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SERVICE STANDARDS AT THE POSTAL
SERVICE: ARE CUSTOMERS GETTING
WHAT THEY PAID FOR?

THURSDAY, AUGUST 2, 2007

U.S. SENATE,
SUBCOMMITTEE ON FEDERAL FINANCIAL MANAGEMENT,
GOVERNMENT INFORMATION, FEDERAL SERVICES,
AND INTERNATIONAL SECURITY,
OF THE COMMITTEE ON HOMELAND SECURITY
AND GOVERNMENTAL AFFAIRS,
Washington, DC.

The Subcommittee met, pursuant to notice, at 10:03 a.m., in
Room 342, Dirksen Senate Office Building, Hon. Thomas R. Car-
per, Chairman of the Subcommittee, presiding.

Present: Senators Carper, Akaka, and Coburn.

OPENING STATEMENT OF SENATOR CARPER

Senator CARPER. The hearing will come to order. Welcome to our
witnesses today, to our guests, especially to our first panel. I will
be introducing General Potter and Mr. Blair in just a few minutes.

The Senate is in session. We are expecting our first series of
votes later today at roughly 11:45, and I don’t know if this is do-
able, but my goal is that by the time we finish up, the first vote
will have begun and we will be able to move from there to vote and
everyone will have had a chance to make their presentations and
we will have had a chance to ask questions and make it all work.

A bunch of people missed a vote yesterday, and for some of the
people, it was the first time they have ever missed a vote in the
Senate. We are going to run under a little tighter rules as we come
down the stretch here in the beginning of August on the Senate
floor, so I want to make sure that we don’t miss any votes over
there today, but I want to also make sure we have a chance to fully
hear from each of you that have come.

This is the third hearing that we have had on this Subcommittee
this year with respect to the legislation that we passed last year
that a lot of the folks in this room and those who were here last
week helped us to develop. The part of the bill that we are going
to be focusing on today is one that I am especially proud of. Title
3 of the Postal Accountability and Enhancement Act (PAEA) re-
quires the Postal Service to issue a new set of service standards for
its so-called market dominant products, essentially those products
that make up the Postal monopoly. