our services, the Act severs the historic linkage between our revenue requirements
and our rates. By law, we are now required to keep prices at or below the rate of infiation for
market-dominant products, which represent over 80 percent of our revenue base. Unfortunately,
our costs are not governed by this same standard and many, such as energy and health benefit
costs, have been rising faster than the consumer price index.

This is not a formula for long-term success. The challenge is to close the gap between prices
and costs while maintaining quality service. The question is, “How do you do that?" As
Postmaster General John E. Potter testified before this Subcommittee last week, management
can proceed along any of the following three paths.

The first is operating as we have been since the Postal Reorganization Act of 1970 created
today's Postal Service. it is difficult to argue with the success that it has engendered, particularly
in the areas of service and efficiency improvements, and moving from a heavily subsidized to a
self-supporting organization that has met its financial "break even" requirement.

But the rate cap imposed by the Postal Accountability and Enhancement Act of 2006 has
changed the ground rules. Taking a “business-as-usual” approach would conflict with our
responsibilities under the new faw: we no longer have the option of adjusting rates to compensate
for rising costs. Managing responsibly means that our focus has to be on keeping overall cost
growth at or below the rate of growth in the consumer price index.

A second path to closing the gap between our costs and our rates would be the wide ranging
outsourcing of duties now performed by our own employees. From a balance-sheet perspective,
this could have a considerable effect on helping to reduce our costs. But it does not come
without other costs that could affect our business success by interfering with our focus on working
together to provide our customers with the best service possible.

We prefer a third, more inclusive path, one that involves working cooperatively with our unions
and other stakeholders. We believe this is the best way to understand and address the issues
that affect all of us, such as growing revenue and reducing costs. Our collective experience and
ideas can be greater than those of each of us individually, resulting in the best approaches to the
challenges we are facing.

| believe this approach is directly applicable to the actions we have been taking in response to the
changes that are — and will continue to be — affecting our mail-processing network. They involve
changes in the mail volume and mail mix handled by our processing facilities, changes in how
mailers prepare and tender their mail, and the acquisition of new technology designed to increase
accuracy and efficiency.

Since 1998, the volume of single-piece First-Class letters entering our system has declined by
aimost 14 billion pieces, or 25 percent, and this erosion continues by about 1.5 billion pieces
annually. This is a very disturbing trend, particularly when viewed within the context of the
average daily mail volume of 700 million pieces that moves through our system. Without
offsetting adjustments, this volume erosion reduces processing efficiency and negatively affects
our bottom line.

Bulk First-Class, Standard, and Periodicals mail, because it is largely presorted, can bypass
many of our processing operations, resulting in greater efficiency for the Postal Service. This is
not the case with single-piece First-Class letters, which require far more handling as they move
through our facilities, resulting in higher per-piece processing costs.
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Our investments in high-speed canceling, barceding, and sorting technology was intended to
maximize processing and distribution productivity for this mail, minimizing processing costs and
achieving optimum return on our equipment investment. However, in many locations this
equipment is no longer processing the intended volumes, resulting in productivity declines,
increased costs, and a diminished return on investment.

The erosion of single-piece First-Class Maii represents two trends in changing mail use, which
affect our processing network. The first is the decline in total First-Class Mail volume, which fell
from a peak of 107 billion pieces in 2001 to 98 billion pieces last year. The second is the shift on
the part of many mailers from single-piece First-Class Mail to less-expensive workshare-rate bulk
First-Class Mail. In 2005 alone, this shift resulted in a $300 million revenue decline.

The growing shift to presort mail permits mailers to take advantage of rate incentives that
encourage depositing this mail much closer to its final delivery point. In some cases, this mail is
entered at the actual delivery office. In other cases, it may be entered at the local processing
plant serving the delivery office. Either way, this mail bypasses most of our “end-to-end”
processing operations, the plants in which they are located, and the transportation networks that
link them together.

In 1970, virtually all mail was entered into our system where it originated — an acceptance facility
in the vicinity of the location where it was prepared by the mailer. That has changed appreciably
in the intervening decades, dramatically shrinking the use of our network. Today, approximately
40 percent of the mail we handle no ionger requires end-to-end transportation. We expect this
overall trend to continue.

Both the decline in single-piece First-Class letters and the entry of more mail deeper into our
system means that our network, as it exists today, is not aligned with our current and anticipated
future needs. The resulting excess mail-processing and transportation capacity drives
unnecessary costs challenging our ability to successfully operate within the limits of a statutory
rate cap.

Given this challenge, we cannot afford to let our processing operations become iess productive,
something that will occur if we maintain the shape of the current network. It is imperative that we
reduce overhead costs sufficient to offset declines in mail volume and fundamental changes in
how mail moves through our system. This is why we must have the ability to adjust our
infrastructure to reduce excess capacity, duplicative processes, and their associated costs.
These necessary system adjustments will contribute to our ability to keep cost growth at or below
the rate of inflation, balancing the requirement that rate increases do not exceed the rate of
inflation.

A third important factor in the continuing evolution of our network is the pending deployment of
the latest generation of automated mail sorting equipment, the Fiat Sequencing System, for non-
letter-sized items such as catalogs, magazines, and larger envelopes. While we have been
successful in automating major elements of our mail processing, support, and retail functions, the
physical delivery of hard-copy mail is not automatable. But, as we have learned through the
progress in letter-mail processing, we can increase delivery efficiency through the automated
sorting of mail into the sequence in which it is delivered by our delivery carriers. Reducing carrier
in-office mail-preparation time can increase the time available for actual mail delivery, allowing us
to better manage the costs associated with serving a growing delivery base and better respond to
the financial pressures of reduced revenue per delivery.
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Extensive testing of the Flat Sequencing System (FSS) in a live-mail-processing environment in
Indianapolis has been successful. Phase one of a multi-phase deployment will begin in 2008,
with completion anticipated by 2010. To the greatest extent practical, our goal is to integrate the
FSS into select, existing facilities, based on the level of delivery volume, rather than to burden our
ratepayers with the expenses of leasing or constructing new facilities. However, because of the
very considerable space needs of this equipment, adjustment or relocation of some other
processing operations, in some cases to other nearby facilities, may be required.

Today's processing and transportation network is the product of a continuing evolution based on
a wide range of factors that affect our business. And, as we have seen, those factors can and do
change over time. By continually improving our distribution and transportation systems, we have
been able to achieve and maintain record levels of service, and customer satisfaction and
unprecedented levels of productivity.

Despite these successes, some concerns have been raised regarding recent efforts to
consolidate some mail processing operations in a number of locations through our Area Mail
Processing concept. These adjustments are due to the decline in single-piece First-Class Mail,
advances in automated mail-processing and distribution technology, and a growing shift in the
entry of mail to locations much closer to the final delivery point. These adjustments generally
result only in the transfer of a iimited number of operations from one facility to another, notin the
closure of affected facilities.

By combining the processing of this mail from multiple locations to a single, centralized location,
we can reverse the decline in equipment efficiency resulting from reduced mail volume and daily
throughput. We can reduce maintenance costs as we fimit the amount of equipment requiring
service. We can reduce the costs associated with obtaining new equipment as existing,
underutilized equipment can be redeployed where it can be better used. And by reassigning
employees from the affected aperations — consistent, of course, with our obligations to them
under the collective-bargaining agreements with our unions ~ we can minimize disruption to our
employees’ lives.

The Postal Service has been pursuing the Area Mail Processing concept for over three decades.
This program has made it possible to decrease the number of outgoing processing Jocations by
80 percent, to fewer than 400. Our efforts today are simply a continuation of that process,
accelerated by the extremely sobering imperatives of a radically- and rapidly-changing business
environment. Over the years, the move to Area Mail Processing has not resulted in the layoff of a
single, career Postal Service employee. This is not about to change.

Many of our stakeholders have raised a number of valid concerns regarding our implementation
of Area Mail Processing initiatives over the last two years. As a result, we have revisited our
policies, which have not been revised in many years, to address these important issues. Our
revised policies, which will be issued shortly, will include well-defined public notice and public
input processes, and increased transparency. What will not change are our continuing efforts to
provide a network infrastructure that is more cost-effective and service responsive overall.

We discussed the key elements of our strategy to increase the pace of the evolution of a more
efficient network in our originat 2002 Transformation Plan and its successor Strategic
Transformation Plan 2006-2010. In 2003 the bipartisan President's Commission on the United
States Postal Service, in its report Embracing the Future: Making the Tough Choices to Preserve
Universal Mail Service, issued a strong endorsement of our goal of streamlining our distribution
network to reduce costs, increase operational effectiveness, and improve consistency of service.
As you know, in the Postal Accountability and Enhancement Act of 2006, Congress endorsed this
aspect of the Cormmission’s work and strongly encouraged the Postal Service to expeditiously
move forward in its network streamlining efforts.
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In planning for today's hearing, the Subcommittee has also expressed its interest in the Postal
Service's efforts to develop modern service standards and to measure our performance against
those standards. Both of these requirements were established by the Postal Accountability and
Enhancement Act, which recognizes that sound adjustments of the Postal Service's processing
and transportation network depend upon accurate service standards and performance
measurement systems for our market-dominant products. in furn, greater network efficiency will
be the primary driver behind better service performance in the future. We have undertaken a
wide range of activities to comply with the requirements of the new law in this respect.

First, we are working with a diverse group of stakeholders to examine existing end-to-end
service-standards for our market-dominant products. This is helping us to identify which
standards may be candidates for revision, based on factors such as changes to business rules,
actual network capabilities, or the growth of worksharing programs since current standards were
first established. This will provide the baseline information necessary to determine if
modifications to some standards are warranted.

Our efforts involve the participation of the Mailers Technical Advisory Committee, in a main
workgroup that involves over 100 representatives from all elements of the industry. This
workgroup includes the participation of the independent Postal Regulatory Commission and the
Government Accountability Office. We have also surveyed more than 35,000 small businesses
and residential customers to help guide the development of the new standards. Outreach efforts
also include interacting with attendees of the National Postal Forum, the leading annual mailing
industry trade gathering, and briefings to our employee unions and management associations.

We are on target to complete this review — which will include proposed new service standards —
by next month. This will provide us with sufficient time for required consultation with the Postal
Regulatory Commission prior to the publication of revised service standards by late December
2007.

Qur goal in developing these standards is {o meet the needs of our customers while building from
a base that is within the reach of the capabilities of our system. And, as we establish full
accountability in achieving the new goals on the part of our managers, we believe that fairness
dictates that we compile a full year's baseline of performance data under the changed standards
prior to linking their performance evaluations to the achievement of the new goals. As an
organization, however, we will bring all of our efforts to bear on meeting the revised service
standards as soon as they are effective.

Just as important as the establishment of the new standards is the development and
implementation of measurement systems to determine our compliance in meeting the standards.
This is a subject that is also being examined by the Mailers Technical Advisory Committee.

Our efforts include planning for the possible use of the Intelligent Mait platform for accurate
service performance measurement. Leveraging this internal, passive data collection system will
aliow us to accurately measure aggregate performance data — rather than sampling. We believe
this is uitimately in the best interests of our customers, who uitimately pay for service
measurement through the price of postage.
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Our innovative Intelligent Mail system uses barcodes that uniquely identify each piece of mail for
purposes of sorting, identifying special services, performing diagnostics as we identify system
“pinch points,” and providing status data to mailers. From the perspective of a passive service
measurement system, the Intelligent Mail barcode will permit us to identify when mail enters our
system, track the mail as it moves through the network, and tell when it has been delivered. As
we expand Intelligent Mail to different types of mail, it can be used to accommodate service
measurement needs. We anticipate full implementation of the Intelligent Mail barcode for most
commercial mail in 2008. The Intelligent Mail barcode contributes to enhancing the value of the
mail for our customers, contributing to their business growth and success, ultimately helping the
Postal Service to achieve its critical goal of revenue growth.

We look forward to working with our stakeholders, particularly the Postal Regulatory Commission,
in achieving agreement on the issues of revised service standards and measurement systems for
our market-dominant products.

| appreciate having the opportunity to discuss these important issues with you today. 1 would be
happy to respond to any questions you may have.

# # # #
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Mr. Davis oF ILLINOIS. Thank you gentlemen very much.

Mr. Galligan, I think you present a rather comprehensive look at
some of the problems and difficulties which the Service is facing,
especially when you talk about the decline in first class mail and
decline in the number of pieces of mail that there is to be delivered.
Given these difficulties, or given these realities, redesigning and
streamlining the postal infrastructure has been under consider-
ation for quite some time. When you consider service to customers,
the needs of mailers, the future impact of automation, and the en-
tire environment in which you are working, what do you envision
the new network looking like? And when would you see it sort of
coming online in terms of saying, here is what we think it is really
going to have to be?

Mr. GALLIGAN. Mr. Chairman, I think that in much of the dis-
course around this subject, we have to look at it from two different
points of view. Our core competency as an organization is our net-
work of delivery and retail facilities. That intact is a fundamental
strength of our organization.

Our processing and distribution centers, that are world-class,
with letter and flat automation and we are adding to that flat auto-
mation base as we move forward with the flat sequencing system,
form the backbone of our future network. We also have an excellent
air strategy that is part of that network, that moves mail in the
air via two very competent suppliers and a select number of com-
mercial airlines.

Where we are right now, I know it has been called unclear, but
it is in fact part of a business concept that we are working through,
is what do we do with our long-haul ground network and what has
been called our bulk mail center network. We are working through
market research on that effort, and certainly we intend to be out
with our facilities plan in accordance with the new law by June of
next year.

So my vision of the future at this point in time is we are certain
that the erosion of first class mail continues. The consolidation of
outgoing facilities continues on a very evolutionary scale. Our air
network strategy is very clear. The work we are doing right now
that will bring certainty to our total ground network and our bulk
mail center network is still to be determined. It is a work in
progress.

Mr. Davis oF ILLINOIS. You gave great credence to the relation-
ships between all components of the system, that is, management
and labor, working cooperatively together. What mechanisms do
you have in place to solicit input from the unions and management
associations relative to planning the new system or the new de-
sign?

Mr. GALLIGAN. We fully intend, as we move through examination
of any business process, to communicate to our impacted organiza-
tion, union organizations, what it is we are looking at, research
and how that would play out. We have already been in communica-
tions, I personally, with leadership around where we are with our
business concepts. These are not plans, these are not decisions.
These are essentially steps forward for us to build a business case
that will ultimately bring to fruition a full-scale facilities network
plan for the U.S. Postal Service. I look forward to working with the
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leadership of all impacted labor organizations to be very up-front
in that regard.

Mr. DAvis oF ILLINOIS. Dr. Waller, what are the PRC’s views on
the Postal Service’s strategy for realignment that you have heard
up to this point? How do you respond to what you have heard?

Mr. WALLER. Well, a lot of what we have heard is still similar
to what was there last year. It isn’t as if that much time has gone
by. So a lot of the reactions are the same that are in the report.

It has just been pointed out that particularly the big hole is the
BMC network, and what is the strategy going to be there for that.
I think new initiatives are being pursued by the Postal Service,
from what was just said, to try and firm that up. I think that is
a useful move because you can’t, unless you know what the back-
bone of the major transportation system is going to be, it is hard
to adjust and say anything more than we said before.

I think some of the criticisms still hold. I don’t know to the ex-
tent that they are going to revise their use of the models that were
a part of the END process. But to the extent there, they do need
some revisions to put in inputs that reflect more reality of what is
going on out there in the field right now.

There is a great diversity in the performance among the plants.
Until that comes before the Commission, a lot of times there is no
explanation of why that diversity exists. It is just said to be fixed
and persistent over time. Until some of those are understood bet-
ter, it is going to be hard to understand how they are going to af-
fect that ending up with a more productive network. Hopefully that
will be taken care of, too, and they will have more realistic models
if they continue to use that approach.

Mr. Davis or ILLiNOIS. Thank you gentlemen, very much. Mr.
Marchant.

Mr. MARCHANT. Mr. Waller, you said in the last part of your tes-
timony that the PRC has brought transparency to the postal net-
work development plans. But the previous panel specifically said
that was not the case.

Mr. WALLER. I think where we were when we started the case
to where we were when we ended the case, when the case started
and took a great deal of effort on the part of the people asking
questions to find out exactly how many of the facilities were under
consideration for modification, I think this enlivened the process
very much, the review of them that has been going on then across
the country right now.

We, I think through the asking of questions about the AMP proc-
ess, got much more public input. There was a lot of forces causing
that to happen. But as it became apparent, as the case started,
that very little was out there in the public, including just what was
the list of candidate facilities that had come out of all this modeling
process, I think that helped add transparency. I think the AMP
process did improve with more public input. But just identifying
that was a need has, I think, been a value added.

Mr. MARCHANT. So you don’t view the Government Accountabil-
ity Office, do you view them as an adversary or as someone who
is helping you?

Mr. WALLER. Oh, I think it is very useful. I think they endorsed
and reiterated a lot of the conclusions that were in our advisory
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opinion. I think there is a lot of similarity and they just picked it
up and said, yes, in the few months that have gone by, not much
has changed.

Mr. MARCHANT. I have a bulk mail facility in my district. When
it comes to the bulk mail facilities, is that really a public input
issue? Or are the retail facilities more of a public input?

Mr. WALLER. I think it is a public—any part of the node that
mail is particularly dropped off, there are particular discounts that
are for the BMCs. If you close or move them, people that are using
them as an input are going to have to adjust where they, and it
may be more expensive for them.

Mr. MARCHANT. So in this case, the public would be the retailers,
the mailers.

Mr. WALLER. It would be retailers, it would be the local commu-
nities, too, that would be affected. I think the broader you set a net
to get ideas, the better off you are going to be, because the more
people are going to understand the needs. So I would say both the
local community, the labor, people who understand the local issues.
But in particular, the mailers that actually use it have to, I mean,
it has been pointed out that the work sharing concept has evolved
to a large extent.

Well, that is where now the mailers are doing a lot of the work
previously done by the Postal Service and inserting it deeper into
the system. Those insertion points are very critical, both to the
mailer, what kind of service are they going to get at that insertion
point, etc., and if you start mixing those up, you have to examine
the impact it is going to have on them.

For instance, I would assume that there are a lot of possibly
mailers near you, consolidators near your center who have built in-
frastructure themselves. So it is not just the Postal Service that
would end up changing. There would be changes within the mailers
who would use it. If they can’t continue to use it in an efficient
way, then the system itself overall is not going to get more effi-
cient. So it has to be considered as not just what is happening to
the Postal Service, but what is happening to the people who insert
mail into the system and then how fast it gets to the people who
are receiving the mail.

Mr. MARCHANT. Well, and every 2 years, all of us have the oppor-
tunity to get into the bulk mail business. [Laughter.]

Especially in media markets like Dallas, where that is the only
affordable way to communicate, whether it be campaign or MRA.
So it is a vital interest to all of us. But yes, my district is sur-
rounded, DFW Airport. So yes, the bulk mail people have located
there, J.C. Penney, all of the major mailers.

I appreciate your efforts. Thank you.

Mr. DAvis oOF ILLINOIS. Thank you very much. You mean tele-
vision is too——

Mr. MARCHANT. For my district it is. [Laughter.]

Mr. DAvis oF ILLINOIS. So you can’t be doing much of that.

Let me just ask an additional question or so. Mr. Galligan, no-
body likes to mention or make reference to, but I did note that Mr.
Milbourn in his testimony did suggest that there might be times
when you might have to look at the appropriateness of 6 day deliv-
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ery in some instances, or some places. Is there much thought or
conversation given to that kind of thinking?

Mr. GALLIGAN. I know Congresswoman Norton mentioned mis-
sion impossible. I don’t share that we are on a mission impossible
course, but it is a mission challenged. My personal opinion, and I
think it is shared by our Postmaster General, is that the issue of
6 day delivery cuts to a public policy debate that goes to the notion
of universal service.

I can assure you that organizationally, in my delivery and retail
organization, we are not preoccupied at this point in time with any
notion around changing our days of delivery to a 5-day model or
an every other day model. There would be a point in time where
our cost burden against the top line revenue is so out of whack that
needs to be considered. I think it is a matter of public policy de-
bate. I think it would cut through to the very notion of the mail
monopoly and universal service.

And not to pass a monkey off my back, Mr. Chairman, but I kind
of think that issue would probably fall up to your Chair.

Mr. Davis oF ILLINOIS. Well, I think it is something that cer-
tainly some people give thought and consideration to. And I think
it is something that we have to be cognizant of. I will agree with
your initial assessment that there are no simple solutions to very
complex problems. There are complexities which do in fact exist. I
think what we all want to do is try and make sure that we have
a viable Postal Service that does in fact embody the principles of
universal service and the principles of work opportunities and all
of those things that we have come to know it as being.

So let me thank you gentlemen for your testimony. I am sure we
will be continuing to look at all of that.

Let me also just indicate that Congressman Adam Schiff has
questions that he would like to submit as part of the record to the
Postal Service for answers. Without objection, that will be so or-
dered.

N Gentlemen, thank you very much. We appreciate your being
ere.

While our third panel is being seated, I will go ahead and intro-
duce them. Panel three, Mr. Michael Winn, has served as the direc-
tor of postal operations for R.R. Donnelley, who is a member of the
Association for Postal Commerce. Mr. Winn has been active in
many printing industry associations and has been a member of the
graphic arts industry for over 30 years. I might also indicate that
R.R. Donnelley is one of the major business operations in my con-
g}ll'essional district. We are indeed pleased and delighted to have
them.

Mr. Robert E. McLean has been the executive director of the
Mailers Council since 1996. He furnishes management services for
the non-profit advocacy organization, serves as its public spokes-
man and represents the Council on Capitol Hill.

Mr. Jerry Cerasale joined the Directing Marketing Association
[DMA] in 1995. As senior vice president, Government Affairs, he
is in charge of the DMA’s contact with Congress, all Federal agen-
cies and State and local governments.

And Mr. Timothy May serves as general counsel and postal coun-
sel to mail order companies, mailer associations, publishers and or-



89

ganizations of postal employees, including the Parcel Shippers As-
sociation, the National Association of Postal Supervisors, NetFlix
and Capital One.

Gentlemen, welcome. And if you would rise and raise your right
hands.

[Witnesses sworn.]

Mr. DAvis OF ILLINOIS. The record will show that each one of the
witnesses answered in the affirmative. And welcome. Mr. Winn, we
will begin with you.

STATEMENTS OF MICHAEL J. WINN, DIRECTOR OF POSTAL AF-
FAIRS AND MAILING OPERATIONS, R.R. DONNELLEY; ROB-
ERT F. MCLEAN, EXECUTIVE DIRECTOR, MAILERS COUNCIL;
JERRY CERASALE, SENIOR VICE PRESIDENT, GOVERNMENT
AFFAIRS, DIRECT MARKETING ASSOCIATION, INC.; AND TIM-
OTHY J. MAY, GENERAL COUNSEL, PARCEL SHIPPERS ASSO-
CIATION

STATEMENT OF MICHAEL J. WINN

Mr. WINN. Thank you, Mr. Chairman.

Mr. Chairman and members of the subcommittee, thank you for
providing me this opportunity to testify on behalf of the Association
for Postal Commerce [PostCom]. I am a member of PostCom’s
board of directors and the executive committee of the board. On be-
half of PostCom’s membership, we appreciate the opportunity you
have provided PostCom to submit our views on the significant post-
al issues that you are examining in this hearing.

PostCom’s membership consists of businesses and organizations,
large and small, that use the postal system to communicate with
their customers, donors and constituents. PostCom membership
also includes the printers, logistics companies, fulfillment houses,
software providers and others to make use of the postal system
possible. Collectively, our membership is estimated to account for
in excess of 70 percent of all the revenues the Postal Service re-
ceives from the standard mail sub-classes.

But our interest in the postal system goes far beyond these sub-
classes. It is estimated that PostCom members accounted for about
50 percent or more of the total volume of catalogs weighing over
one pound, books, audio and video materials and parcels that the
Postal Service handles each year. Our membership also makes ex-
tensive use of first class mail and of both domestic and inter-
national shipments handled by alternative service providers, such
as UPS, FedEx and DHL. PostCom thus has a vital interest in as-
suring the existence of an efficient, responsible, financially stable
and competitive Postal Service.

My company, R.R. Donnelley, is the largest printer and postal lo-
gistics provider in the United States. As a mail service provider, we
work with our customers to prepare enormous amounts of mail in
all classes: periodicals, catalogs, parcels and letter mail. R.R.
Donnelley produces a very significant portion of the mail pieces
that are processed by the Postal Service and provides logistics for
even more.

The passage of the Postal Accountability and Enhancement Act
was a critical step to enable the Postal Service to address the dif-
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ficult issues that it confronts in the current market environment.
The Postal Service faces the continued expansion of postal delivery
points, which increases its costs and at the same time, a decline
in the rate of growth of mail volume, which adversely affects reve-
nues.

With the passage of this act, Congress altered the regulatory
framework in a comprehensive manner that strengthens regulatory
oversight and enhances transparency, while providing the Postal
Service the necessary management incentives to meet these chal-
lenges through greater operational efficiency and high quality serv-
ice standards. PostCom supported the passage of the Postal Ac-
countability Act and we are deeply grateful for the hard work that
this committee put into that effort.

Mr. Chairman, we submitted detailed written testimony, so I will
give a summary today. First, on postal realignment or END, Evolu-
tionary Network Development, PostCom members support the re-
alignment of the network, because we need an efficient, cost-effec-
tive method of delivering our message to the consumers. However,
there is room for improvement in the way the realignment process
is operating. That is really around communications.

The ultimate objective of the network redesign is to have an effi-
cient network based on the needs of delivery, the new automation
that is being deployed to efficiently process the mail, and to control
costs. However, if it is done without a proper communication plan,
which any good business should have, it is going to be incurring
costs that are unnecessary. I will give you an example.

If we do not have a transparent view of how the network is going
to be realigned, as logistics providers, we quite often have trucks
redirected in transit from one facility to another. Our customers
make mail plans to meet in-home dates months, sometimes weeks
in advance. So we depend on the communication from the Postal
Service as to where we are going and how to most efficiently get
it there. Redirections increase costs and possibly even create delays
for our customers.

Let’s talk about another thing under the banner of network re-
alignment, and that is, as the Postal Service is deploying new auto-
mation and changing the mail preparation requirements that are
put on mailers and mail service providers, we have to be careful
not to just shift costs out of the Postal Service out of the private
sector, we look at total system costs to our customers, the mailers,
as the correct way to be realigning the network and changing re-
quirements for mail preparation and delivery.

A little bit on service standards. Service standards are absolutely
vital to the mailers, along with good measurement and reporting.
The reason is that an entire business decision is based on an in-
home date. A mailer needs to know when their message is going
to reach the consumer, so they can respond accordingly. I will give
you two brief examples. Periodicals, subscribers buy periodicals be-
cause they expect to receive the periodical at a certain time. If that
is not maintained, it is very likely that the subscriber will not re-
subscribe. So the business decision there is, how do you produce
the periodical with a dependable service standard and measure-
ment to reach a certain in-home date.
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Even more challenging is on the side of the catalogs. Catalogs
start with an in-home date and from there they develop their mail
plan, when they are going to drop the mail. From there, they tell
their printer when they are going to be able to print. Then there
is a decision on the inventory and the content of that catalog. Co-
ordinating the in-home date with inventory on hand and a staff call
center is the challenge. And it all stems from service standards
with critical entry times.

Critical entry times can also be affected by the automation that
is being deployed. If that changes, we need transparency in seeing
how that is going to change, so we can adjust our mail plans and
other planning accordingly.

In conclusion, I would like to thank you, Mr. Chairman, and the
subcommittee, for allowing me to testify today on behalf of
PostCom. We appreciate your accepting of our written testimony.

[The prepared statement of Mr. Winn follows:]
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Introduction

Mr. Chairman and members of the Subcommittee, thank you for providing me
with this opportunity to testify on behalf of the Association for Postal Commerce, also
known as PostCom. My name is Michael Winn, and I am Director of Postal Affairs and
Mailing Operations for R.R. Donnelley. Tam a member of PostCom's Board of Directors
and the Executive' Committee of the Board. On behalf of PostCom's membership, we
appreciate the opportunity you have provided PostCom to submit our views on the
significant postal issues you are examining in this hearing.

PostCom's membership consists of businesses and organizations -- large and
small -- that use the postal system to communicate with their customers, donors and
constituents, and the printers, logistic companies, fulfillment houses, software providers
and others that make use of the postal system possible. Collectively, our membership is
estimated to account for in excess of 70% of all revenues the Postal Service receives from
the Standard Mail subclasses, but our interest in the postal system goes far beyond these
subclasses. It is estimated that PostCom members account for about 50% or more of the
total volume of catalogs weighing over one pound, books, audio and video materials, and
parcels that the Postal Service handles each year. Our membership also makes extensive
use of First-Class Mail, and of both domestic and international shipments handled by

alternative service providers such as UPS, FedEx, and DHL. PostCom thus has a vital
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interest in assuring the existence of an efficient, responsive, financially stable, and
competitive Postal Service.

R.R. Donnelley is the largest printer and postal logistics provider in the United States.
As a mail service provider, we work with our customers to prepare enormous amounts of
mail in all classes — periodicals, catalogs, parcels, and letter mail. R.R. Donnelley produces a
very significant percentage of all the mail pieces processed by the United States Postal
Service, and provides logistics for an even larger percentage of all mail pieces processed.

The passage of the Postal Accountability and Enhancement Act (“PAEA™) was a
critical step to enable the Postal Service to address the difficult issues that it confronts in
its current market environment. The Postal Service faces the continued expansion of
postal delivery points, which increases its costs, and at the same time a decline in the rate
of growth of mail volume, which adversely affects its revenues. With the passage of this
Act, Congress altered the regulatory framework in a comprehensive manner that
strengthens regulatory oversight and enhances transparency, while providing the Postal
Service with the necessary management incentives to meet these challenges through
greater operational efficiency and high quality service standards. PostCom supported the
passage of the PAEA and we are deeply grateful for the hard work that this Committee
put into that effort.

Network Realignment/Evolutionary Network Development

The Postal Service has adopted goals to develop mail processing and
transportation networks that are suited to current and future operational needs, to reduce
inefficiency and redundancy, to make operations flexible, and to capture the resulting
cost savings. While these goals may be designed to reduce costs, they are, plainly, not

designed to eliminate jobs. A logistics network such as the Postal Service's must evolve
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to meet changing operational demands. These changes are designed to make the Postal
Service work smarter, not harder. PostCom strongly supports the Postal Service's
network realignment goals.

However, there is room for improvement in the manner in which the Postal
Service carries out its network realignment plans. This is not a one-way street. Just as
PostCom members need a Postal Service that operates as efficiently and cost effectively
as possible, the Postal Service needs the mailers and the mail service providers like
Donnelley that drive the mail volumes and revenues that are the Postal Service’s
lifeblood. The ultimate objective of network realignment, as we view it, is not to enable
the Postal Service simply to achieve the lowest possible cost of operation that it can. The
objective of network realignment must be aimed at achieving the lowest cc;mbined cost of
the Postal Service and the mailing community.

First, there must be improvement in the interaction between the Postal Service

and the community it serves. This simply has to do with communication of information
about network realignment by the Postal Service. While the Postal Service is a public
agency, it is also a business, and like any business, the Postal Service cannot operate in a
fishbowl. However, good business practices also demand an effective communications
strategy. So, while complete transparency from planning stage to implementation may
well be ill-advised, a reasonable amount of advanced notice to major mailers of
operational changes is necessary so that mailers can anticipate how consolidation will
affect us and our operations, and so that the effects of the transition on the entire postal

industry (including the Postal Service) are minimized.
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As the Postal Service implements its Evolutionary Network Development
program, the current class-based network will be shifting to a shape-based network.
Changes to the drop entry landscape will be occurring at a greater pace than ever before.
Inadequate communication from the Postal Service about changes in its network poses
serious problems for Donnelley and all PostCom members. For example, our trucks are
too often redirected when they reach the postal facility to which they were told to bring
mail. This results in delay in delivery and in added costs to the mailer. As the Postal
Service implements changes, different drop locations are identified for different types of
mail that have previously been consolidated on mailers' trucks for delivery to a single
location. This, too, complicates an already complicated process. Mailers' costs also rise
as the Postal Service makes changes to its processing facilities, removes old equipment
and installs new equipment such as Flats Sequencing System (FSS) machines. All of
these factors influence the results of a mailers' cost-benefit analysis of the mail.

There is a similar need for improved communication and care in the development
of Postal Service rules and policies with respect to mail preparation — the manner in
which printers and other mail service providers are required to sort and package and
present their mail at Postal Service facilities. A recent example of this problem grew out
of what PostCom members hope was the last rate case to be tried under the old statute. In
that context, the Postal Service decided to more sharply define certain kinds of mail ~
particularly catalogs or other flats — apparently in order to achieve improved processing
efficiency on its automated sorted equipment. To the Postal Service’s credit, mailers
were afforded the opportunity not once, but twice, to make their views on the changes
known to the Postal Service. But the reality is that the Postal Service did not have a

clearly defined plan in mind when it initiated the process and the result is that many of
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the final, and very important details, about these new shape-based definitions did not
become available until literally the last minute. The cost to the industry of bringing its
business plans and operations into line with the Postal Service’s last minute decisions
were substantial. Regrettably, these costs emerge as diminished volumes to the Postal

Service.

In short, early, well and thought-out clear information about near-term changes in
the Postal Service’s network and its mail processing equipment is essential to attainment

of the network realignment goals.

Second, it is equally important that the Postal Service work much more closely

with the mailing community than it ever has in the development of modernization plans.
It weighs very heavily the needs and concerns of the mailing community in formulating

its final decisions.

Too often in the past, Postal Service decisions concerning operational changes
have been made in a vacoum — rules and policies are issued that may reflect what the
Postal Service perceives to be in its best interest, but without adequate consideration or
assessment of the effect of these operational changes on Postal Service customers.
Several years ago, for example, the Postal Service became concerned — and properly so —
about the extent of bundle breakage occurring on certain of its automated mail processing
systems. lIts solution was to abruptly and - frankly, arbitrarily — impose new and
stringent “bundled integrity” requirements upon mail service providers and mailers; and
these new bundled integrity rules were to be backed by the imposition of penalties. The

problem with these requirements was that there was absolutely no evidence that even a
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primary cause of bundle breakage was the result of inadequate or sloppy bundle
preparation by the mailing community. Worse yet, the new standards were
technologically impossible in some respects and far greater than what was legitimately
needed in all respects. The issue was ultimately resolved to the mutual satisfaction of the
industry and the Postal Service, but not without very substantial cost and time and effort

on the part of PostCom and the industry.

Network realignment and modernization will not succeed unless the views and
concerns and capabilities of the industry are taken into account. This does not mean that
mail preparation and other standards imposed by the Postal Service on industry must be
set at the lowést common denominator. But, by the same token, if the only or primary

result of network realignment is to shift costs from the Postal Service to the private

sector, the purpose of this process will not be realized.

Our common goal should be to encourage business mailers to sort, containerize
and drop ship to the finest extent possible so that the Postal Service and the mailers can
achieve the lowest combined costs of mail processing and delivery. We are confident
that the Postal Service understands that maintaining or increasing mail volumes, and,
through volumes, enhancing the Postal Service's earnings, depends on reducing the costs
of a mailpiece from development through delivery, not just on reducing postage.
Therefore, PostCom expects the Postal Service to evaluate its network realignment and

operations with the perspective of lowest combined cost.
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Service Standards and Performance Measurement

As you know, the PAEA established an administrative process for the
development of service standards and a service performance measurement system.
PostCom believes that the establishment of service standards and performance
measurement reporting are inextricably intertwined. Meaningful standards are important,
but meaningful standards without public reporting of actual performance is of very little
value to mailers. Standards and performance measurement must be developed based on
the needs of users of each product, balanced against Postal Service costs. And, precisely
because the Postal Service is undergoing a technological and operational transformation,
the Postal Service and the Regulatory Commission must not assume that the task of
establishing service standards is a one-time event. As operationally efficiencies are
gained and as the lowest combined cost of services are realized, service standards must
also be revised to reflect these new realities.

Service Standards

In PostCom’s view, meaningful standards will recognize different service
expectations with respect to various levels of presort, dropship, and containerization te
enable mailers to make informed decisions with respect to the value of additional mail
preparation and transportation prior to entry.

One of the important elements of meaningful standards is the relationship of
Critical Entry Times to service. Critical Entry Times are the cut-off times used by the
Postal Service to determine whether a particular type of mail is entered or arrives at a
postal facility in time to make the necessary processing and transportation time lines to

meet the service standard for that product. As PostCom pointed out in its comments on
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service standards filed with the Postal Regulatory Commission in early July, Critical
Entry Times and service standards are integrally linked: changing Critical Entry Times
can equate to changes in service standards.

For example, if a postal facility moves the Critical Entry Time for Periodicals
Mail earlier, any mail entered at (or arriving at) the facility after that Critical Entry Time
would have an additional day added to its service standard, with cascading effects. Thus,
Critical Entry Time data must be available along with service standards so that mailers
can appropriately determine service expectations. Publishing and adhering to consistent
Critical Entry Times enables mailer$ and mail service providers to adjust their schedules
and thereby work in tandem with the Postal Service to advance delivery reliability
consistent with the objectives of the PAEA.

Service Performance Measurement

Of course, establishing Service Standards without a mechanism for assessing
performance in relation to those standards would be a meaningless exercise. Publicly
available aggregate service performance measurement data is essential, not only to
motivate the Postal Service to improve service, but to enable mailers to manage costs at
their end. Aggregate performance data is required so that both Postal Service
management and mailers better understand whether delivery standards are being met.
The information can help us understand what factors are contributing to performance
issues and how we should respond.

The importance of actual measurement data becomes clear when we examine the
reasons why businesses like PostCom’s members, use the Postal Service. Mail is not an
end in itself. Businesses use the mail to convey information to the American public that

individuals can act upon. Those actions range from managing their personal affairs,
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ordering merchandise that they need and want, supporting the charities and other
organizations to which they belong, to learning about matters that affect them in all
aspects of their lives. In the mail, therefore, mailers must and do have sophisticated and
carefully integrated business plans and processes that control their processes from
inception to conclusion and are calculated to achieve the goal of the mailpiece in the most
efficient manner possible.

Very often, the business plan of mailers starts with a targeted “in-home date.” For
example, catalog companies needs to know exactly when their customer receives the
catalog so they can have the proper inventory on hand, and their call center staffed to
handle incoming calls. Service performance data would allow the catalog mailer to
develop a plan that backtracks from the expected delivery date to develop catalog
production and delivery schedules, and even inventory acquisition schedules. In the
world of Periodicals, subscribers expect to receive their magazine on certain days, and
when they don't, they complain. Again, aggregate service performance data would allow
periodical mailers and mail service providers and to plan mail entry and drop shipments
better, Periodical customers will be more likely to renew their subscriptions if they can
depend on receiving their information on a predictable and regular basis.

With the exception of First-Class mail, the Postal Service does not now consistently
or regularly evaluate or publicize performance in relation to guidelines. To its credit, the
Postal Service realizes that performance measurement systems must also be established for
all of the market dominant products created under the PAEA. It has established a task force

through the Mailers Technical Advisory Committee to work with mailers in the development
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of systems of measurement that are useable by the mailing industry in the formulation of
their business plans.

Service performance measurement systems/solutions must evolve as technology and
industry practices change. The Postal Service also quite correctly observes that
developments in Intelligent Mail, which involve barcoding and tracking mail through the
postal system, will facilitate better performance measurement systems, but performance
measurement cannot await widespread adoption of these new technologies. Technology and
data that now exists could readily provide accurate measurement of delivery times for certain
products, and — as with service standards — the system of performance measurement must be
expected to evolve and improve as technology and operational improvements occur.

Conclusion

In closing, thank you again, for the opportunity to testify. PostCom hopes that

this testimony will help the Subcommittee in its oversight of the implementation of the

PAEA and we look forward to working with you as that process moves forward.

DC2:\877450
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Mr. Davis oF ILLINOIS. Thank you very much.
Mr. McLean.

STATEMENT OF ROBERT E. MCLEAN

Mr. McLEAN. Thank you, Mr. Chairman, Mr. Marchant.

The Mailers Council is the largest group of mailers and mailing
associations in the Nation. We represent for-profit and non-profit
mailers, both large and small, that use the Postal Service to deliver
correspondence, publications, parcels, greeting cards, advertise-
ments and payments. Collectively, the Council accounts for ap-
proximately 70 percent of all of the Nation’s mail.

The Mailers Council believes that the Postal Service can be oper-
ated more efficiently, supports efforts at containing postal costs,
and has the ultimate objective of lower postal rates without com-
promising service. We welcome this opportunity to testify on the
creation of delivery service standards and performance measure-
ment systems. These were issues of singular importance to mailers
who lobbied for their inclusion in the Postal Accountability and En-
hancement Act, the Postal Reform bill signed into law last Decem-
ber that many people on this dais had something to do with. What-
ever differences mailers may have had on other sections of the bill,
our members were and are unified in their support for standards
and a meaningful performance measurement system.

There are several reasons why we are interested in new delivery
standards. For many mail classes, the Postal Service today has de-
livery guidelines, not standards. And its measurement systems fail
to measure the type of mail that compromises most of the volume
it delivers.

Although Title 39 directs the Postal Service to operate like a
business, in this area the Postal Service is doing quite the opposite.
Private sector companies would not conceive of functioning without
standards for one fundamental reason: setting standards and meas-
uring the organization’s success in achieving them makes the orga-
nization better. Only by measuring performance can an organiza-
tion identify where problems exist and then correct them and re-
ward managers for their improvements.

We believe that creating new delivery service standards and per-
formance measurement systems can be done in a way that will sat-
isfy mailers for four reasons. First, because of improvements in the
technology found in every mail processing facility, much of the data
needed to determine delivery performance already exists. Second,
data collection for delivery measurement in classes that affect the
larger mailers can be developed without large new expenses. Third,
any additional cost would be an insignificant portion of the postal
budget. And fourth, mailers will dedicate their time to working
with the Postal Service to design these processes, because they will
help make management more efficient and hold down postage
costs.

As for the features we expect to see in the new delivery stand-
ards, they must be realistic and reliable. The Postal Service must
avoid lowering existing service standards. We need new and more
complete reporting of delivery performance as well. Mailers are in-
terested in the speed and consistency of delivery. So we need a sys-
tem that will tell us if the Postal Service is achieving both goals.
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New delivery performance reports must be timely and detailed by
geographic location. The Mailers Council opposes the concept of
fining the Postal Service should it fail to meet delivery standards.
Because the Postal Service receives 100 percent of its revenue from
mailers, the imposition of a fine would actually be a fine on mail-
ers.

The Postal Service’s board of Governors must encourage the cre-
ation of new executive compensation systems that reflect manage-
ment’s ability to meet those standards. These systems must offer
greater compensation where consistent, on-time delivery is met.

You also asked us to comment on the closing and consolidating
of postal facilities. In its efforts to improve delivery performance
and in response to ongoing changes in mail volume and composi-
tion, the Postal Service will need to consider consolidating some of
its facilities. We will support the Postal Service in realigning its
mail processing and delivery networks. We recognize that closing
a postal facility is difficult, because it affects the lives of so many
individuals. However, right-sizing the postal network is an essen-
tial step to keeping down the cost of postage. Therefore, we hope
Members of Congress, including members of this subcommittee,
will support such decision that are essential to improving postal ef-
ficiency nationwide.

Where consolidations have been handled successfully, postal
managers communicated with mailers, employees and the public
served early and often. They also allowed sufficient time to plan de-
livery and transportation changes. Where such consolidations have
been handled poorly, postal managers have moved too quickly and
failed to sufficiently discuss the implications with its customers,
like Mike, and its employees.

The Mailers Council members have spoken with senior postal of-
ficials, including Postmaster General Jack Potter about how net-
work realignment will be handled in the future. As a result, we are
confident that mailers will be brought into discussions earlier and
that we will be assured that managers in the field will have the
resources they need to be able to implement such difficult changes.

Mr. Chairman, thank you again for this opportunity to represent
our views on these important postal issues. We will gladly answer
any questions you and your colleagues have.

[The prepared statement of Mr. McLean follows:]
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TESTIMONY OF
ROBERT E. MCLEAN, CAE
ON BEHALF OF THE

MAILERS COUNCIL

Good afternoon, Mr. Chairman, and members of the subcommittee. The Mailers Council appre-
ciates the opportunity to testify on postal issues. My name is Bob McLean, and for the past dec-
ade I have been the Council’s executive director.

BACKGROUND

The Mailers Council is the largest group of mailers and mailing associations in the nation. We
represent for-profit and nonprofit mailers (large and small) that use the United States Postal Ser-
vice to deliver correspondence, publications, parcels, greeting cards, advertising, and payments.
Collectively the Council accounts for approximately 70% of the nation's mail volume.

The Mailers Council believes that the Postal Service can be operated more efficiently, supports
efforts aimed at containing postal costs, and has the ultimate objective of lower postal rates with-
out compromising service.

We welcome this opportunity to testify on the Postal Service’s creation of delivery service stan-
dards and performance measurement systems. We also comment on plans for closing and con-
solidating postal facilities.

DELIVERY SERVICE STANDARDS AND PERFORMANCE MEASUREMENT SYSTEMS

The need for delivery service standards and new measurement systems are exceptionally irapor-
tant issues for the Mailers Council, whose members include corporations, nonprofit organiza-
tions and major mailing associations that collectively account for approximately 70% of the na-
tion's mail volume. Delivery service standards and performance measurement systems were is-
sues of singular importance to mailers who lobbied for their inclusion in the Postal Accountabil-
ity and Enhancement Act (PAEA), the postal reform bill signed into law last December. What-
ever differences mailers may have had on other sections of the bill, our members were, and are,
unified in their support for standards and a meaningful performance measurement system.

A number of our members have submitted class-specific comments to the Postal Regulatory
Commission on the topic of delivery standards. As an organization whose members encompass
every mail class, our comments will be more general and reflect areas of concern shared by the
majority of our members.
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There are several reasons why mailers are so interested in new delivery standards. For example,
many mail classes the Postal Service has delivery guidelines, not standards, and its measurement
systems fail to measure the type of mail that comprises most of the volume it delivers.

Although Title 39 USC directs the Postal Service to operate like a business, in this area the
Postal Service is doing quite the opposite. Private sector companies—including postal competi-
tors—would not conceive of functioning without standards for one fundamental reason: Setting
standards and measuring the organization’s success in achieving them make the organization bet-
ter. Only by measuring performance can an organization, whether in the public or private sector,
identify where problems exist—and then correct them, and reward managers for their improve-
ments.

As problematic, current postal measurement systems monitor general attitudes of individual
postal customers and the Postal Service’s success in delivering their mail, typically single-piece
letters and cards. This approach monitors only one category of mail and overlooks mail sent by
companies that produce more than two-thirds of postal revenue.

We believe that creating new delivery service standards and performance measurement systems
can be done in a way that will satisfy mailers for four reasons.

First, because of improvements in the technology found at every postal mail processing facility,
we believe that much of the data needed to determine delivery performance already exists. The
Postal Service may, in fact, already be collecting much of it, although failing to share the data
with its customers.

Second, data collection for delivery measurement in classes that affect most of the Postal Ser-
vice’s largest mailers can be developed without large new expenses. It is true that the current
measurement systems (External First-Class Measurement System and the Customer Satisfaction
Index) are costly. However, that cost occurs because a third-party vendor must be engaged to
collect the data. We believe the Postal Service could collect, and in most cases already is collect-
ing, the data mailers need, using its own systems.

Third, if there are additional costs they would be due to additional work created for postal em-
ployees. Such costs, however, would be an insignificant portion of the postal budget.

Fourth, mailers will dedicate time to working with the Postal Service to design a process for set-
ting performance standards and measuring the Postal Service’s success in meeting them because
such processes will help management improve its efficiency. That efficiency, in turn, will help
hold down postage rates.

Of course, one of the biggest reasons why some postal officials are concerned with new delivery
standards is that once set, mailers would expect them to be met. We recognize that consistently
meeting delivery standards creates numerous operational challenges for postal managers. Meet-
ing standards could be especially difficult in high-growth areas, where postal managers already
struggle to add thousands of new deliveries annually. But without reliable, consistent deliv-
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ery, mailers who have the option of using alternative media, or alternative delivery means,
will leave the postal system~—permanently.

Now that you can appreciate the importance of these issues to our members, let me next focus on
the features we expect to sce in new delivery standards and performance measurement systems.

Many of our members are working with the Postal Service on delivery service standards as mem-
bers of the Mailers Technical Advisory Committee, or MTAC. In those meetings our members
have told postal officials that regardless of the class of mail under discussion, we need standards
that are realistic and reliable. We also have emphasized the need to avoid lowering existing ser-
vice standards in any significant way. We may agree on limited service changes, but will
strongly oppose major downward service redefinitions without independent review.

Once the Postal Service establishes new delivery service standards, we look forward to new and
more complete reporting of delivery performance. Mailers are interested in both the speed and
consistency of delivery, so we need a system that will tell us if the Postal Service is achieving
both goals.

More specifically, new delivery performance reports must have several qualities, none more im-
portant than timeliness. Infrequent performance reports handicap mailers from protecting them-
selves by changing their mail entry times or locations, and allow regional service problems to
evade public scrutiny.

The data must be detailed by geographic location. Moreover, the performance reports should in-
dicate not only the average time for mail delivery between two points, but the distribution of the
variance from standard for the portion of the mail that is delivered late (sometimes referred to as
the “tail of the mail”).

We understand that there may be situations where high growth or other factors temporarily skew
postal performance. Absent these situations, which we believe represent a small percentage of all
postal operations, mailers deserve to know if they are receiving the service for which they are
paying. Today, no business can succeed without measurement systems. We believe the same ap-
proach must be taken by postal managers.

The Mailers Council opposes the concept of fining the Postal Service should it fail to meet deliv-
ery standards. Because the Postal Service receives 100% of its revenue from mailers, the imposi-
tion of a fine would actually be a fine on mailers. There are better forums for addressing such
problems, most notably oversight hearings such as this one.

The Postal Service’s Board of Governors must encourage creation of new executive corapensa-
tion systems that reflect senior management’s ability to meet those standards. These systems
must offer greater compensation where consistent, on-time delivery is met. The PAEA has given
the Postal Service some additional and much-needed latitude in the way it compensates its man-
agers. We strongly encourage the Board of Governors to use the results of any new performance
measurement system in determining who will receive the additional compensation the PAEA
makes possible.
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CLOSING AND CONSOLIDATING POSTAL FACILITIES

In its efforts to improve delivery performance, and in response to ongoing and future changes in
mail volume and composition, the Postal Service will inevitably need to consider closing and
consolidating some mail processing facilities. The Postal Service has already begun this process,
so far with mixed results. However, we believe such situations can and will be handled more ef-
ficiently in the future.

First, the Mailers Council will support the Postal Service in realigning its mail processing and
delivery network. Given the number of new deliveries in many cities, and the changes underway
in the mailing industry, alterations to the network are the best possible way of containing postal
rates without compromising service—which is the Mailers Council’s mission. Of course, these
same changes may also require the construction of new facilities or the expansion of existing
ones.

Any decision to close a postal facility is a difficult one because it affects the lives of many indi-
viduals. However, right-sizing the postal network as the mailstream changes is an essential step
to keeping down the cost of postage. Therefore, we hope Members of Congress will support such
decisions that are essential to improving the efficiency of the Postal Service.

Where consolidations have been handled successfully, postal managers communicated—with
mailers, employees, and the public served—early and often. They also allowed sufficient time to
plan related delivery and transportation changes. Where such consolidations have been handled
poorly, postal managers have moved too quickly and failed to sufficiently discuss the implica-
tions with its customers and employees.

The Mailer Council’s members have spoken with postal officials at the highest levels, including
Postmaster General Jack Potter, about its network realignment, expressing our concerns about
how it will be handled in the future. As a result, we are confident that mailers will be brought
into the process earlier, and that field managers will receive the time and resources needed to
manage such difficult yet necessary changes. We believe mailers will be kept informed consis-
tently so that we can plan changes to our own systems accordingly.

Mr. Chairman, thank you again for the opportunity to present our view on these important postal
issues. I would gladly answer any questions you and your colleagues may have.
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Mr. Davis oF ILLINOIS. Thank you very much.
Mr. Cerasale.

STATEMENT OF JERRY CERASALE

Mr. CERASALE. Thank you, Mr. Chairman, Mr. Marchant. It is a
pleasure to be here. Thank you for inviting the DMA to give our
comments on this important matter.

I am Jerry Cerasale, the senior vice president for government af-
fairs for the DMA. DMA is an association, the largest American as-
sociation of multi-channel marketers, using the mail, internet, tele-
vision, radio, telethon, to reach customers and potential customers,
and also those who support those marketers. Mail is an important
cog in the direct marketing industry in the United States, which
has an effect of over $1.4 trillion on the American economy.

The Postal Service needs flexibility in order to create an efficient
transportation, sorting and delivery network. We support the Post-
al Service in those efforts and we supported the Reform Act giving
the Postal Service management those tools to try and reach an effi-
cient system. But we cannot and we must be vigilant against allow-
ing realignment to become a hidden rate increase, a rate increase
to mailers beyond the CPI cap.

I will give you a couple of examples. One, change the time of de-
livery for bulk mail to a facility from 6 p.m. to 6 a.m. Think about
a magazine that is necessary to get information out quickly. That
is a huge cost to them, because that eliminates an entire day. They
have to change their entire operations.

Think about changing where you have to drop ship your mail. An
example, an absurd example, but interesting example, you require
J.C. Penney in Texas to enter their mail not in Dallas, but in Chi-
cago, or R.R. Donnelley to enter not in Chicago but in Dallas.
Those are huge increases, and just changing where you have to
enter the mail can in fact be a hidden increase toward mailers. So
we have to be aware of that as you look at realignment as well,
although the Postal Service is required and must work to realign
the network, especially with diminishing first class mail volumes.

The Reform Act also talked about service standards, and that is
one of the things that you wanted to hear about today. We hope
that we are very cooperative with all the players in setting up
these service standards, including the Regulatory Commission. I
think we must start where we are, where the guidelines are, where
the standards are now. That is a good starting place on where the
negotiations should begin. But it is important to note that smaller
mailers that mail nationwide that are the bulk of DMA member-
ship, and especially the non-profit mailers, receive very, very poor
service for mail that is going across the country. Standard mail can
be 2, 3 weeks for delivery. In this day and age of our transportation
networks, the Postal Service can and must do better.

But again, in setting the goals, setting the standards which have
to be met, that is only half the way. We have to have performance.
The Postal Service must meet those standards. That is important,
because as you have heard, mailers rely upon when the mail will
go into the home. And the Postal Service’s goal should be not to
meet them 95 percent of the time, they should meet them 100 per-
cent of the time. That is success, not 95 percent.
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These measurement standards should be open for all to see. It
is important to understand that they meet them.

Operators are hired, fulfillment people are hired, e-mail mes-
sages, Web page advertisements, in-store advertisements are all
geared to when the mail is going to reach the potential customer.
And it is important that they meet them. We know it and the Post-
al Service meets its.

And standard mail is unique, direct mailers are unique. Because
you have to meet it, not beat it. The same problems occur if the
mail gets to the home before expected. The ads aren’t there, the op-
erators aren’t there, the inventory may not be there. So in our
view, you have to meet it, not beat it, not miss it, meet it.

We think it is important that the measurement standards, you
can’t have a measurement for each piece of mail. But it has to be
regionalized, it has to be disaggregated enough so it is not just the
entire Postal Service. We have to be able to measure and see where
the problems are. Marketers have to know where the issues are,
where do they have to change their entry. Maybe you get better
service in one region than another, and you have to change your
pattern, your mailing pattern, in order to have the in-home date
the same.

I thank you for this opportunity and am willing to answer any
questions you may have.

[The prepared statement of Mr. Cerasale follows:]
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Good afternoon Mr. Chairman and members of the Subcommittee. I am Jerry Cerasale,
Senior Vice President for Government Affairs of the Direct Marketing Association, and I thank
you for the opportunity to appear before you as you examine the Infrastructure and Realignment

of the Postal Service.

The Direct Marketing Association, Inc. (“DMA,” www.the-dma.org) is the leading global
trade association of businesses and nonprofit organizations using and supporting multichannel
direct matketing tools and techniques. DMA advocates industry standards for responsible
marketing, promotes relevance as the key to reaching consumers with desirable offers, and
provides cutting-edge research, education, and networking opportunities to improve results
throughout the end-to-end direct marketing process. Founded in 1917, DMA today represents
more than 3,600 companies from dozens of vertical industries in the U.S. and 50 other nations,
including a majority of the Fortune 100 companies, as well as nonprofit organizations. Included
are catalogers, financial services, book and magazine publishers, retail stores, industrial
manufacturers, Internet-based businesses, and a host of other segments, as well as the service

industries that support them,

DMA and our members appreciate this Committee’s and Subcommittee’s continued
outreach to the business community on important issues involving the Postal Service. The DMA
fully supported the Postal Accountability and Enhancement Act (“PAEA”). One of the major
goals of PAEA was to enable the Postal Service to meet the 21 century market needs of
individual and business mailers. To do that, the Postal Service must create the most efficient
mail transportation and delivery network possible. The PAEA provides postal management with
the tools it needs to create that network, but the tools alone do not guarantee success — it falls

back to the Postal Service to provide the blueprint and carry through on the implementation.
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DMA believes that postal management has great latitude in realigning its network. And
we recognize that there will be significant costs involved. But I emphasize that the Posta]
Service cannot be allowed to implement realignment improvements that become, in effect a

“hidden” rate increase that bypass the CPI cap requirements for market-dominant classes of mail.

Simply put, the Service cannot use realignment as an excuse to shed costs from its
operations and transfer them to its mailing customers. For example, many postal processing
facilities currently work around the clock. But if the Postal Service decides to change the
allowed entry time for large drop shipments of mail at a sorting facility, for example, from 6pm
to 6am, the costs for the Postal Service would decrease, because they would shift receiving
volumes to less busy hours, but the costs for mailers, whose mail is time sensitive, such as

weekly magazines or daily newspapers, would increase substantially.

Or as another example, if the Postal Service decided to dramatically shift the location of
entry points for large mailings this would increase the mailer’s transportation costs without any
increase in service provided. Such indirect cost increases for mailers amount to a hidden rate
increase that should not be allowed under the rate cap regime established by PAEA. If such

changes are made, at a minimum the CPI cap should be lowered accordingly.

Another goal of the PAEA was to cerate predictability for mail customers in not just the
postage rates they are charges, but in the services they get for their postage investment. PAED
creates a framework for the Postal Service to establish much needed service standards for all
mail. Service standards are very important to mailers—after all, the delivery of mail in a timely
manner is what mailers are purchasing from the Postal Service. Service standards tell mailers
what they are receiving for their money and help them to plan their mailing campaigns
accordingly This, it is extremely important that the mailing community knows what those

standards are — and whether or not they are being met.
Under the new law, the establishment of service standards must be done in consultation

with the Postal Regulatory Commission (“PRC"). At this point in time, DMA is concerned with

the Postal Service response to this requirement. The PRC recently received comments on

2447722 2
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performance measurements for market-dominant products per section 3691 of the PAEA.
Sadly, the Postal Service did not file comments. DMA hopes that the Service will file comments
in the reply round even though mailers would then be denied the opportunity to comment on the

Service’s ideas.

DMA believes that the current service standards, such as they are, should be the basis for
discussion on service standards. DMA also supports the efforts of the Mailers Technical

Advisory Committee that is working on recommendations for service standards.

Certainly, as the postal service sets its baseline standards, we see many areas that are in
need of significant improvement. There are many DMA members who send small mailings
nationwide and who receive very poor service for their Standard Mail investment in those
mailings. It may take weeks for miail to reach its destination across the country, and for
nonprofit mailers the situation appears to be even worse. With the transportation networks in
this country available to the Postal Service, it can do and must do better for the smaller Standard

mailer.

However, just as with the issue of realignment, the Postal Service could use the
justification of improving service standards to reduce what mailers are receiving for their money.
It is our strong belief at DMA that cutting costs by cutting service violates the basis of postal
reform. Therefore, any service standard setting process must prevent that cost shift. The Postal

Service must become more efficient not less responsive.

On a related point, setting service standards and reporting them to the world is just half of
the process. Standards that are set must be met, so the performance of the Postal Service is a key
to any effective service standard program.  This is very important because mailers, especially
direct marketers, plan their entire business operation around the expected delivery of the mail.
Telephone operators are scheduled, product is inventoried, and fulfillment personnel are hired to

meet the demands of consumers who received the mail. If the mail is not delivered on time,

! The DMA’s Comments to the Postal Regulatory Commission on Services Standards are attached and incorporated
into this testimony.

244772v2 3
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phone order lines are quiet and operators are idle; warehouses are overcrowded with unordered
merchandise, and fulfillment personnel have no orders to fulfill. The entire operation depends

upon mail delivery.

And in a unique twist, if the Postal Service performs much better than expected, the same
type problems arise: there are not enough operators to answer customers’ calls; inventory is not
available and orders cannot be quickly fulfilled. Thus, performance for direct marketers means

MEET the delivery standard—do not miss it or beat it, just meet it!

Standards cannot be set simply at the class of mail level. Mail is prepared by presort
level, by entry post office, by automation level and by shape. A robust service standard system
must take all of these variables into account when measuring mail delivery times. We
understand that there cannot be standards for each piece of mail, but there must be sufficient

disaggregation for mailers to rely upon them for their mail.

In conclusion, the American economy needs an efficient Postal Service to support the
$900 billion economic engine that the US Mail generates. But efforts toward efficiency should
not be efforts to shift costs to Postal Service customers as a disguised rate increase. The
American public — from the person mailing a birthday card to the largest business mailer -
deserves to know what they are getting for their postage costs, and feel confident that they will
receiving the level of service that they have come to expect. _

Reductions in service that shift costs to mailers are, in effect, hidden rate cases. The CPI
cap established by the postal reform law cannot be bypassed by realignment and service changes.
And finally, it is imperative to remember that mailers need the Postal Service to meet its service
standards, since both missing them and beating them cause havoc to broader sales and fulfiliment

operations.

The DMA thanks the Subcommittee for allowing it to present our views at this hearing. [

will be happy to answer any questions you may have for me.

244772v2 4
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DIRECT MARKETING ASSOCIATION, INC.
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The Direct Marketing Association, Inc. (“DMA”) respectfully submits these
Initial Comments in response to Order No. 21 issued by the Commission on June 13,
2007," on the subject of performance measurements for market-dominant products under .
section 3691 of the Postal Accountability and Enhancement Act (“PAEA”\)A2

L Importance of a Workable System for Measuring Service Standards

As an initial matter, DMA would like to emphasize the importance of the subject
that the Commission is addressing in this docket. As DMA has stated in the past,” the
fundamental compromise reflected in the PAEA is based on the proposition that mailers
will not face rate increases greater than the rate of inflation, as measured by the CPL A
degradation of service standards is nothing more than a rate increase in disguise, and the
Commission should assure that this type of rate increase does not occur. Establishing a
workable, reliable system for measuring the service being rendered to mailers by the
Postal Service is a prerequisite to assuring mailers that they are not subjected to this type

of rate increase.

! PRC Order No. 21, Notice of Request for Comments on Modern Service Standards and
Performance Measurement for Market Dominant Products, (June 13, 2007).

2 public Law 109-435.
* E.g., DMA Iitial Comments in PRC Docket No. RM2007-1 (April 6, 2007) at4.
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II. Service Levels

DMA believes that the current service levels should form the basis of the
standards that the Commission will develop under section 3691 of the PAEA. However,
DMA will defer to industryvrecommendations from MTAC Workgroup 114 on this

subject.

III.  Level of Disaggregation

DMA assumes that modern service standards must be promulgated by class and
by subclass. However, finer levels of disaggregation will enhance the value of service
standards to both senders and recipients and help assure reliability and speed of delivery.
Thus, the Commission should give serious consideration to establishing distinct standards
for mail with different characteristics, especially if those characteristics have a significant
impact on the way in which the Postal Service handles the mail. For example, within the
same class or subclass, differences in entry points, differences in levels of presortation,
differences in levels of automation compatibility, differences in ZIP-code pairs, and
differences in shape can have a substantial impact on the steps that the USPS needs to
take to process the mail, and, therefore, can have a substantial impact on the service
standards that mailers should expect the Postal Service to be able to meet.

DMA fully appreciates that there comes a point where the level of disaggregation
may become so fine that it becomes impractical, either from an operational point of view
or from a financial point of view, to create distinct service standards and to measure
USPS compliance with them. DMA simply wishes to encourage the Commission to
recognize the fact that, from the point of view of each mailer, aggregate service standards
are virtually meaningless. What matters to each mailer is that service that its mail
receives, and that mail has very specific characteristics in terms of automation
compatibility, presort levels, etc.. Each mailer needs to know what level of service it can
expect, and to what extent the Postal Service is meeting that standard. Subclass-wide

data has little relevance to the individual mailer.
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IVv. Method of Measurement

Once standards are established, of course, there needs to be a way to measure the
extent to which the Postal Service is meeting them. This measurement system must be
transparent. The information needs to be public and it needs to be provided on a periodic
basis-- no less frequently than quarterly in DMA’s view.

Also important is the level of disaggregation in which this information is
provided. Nationwide numbers are not useful. They are not useful to specific mailers,
and they are not useful to the Commission or the Postal Service in trying to identify
sources of problems in megting service standards. To be useful, the level of

disaggregation should not be broader than each Postal Service Area.

V. Enforcement of Service Standards

Finally, DMA firmly believes that performance is much more important than
penalizing non-performance. Thus, DMA urges the Commission to monitor service
performance carefully and to assure that the Postal Service develops and executes plans
for remedial action when systemic failures or service degradation is identified. In this
connection, the Commission should consider that mailers are purchasing service based
upon published service standards, and sub-standard performance by the Postal Service
means that the mailers did not get what they paid for. As a last resort, and DMA
emphasizes that this would be a measure of last resort, the Commission should treat
persistent non-compliance as a price increase and, therefore, to reduce permissible rate

increases under the CPI cap (as Postcomm, the UK postal regulator, does in England).

Respectfully submitted,

Dana T. Ackerly II
Counsel for Direct Marketing
Association, Inc.

Covington & Burling LLP
1201 Pennsylvania Avenue, N.W.
Washington, D.C. 20004
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Mr. Davis oF ILLINOIS. Thank you very much.
We will go to Mr. May.

STATEMENT OF TIMOTHY J. MAY

Mr. MAY. Thank you, Mr. Chairman. My name is Timothy May,
I am a partner in the law firm, Patton Boggs, and am general
counsel of the Parcel Shippers Association, on whose behalf I ap-
pear today.

Parcel Shippers is an industry association whose membership
packages, largely from businesses and consumers, and companies
that support those activities. Our main objective is to encourage a
competitive environment that results in the best possible service at
the lowest possible cost. Our members use all the private carriers
as well as the Postal Service.

Our members have a hand in the vast majority of the Postal
Service’s products and the package services class, which is now cat-
egorized as competitive products under the new law. They also ship
and consolidate for delivery to the Postal Service hundreds of mil-
lions of packages such as first class mail parcels, standard mail
parcels, bound printed matter and media mail. Those are now cat-
egorized as market-dominant products. It is for those products that
the Postal Service must in the future develop measurement stand-
ards and reporting systems.

At the moment, for most other mail, the market-dominant mail,
Postal Service really only has guidelines, if you can call them that,
rather than standards. And it doesn’t really measure mail that con-
sists of the most substantial volumes it delivers. For example, for
most packages, the delivery is anywhere from 2 to 9 days, depend-
ing upon where you put it in and where it is going. In the case of
standard parcels, those less than a pound, the standard delivery is
in 3 to 10 days, depending upon how far it goes.

But again, those really aren’t standards. It is kind of a guideline
and we hope it gets there. There is very little measurement of that.

What our members want is a consistency of speed and reliability.
We are particularly concerned about products that are delayed be-
yond the expected time of delivery, which we all refer to as the tail
of the mail. Those are the several percentages of mail that just
don’t get there on time. The customers are irate, all kinds of busi-
ness is lost, there are a lot of costs involved in reshipping to them.

But as far back as 2000, parcel shippers asked the Postal Service
for delivery standards, performance measurements and reporting
for a new category of package services called Parcel Select Service
that was approved in 1999 by the Postal Rate Commission. That
began a collaboration between our association and the Postal Serv-
ice’s Mailers Technical Advisory Committee, to resolve issues such
as how to start and stop the service clock, and critical entry times.

Those issues are now resolved today. We have excellent Parcel
Select delivery standards, 1 day for parcels entered at the destina-
tion delivery unit, 2 days for parcels entered at the destination sec-
tional center facility and 2 to 3 days for parcels entered at the des-
tination bulk mail facility. That is excellent service, and we are
getting very high performance, upwards of 98 percent on time.

Last year, the Government Accountability Office, and you had
testimony today, issued a generally critical report on Postal Service
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delivery performance standards, but said that a noteworthy excep-
tion was the standards that evolved through the collaborative ef-
forts of parcel shippers and the Postal Service for parcel select par-
cels. While these standards and reporting techniques were devel-
oped for what are now deemed to be the competitive products, we
see no reason why that same or similar standards are not reason-
able as well for market-dominant packages.

The Postal Service now measures and reports for us using deliv-
ery confirmation data that allows the service to be accurately
measured and reported at a very detailed level. Parcel Select ship-
pers can get detailed summary reports regarding the performance
delivery on their own parcels and can compare that with reports
of aggregated data to see how they are doing compared to their
peers. Much-improved technology is now available such as intel-
ligent mail bar code, and that provides transparency, such as track-
ing and tracing.

Unique identification of mail pieces should be the norm in the fu-
ture, not the exception. Also in the future, any good performance
measurement system, to be effective, will have to disaggregate data
on the tail of the mail, that mail that is there too late, how much
is it, where is it, so those packages are delivered later than the
standard.

The law now requires that 6 months after the development of the
standards and measurement system, after that, the Postal Service
has to file a plan to meet these standards. Also, a central part of
that plan deals with postal facilities. Congress found, as you know,
that there were more facilities than the Postal Service needs, and
that streamlining of the distribution network could pave the way
for potential consolidation of sorting facilities and the elimination
of excess costs. The Postal Service must detail its plan for this ra-
tionalization of the infrastructure.

The Postal Service was already at work on that prior to the en-
actment of the recent reform law, and even adopted a proceeding
at the Postal Rate Commission called the Evolutionary Network
Development changes [END]. You had some testimony just prior to
this from the director at the Postal Rate Commission about that
proceeding and the deficiency they found in the Postal Service’s ap-
proach. Interestingly enough, Congressman, one of our large mem-
bers, we developed this information to give to the Postal Rate Com-
mission, one of our large members in Dallas, that ships out of the
bulk mail center in Dallas, one of the proposals, but again this was
all very sketchy, one of the proposals of the Postal Service was to
do away with the bulk mail facilities and substitute in their place
up to perhaps 100 regional distribution centers.

In Texas, if that were to happen, there would likely be five dis-
tribution centers in Texas instead of the one bulk mail center. They
are not going to move it to Chicago, but they did have plans to
move it out of the BMC and to move it into these new regional dis-
tribution centers.

Our member calculated the additional costs to them of having to
bring their parcels to five distribution centers around the State
rather than the one BMC in Dallas, and also to have to do away
with  bed-loading, because they were going to require
containerization, and the amount of the cost to that mailer for
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those packages being shipped out of Texas, they estimated it to be
an increase of anywhere from 16 to 26 percent in their total costs.

Now, the Postal Service had given no consideration to that what-
soever, the impact of that on mailers, the cost to mailers. So that
is simply unacceptable, and that has to be considered.

We have been working with the Service, again through the
MTAC process, on END. Our committee has formally presented a
position paper to MTAC on this restructuring. That 1s attached to
my testimony as Exhibit 1. That paper explains the principles we
believe should guide the Postal Service as it realigns its network.

Consistent deliveries, lower end to end cost in service, enhancing
work-sharing discounts, visibility, effective containerization, not
just—not eliminating bed-loading, unless that is necessary, and
maximum automation. The Service needs to heed advice from com-
mittees such as ours and we believe that the success that we had
and that can solve the process on standards can be a model for the
facilities streamlining that has to take place.

Obviously that process requires consultation not only with mail-
ers, but with the communities affected and employees of the Postal
Service who will undoubtedly be affected. We hope that the sub-
committee will continue to scrutinize carefully the progress the
Service makes in rationalizing its infrastructure and in formulating
and implementing new standards and measurements of service and
feporting systems comparable to what we now have for Parcel Se-
ect.

Thank you for this opportunity.

[The prepared statement of Mr. May follows:]
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TESTIMONY OF TIMOTHY J. MAY,
GENERAL COUNSEL PARCEL SHIPPERS ASSOCIATION
BEFORE THE
SUBCOMMITTEE ON FEDERAL WORKFORCE, POSTAL SERVICE,
AND THE DISTRCICT OF COLUMBIA,
THURSDAY, JULY 26, 2007

Mr. Chairman,

The Parcel Shippers Association is pleased to present to the Subcommittee its
views on the infrastructure and realignment of the US Postal Service, the changes
needed in its delivery standards to feﬂect changes in mail preparation and delivery,

and the Service’s plan to close annexes and consolidate operations.

PSA is a voluntary industry association consisting of members that ship
packages, largely from business to consumers, and companies that support those
activities. A list of members is available on its web site at www.parcelshippers.org.
PSA’s mission is to promote competition in the package delivery sector. It strives to
encourage a competitive environment that results in the best possible service at the
lowest possible costs.

PSA’s members, collectively, touch the vast majority of the Postal Service’s
product in the Package Services class now categorized as “competitive products.” See
39 US.C. §3631(a) (PAEA). Its members also ship, or consolidate for delivery to the
Postal Service, hundreds of millions of packages, such as First-Class Mail parcels,
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Standard Mail parcels, Bound Printed Matter, and Media Mail, that are now
categorized as “market dominant products.” See US.C. §3621(a). PSA members also
make extensive use of carriers other than the Postal Service.

PSA is desirous that service standards and performance measurement systems
not be complicated: we want consistent, reliable and affordable package delivery by
the Postal Service and its partners. Obviously, consistency and speed are important to
us, as they are to all mailers, but we ate particularly concerned about consistency
because delivery of products delayed beyond the expected time, the so-called “tail of
the mail”; is a serious business proBlem for our members, that can result in increased
costs for shipping replacement goods and loss of customers because of their
dissatisfaction.

As far back as 2000, PSA asked the Postal Service for delivery standards,
performance measurement, and reporting for parcels. Thus began a collaboration
between our association and the USPS Mailers Technical Advisory Committee
(MTAQ to resolve the difficult issues such as how to start and stop the service
“clock” and critical entry times. Both are resolved and today there are excellent
standards for Parcel Select delivery; for instance, 1 day for parcels entered at the
Destination Delivery Unit (DDU); 2 days for parcels entered at the Destination
Sectional Center Facility (DSCF); and 2-3 days for parcels entered at the Destination
Bulk Mail Center (DBMC).
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In a GAO report generally critical of USPS delivery performance standards and.
reporting, the GAQ said that a noteworthy exception were these standards that
evolved through the collaborative efforts of PSA and the Postal Service for Parcel
Select parcels. (Delivery Performance Standards, Measurement, and Reporting Need
Improvement. GAO-06-733 (Washington DC, 2006) (Page 15, see pages 16 & 35)

A noteworthy exception involves useful delivery standards that
USPS created for a specific type of Package Services mail called
Parcel Select, when it was introduced in 1999. These standards
were updated in 2002. USPS’s standards for Parcel Select
differentiate speed of delivery by point of entry, e.g., 1 day for
entry at the destination delivery facility or 2 days for entry at the
mail processing center that forwards the parcels to the delivery
facility. These standards were intended to provide an appropriate
benchmark for delivery performance measurement in order to
facilitate efforts to improve the delivery performance for this mail.
USPS subsequently collaborated with officials of the Parcel
Shippers Association (PSA) to implement delivery performance
measurerment for Parcel Select against these standards, and the
results are factored into individual pay-for-performance incentives
for many USPS managers.

All these standards were developed for what are now deemed to be competitive
products; we believe that the same or similar standards are reasonable as well for the
market-dominant parcels.

Today, Parcel Select service is measured and reported using delivery
confirmation data. This measurement has resulted in a significant amount of delivery

data that has allowed service to be accurately measured and reported at a very detailed

level. The Postal Service has a website (mailtracking.usps.com) which currently
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provides Parcel Select shippers with detailed and summary reports regarding the
Postal Service’s performance delivery for that parcel shipper’s own packages And
shippers, through reports with aggregated data, can compare their own experiences
with a broad spectrum of other results. This has proved most beneficial to our
members in planning their mailings and working with the Postal Service to resolve
service issues. We see no reason why the Postal Service should not provide similar
reporting for shippers of all types of market-dominant parcels.

Under the PAEA, delivery standards and performance measurement systems
must now be created for all market-dominant mail. While our own experience with
parcels represents only a small part of the population of mail, we see no reason why
the successful experience we had with the Postal Service in developing service and
performance measurements cannot be successfully syndicated to all types of market-
dominant mail. Much improved technology is now available, such as the Intelligent
Mail Barcode, which provide “transparency”, such as tracking and tracing, Unique
identification of mailpieces should be the norm, not the exception.

To return to a point we made about the particular problem of the “tail of the
mail”, we have found that this phenomenon is the primary cause of unnecessary cost
and customer dissatisfaction, and that we believe any perfformance measurement
system to be effective must disaggregate data on the “tail of the mail”.

Section 302 of the PAEA requires the Postal Service to submit a “plan” six

months after the December 22, 2007 due date for the development of service
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standards. This plan has to explain how the Postal Service will meet the standards it
develops. A central part of that plan deals with “postal facilities” and in §302(c) of
the PAEA, Congress found “the Postal Service has more facilities than it needs and
the streamlining of this distribution network can pave the way for potential
consolidation of sorting facilities and the elimination of excess costs.”

The Postal Service was at work on this subject prior to the enactment of the
PAEA and even docketed a proceeding at the Postal Rate Commission (Docket No.
N2006-1, Evolutionary Network Development Changes) or otherwise known as
END. PSA participated in that Docket.

In addition, PSA has worked with the Postal Service and industry through the
MTAC process on END. PSA’s committee on END developed “input” for the
MTAC workgroup, outlining PSA’s position on the whole issue of infrastructure
change and realignment. That committee position is attached as Appendix I.
Specifically, our committee found:

The Facilities Plan must provide a “process for engaging policy
makers and the public in related decisions.” Similarly, the PRC's
Opinion in Docket No. N2006-1 advised the Postal Service to
solicit input from major mailers as it redesigns its network. PSA
and its END Comumittee agree that the USPS END process and
the eventual “Facilities Plan” can benefit substantially from
suggestions as to what its customers find most important and how

customers can benefit most from USPS services. This will result
in better overall service.

The PSA END Committee has evaluated the needs and concerns
of PSA members whose parcels represent the vast majority of
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Parcel Select and a substantial volume in other mail subclasses,
particularly the Standard Mail Regular subclass. This paper briefly
explains the principles that the Committee believes should guide
the Postal Service as it realigns its network. These principles are
organized as follows: (1) consistent delivery, (2) end-to-end cost
and service, (3) worksharing discounts, (4) visibility, (5)
containerization, and (6) automation.

One of the particular concerns that PSA had with the Postal Service’s END
activities was their failure to recognize that rate changes should accompany radical
changes in their network development initiatives. For example, previously, it was
planned that the work currently being performed at the Postal Service’s 21 Bulk Mail
Centers (BMGs) and 7 Auxiliary Service Facilities (ASFs) would in the future be
carried out at roughly 28-100 Regional Distribution Centers (RDCs). While not
necessarily disagreeing that operationally these changes made sense, PSA was
concerned that the END initiative would be likely to increase mail preparation and
entry costs for parcel shippers, particularly those that enter their parcels at DBMGs.
In addition to having to transport parcels to a larger number of facilities to qualify for
the DBMC rate, it was expected that parcels entered at RDGs would have to be
prepared on pallets or on pallet boxes, rather than the current practice of bedloading
such pieces.

One of our large members did a study to estimate the cost of such changes to
them. They found that the additional cost of entering mail at a much larger network

of facilities to qualify for DBMC rates and to meet expected containerization
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requirements was likely to be significant and to far exceed the postage savings that
would result from qualifying for lower parcel postage rates. That member performed
a focused study of the cost of parcels being shipped in Texas. Their analysis found
that the required changes in preparation would result in a net cost increase of 59 cents
to 98 cents per parcel. That is a huge increase (16% - 26%), considering that the
postage currently paid on such parcels averaged approximately $3.75. In its own
work, the Postal Service had not adjusted either its revenue requirement or its DBMC
cost estimates to reflect the shift in cost from the Postal Service to shippers. The cost
savings achieved by the Postal Service through Network Realignment should be
reflected in the rates charged to mailers.

Conclusion

We welcome the Subcommittee’s interest in this subject matter; both the Postal
Service and the Postal Regulatory Commission have a role given to them by the
Congress. Congress has found there is an inadequacy in the delivery standards and
reporting thereon and has found an excess of obsolescent postal facilities which are
harming the Postal Service’s efficiency. We hope that this subcommittee will continue
to keep a close eye on both the Postal Service and the Postal Regulatory Commission
as they evolve their development of new standards, reporting measures, and

infrastructure changes.
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We are proud of the pioneering work that our association did with the Mailers
Technical Advisory Committee to establish Parcel Select delivery standards and
service measurements and reports on those standards. It can be a model for the
development of standards and measurement procedures for market-dominant
products. We urge the Postal Service to take heed of the advice given by our END
committee in proceeding with its work on Network Realignment. We believe that
the success PSA has had in the consultative process on standards can be a model for
the facility streamnlining required by the PAEA (Section 302). We thank the
Subcommittee for this opportunity to express our views and for its continuing interest

in this vital service to the American people.
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APPENDIX
PARCEL SHIPPERS ASSOCIATION
1211 Connecticut Avenue NW Tel:  (202) 296-3690
Suite 620 FAX: (202)331-8318
Washington, DC 20036-2701 psa@parcelshippers.org

PSA Position on USPS Network Realignment

For almost two years, the Parcel Shippers Association (PSA) has been working with the
United States Postal Service (USPS), through the Mailers Technical Advisory Committee
(MTAC), to address industry concerns with respect to the USPS Evolutionary Network
Development (END) initiative, This follows, and to some extent coincided with, PSA’s
participation in the USPS Network Integration and Alignment (NIA) effort, and participation
before the Postal Regulatory Commission (PRC) in conmection with Docket No. N2006-1,
Evolutionary Network Development Service Changes, 2006.

In early 2006, PSA formed an END Committee, currently consisting of 12 members from
throughout the parcel shipping industry, to provide input to MTAC and the Postal Service on this
important issue. The efforts of that Committee led to the establishment of two END-related
MTAC Workgroups — WG #107 “FAST/Surface Visibility for Parcels” and WG #109
“Qptimizing Parcel Prep & Entry for Seamless Acceptance.” Numerous PSA members have
been active on those workgroups.

The END process was encouraged and necessarily accelerated in December 2006 with
the enactment of the Postal Accountability and Enhancement Act (Public Law 109-435). Among
other things, that law requires the USPS to develop a “Facilities Plan” that must include “a
strategy for how the Postal Service intends to rationalize the postal facilities network and remove
excess processing capacity and space from the network.”

The Facilities Plan must provide a “process for engaging policy makers and the public in
related decisions.” Similarly, the PRC’s Opinion in Docket No. N2006-1 advised the Postal
Service to solicit input from major mailers as it redesigns its network. PSA and its END
Committee agree that the USPS END process and the eventual “Facilities Plan” can benefit
substantially from suggestions as to what its customers find most important and how customers
can benefit most from USPS services. This will result in betier overall service.

The PSA END Committee has evaluated the needs and concerns of PSA members whose
parcels represent the vast majority of Parcel Select and substantial volumes in other mail
subclasses, particularly the Standard Mail Regular subclass. This paper briefly explains the
principles that the Committee believes should gnide the Postal Service as it realigns its network.
These principles are organized as follows: (1) consistent delivery, (2) end-to-end cost and
service, (3) worksharing discounts, (4) visibility, (5) containerization, and (6) automation.

I
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Consistent Delivery

PSA members place a higher value on the Postal Service improving the predictability
and consistency of delivery, than on reducing end-to-end delivery times, which in turn would
result in a higher-cost network. Thus, the USPS should focus on eliminating the delivery tails —
which for Parcel Select currently range from 4 to 7 days and sometimes more — experienced by
shippers entering parcels at destination bulk mail centers (DBMCs), rather than on increasing the
speed of delivery. Investments in facilities, automation, transportation and human resources
should focus on improving compliance with the current Parcel Select 1- 2 day delivery standard
and the MTAC Work Group #114 Service Standard recommendations for Standard, BPM, Media
and Library mail parcels. Achievement of 98% on-time service performance (regardless of
package size or ZIP Code) should be the goal. Further, given the importance of consistent,
predictable delivery, the initial focus of the END initiative should be on improving service at
poor performing facilities where the opportunities for improvement are substantial.

End-to-End Cost and Service

Parcel delivery by the Postal Service is best viewed as a partnership between parcel
shippers, consolidators, and the Postal Service. In most instances, parcel shippers and
consolidators sort and transport parcels to destination postal facilities where the Postal Service
sorts and prepares them for final delivery. Given the extent of this partnership, the Postal
Service’s competitiveness in the parcel delivery marketplace is determined based upon end-fo-
end costs and transit times (including both Postal Service and private sector cost and transit
times), not just USPS costs and service levels. A further consequence of this partnership is that
changes to the postal network not only affect USPS costs and delivery times, but also private
sector costs to prepare and enter parcels at USPS facilities and the associated transit times.

Given this, when evaluating the impact of END, USPS must take into account not just its
internal impact, but also how it affects private sector costs and transit times. Focusing only on
the USPS side of the equation would almost certainly lead to a less-than-optimal network. For
example, holding service levels constant, adjusting the postal network in a manner that reduces
USPS costs by $1 billion, but increases private sector mail preparation and transportation costs
by $2 billion would be terribly inefficient.

Of particular relevance to the END initiative, requiring parcel shippers to enter parcels at
a greater number of destination facilities to qualify for the END equivalent of DBMC rates will
increase private sector costs {e.g., trangportation costs, containerization costs, handling for
additional sorts, expanded dock areas) and transit times (e.g., by requiring shippers to “hold”
parcels longer to generate sufficient volume to fill a container for a particular destination
facility). Thus, a network that requires parcel shippers to enter parcels at a larger number of
destination facilities would have to substantially reduce USPS costs and improve USPS delivery
times just to maintain existing end-to-end cost and service levels.
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Worksharing Discounts

To garner industry support for realignment and encourage efficient parcel preparation and
entry practices, the Postal Service should adjust the size of worksharing discounts that it offers in
unison with changes to the postal network. Specifically, PSA understands that a likely
realignment scenario is for the Postal Service to add “DBMC” entry points to the postal network.
As discussed above, such a change would increase private sector transportation costs. Unless
worksharing discounts are increased to reflect the USPS cost savings resulting from the
additional private sector work, such realignment would increase the distribution costs faced by
parcel shippers: postage rates would remain unchanged while private sector transportation costs
would increase. Thus, shippers would not benefit even if the realignment increased overall
efficiency. See PSA-T-1 in Docket No. R2006-1.

Second, adjusting discounts as the network is realigned to ensure that the discounts
continue to be cost-based will encourage efficient preparation. As explained by Dr. John Panzar
in Docket No. R2006-1, setting discounts equal to costs avoided “leads mailers to choose to
perform worksharing if and only if doing so lowers total postal sector costs, The reason is quite
intuitive. If the mailer’s cost is less than the discount offered, it is profitable for the mailer to do
the work — and total postal sector costs decrease. If the discount is not sufficiently attractive, the
Postal Service continues to provide the service component.”

Visibility

For USPS to be competitive in the package delivery market, it must provide both shippers
and their customers with the ability to track their packages as they flow through the postal
system. As USPS realigns, it must ensure that its equipment is sufficient for this task. In
particular, the Postal Service must be able to provide shippers with “scan” data showing where
containers and parcels are in the network. Further, to allow parcel shippers to effectively
monitor USPS service and effectively plan their mailings, the Postal Service should provide all
parcel shippers with service performance data similar to the existing Parcel Select Performance
Reports.

Containerization

Containerization requirements have a significant effect on parcel shipping costs. Not
only do they affect the direct costs to purchase and handle containers, they also influence
shippers’ ability to efficiently utilize trailers, which is a critical driver of private sector
transportation costs. For example, eliminating the option of bed loading parcels will likely
reduce cubic utilization of trailers by approximately forty percent. Thus, the Postal Service
should redesign its network with an eye towards retaining the maximum possible flexibility for
containerizing parcels.

In particular, the Postal Service should retain bed loading as a containerization option
wherever possible. Further, with the possible introduction of additional entry points, the Postal
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Service should consider allowing shippers to use an “intermediate” container — such as the EO,
EH, and E containers used by the Air Freight industry — that can hold more parcels than a sack,
but less than a pallet. EO, EH, and E containers -~ which vary from approximately % to % of the
size of a pallet box — offer easy loading, stacking, cubic utilization, off-loads and facility
movement for both USPS and parcel shippers.

Further, the Postal Service (in collaboration with the parcel shipping industry) should

develop preparation and entry rules and procedures to ensure the efficient use of containers and
trailers, including:

Reviewing and, where appropriate, modifying rules related to the maximum height of and
stacking limits for pallets;

Establishing procedures to allow parcel shippers to reuse their containers, rather than
using them just once;

Revising preparation rules ~ e.g., allowing presort minimums to be met based upon
combined parcel volume across all subclasses in a mailing, rather than on a subclass-by-
subclass basis — to encourage the commingling of multiple subclasses of parcels in the
same containers;

Allowing all parcels — regardless of subclass and machinability — to be entered at the
same facilities to qualify for destination entry discounts.

Automation

Increasing the use of automated equipment to process parcels is critical to controlling

parcel processing costs and providing shippers with visibility to their parcels as they flow
through the postal system. PSA thus applauds the Postal Service for broadening the
machinability criteria to encompass lighter weight parcels. As the Postal Service realigns its
network, it should attempt to maximize the automated processing of parcels. PSA specifically
encourages the Postal Service to -

Evaluate whether the machinability criteria can be broadened further to include a greater
scope of parcel dimensions as well as a greater scope of packaging (e.g. paperboard
envelopes and bags which can be run on Automated Package Processing Systems
(APPS)).

Broaden the array of equipment that can read parcel barcodes in an automated fashion,
reducing the need for manual intervention to orient and key the zip codes on the
packages.

Work with mailers to develop a smaller Delivery Confirmation barcode that can be
accommodated on smaller parcels — e.g., Standard Mail parcels — with limited real estate.



135

To enhance visibility, the Postal Service should also expand the collection of scan data on
parcel processing equipment and continue to share such data with the industry.

Conclusion

PSA looks forward to continuing to work with the Postal Service and encourages it to
communicate contemplated network changes at early stages in their consideration to achieve
END results which benefit all. Adhering to the principles discussed above will make such a
result much more likely.
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Mr. Davis oF ILLINOIS. Thank you very much.

Mr. Marchant, do you have any questions?

Mr. MARCHANT. Yes. Last week the subcommittee looked at the
issues concerning outsourcing on the part of the Postal Service. Do
you or your members or your clients have any views on the whole
concept of outsourcing and independent contractors?

Mr. MAY. We are not, per se, opposed to outsourcing. But to us,
we think you have to make the case for it. You have to dem-
onstrate that it really cannot be done effectively in-house and that
indeed, you will save money by going out of the Service. And also,
there are important considerations you have with your employee
agreements. The contract the PMG just signed with the Letter Car-
riers Union, for example, does not allow them to surplus any exist-
ing Postal Service carrier routes by outsourcing them.

So they don’t have a free hand in this. But as in private indus-
try, labor and management collectively bargain and they agree.
The Postal Service is somewhat handicapped, because under the
present system, in an impasse, they have to go to impasse arbitra-
tion. That has often been not satisfactory. Happily this time, for ex-
ample, with the Letter Carriers contract just consummated, they
were able to reach an agreement without having to go to arbitra-
tion.

But certainly there will be occasions when there will be
outsourcing. But we don’t have a position per se on it. We are not
urging that it be done. If it makes sense, do it. But make the case
that it does.

Mr. MARCHANT. Mr. Cerasale, do you see the effective future of
the Postal Service’s being effective using some kind of outside con-
tractors, do you see that as an essential part of an effective deliv-
ery system for your clients and customers?

Mr. CERASALE. The Postal Service has historically used contrac-
tors for transportation and so forth in the past. I agree with Mr.
May that they have to make a case for it.

One of the things for an efficient Postal Service and how it
works, however, is that the labor management climate within the
Postal Service, the Postal Service has to work and work well, and
that means management and their employees working together
and working well. That is part of an efficient Postal Service as
well. We are not opposed to contracting out. But we are not saying
that you have to contract out. We think that right at the moment,
it is part of the collective bargaining agreements, I think, with all
the unions. The Postal Service has to work within that framework
that it currently has.

I don’t think you take it off the table. I don’t think you say, it
is not there. I think it is part of what the Postal Service has in
front of it, part of the tools it has to work with and with its employ-
ees. But an efficient Postal Service, one that works efficiently for
us is one that works with its employees who are, where there are
customers, are they both employees and Postal Service. So it has
to work together. So that is a part of what efficiency is as well.

Mr. MARCHANT. Thank you, Mr. Chairman.

Mr. Davis oF ILLINOIS. Thank you very much.

Gentlemen, during this part of the discussion, on two or three oc-
casions I heard differentiation between guidelines versus stand-
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ards, or I heard mention that in some instances, the Service has
guidelines but not standards. What is the difference?

Mr. MAy. Well, Mr. Chairman, a standard is something you have
committed to, that you will get delivery. For example, the commit-
ment we have for Parcel Select standards is if we drop our pack-
ages at the destination delivery unit, that is the standard, which
means we have been guaranteed and our customers can rely on
that, that is going to be delivered in 1 day and with a 98 percent
success rate. So that is a standard.

A guideline says, well, it will take anywhere from 2 to 9 days,
depending on where it is in the system. That is a guideline. Frank-
ly, to the extent that they even measure it at all, it is less than
50 percent accurate. So lots of work has to be done there. There
is no reason why everybody can’t have the same kind of standards
and reportability and reliability that we have been able to achieve
for Parcel Select by cooperating with the Postal Service.

Mr. DAvis oF ILLINOIS. And you are wanting the Postal Service
to move closer to a level of exactness?

Mr. MAy. Exactly. And we see no reason why, within some toler-
ance, they can’t have the same quick delivery, quick certain deliv-
ery guidelines and reporting systems for all of the mail, not just
Parcel Select.

Mr. CERASALE. From our view, what you measure is what you re-
ceive. So the real key for these standards is, we have to have meas-
urement of those standards. That is where management will put ef-
forts and make sure they meet them. So the big key in service, cre-
ating service standards, is the measurement and the guidelines
that we have. There really is not measurement there.

Mr. McLEAN. The other key to this is that performance measure-
ment that we are discussing today will be much more detailed and
will be made public. The standards that are being established are
a fine idea, but without the measurement, they would essentially
be meaningless. Today the Postal Service has two measurement
systems involving outside auditors. One measure the general public
attitude toward the Postal Service, and the other measures the
very small percentage of a specific type of mail. These standards
will be much broader, as will the performance measurement sys-
tems.

So we will get a much better sense of how the Postal Service is
doing when it comes to delivering large chunks of the mail that
really provide almost 80 percent of their revenue throughout the
year, not just the revenue that comes from a very small subset of
a single class of mail.

Mr. Davis oF ILLINOIS. As the Postal Service goes through its
thinking about realignment, are you all satisfied that you have an
opportunity for input into the process?

Mr. MAY. Well, we certainly have. We have no complaints about
that. That doesn’t mean they are going to listen to us and agree
with everything we have said. But we have, largely through the
Mailers Technical Advisory Committee process, we have had and
are continuing to have the opportunity to present our views on
standards for other package services and measurements, how they
will be measured, and also our views, and we will put it in writing
eventually, what our position is on the restructuring of the infra-
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structure of the Postal Service. As I say, we have gone into print
with that. It is attached to our testimony.

Mr. DAvis oF ILLINOIS. Mr. Winn.

Mr. WINN. I would have to answer that question as no, we have
not had sufficient communications nor been really allowed to pro-
vide good input from our perspective. I will give you the example.
We have consolidation facilities all over the country where we con-
solidate mail and then we drop ship it certain times at certain loca-
tions in the Postal Service. The location of those facilities is critical
to where we are entering mail. So if the network is realigned with-
out visibility into what it is going to look like in the future, our
consolidation facilities may be in totally the wrong places. We will
have to move, increased costs to our customers, again, total system
costs.

Mr. DAvis OF ILLINOIS. Mr. McLean.

Mr. McLEAN. I think that where the Postal Service could im-
prove in this area is by talking to us more often and giving us more
lead time when it plans on changes, whether they are closing or
consolidation. Mike, in his testimony, gave a great deal of attention
to the in-home delivery date, and that is what is really affected, as
well as the transportation costs that mailers will be required to
pay.

Mr. Galligan, the witness who testified earlier today, has been
very accessible to us. We are in the process of trying to schedule
a meeting with the Postmaster General and our entire membership
some time between now and the end of the year. The network re-
a{)ignment will be one of the topics that we will talk with him
about.

So we are seeing more accessibility. We just hope that we will
see more information a little farther ahead than we have in the
past.

Mr. Davis oF ILLINOIS. Mr. Cerasale.

Mr. CERASALE. The accessibility is there. I don’t necessarily
think that we have seen all the information that we think we
should receive and that is a really important part of the discussion,
is to take a look at the plans and then listen to us as we talk on
them. I think we are encouraged by where the Postal Service is
moving on this. But the jury is still out whether or not they really
aﬁ'e giving us the plans and having some meaningful discussion on
them.

Mr. DAvis oF ILLINOIS. Well, it looks like our timing is perfect.
Gentlemen, I want to thank you all for your testimony, for being
here with us. I want to thank all of the witnesses for appearing
and all of those who have come.

Of course, we have a vote on and I have to go and vote, so this
hearing is adjourned.

[Whereupon, at 4 p.m., the subcommittee was adjourned.]
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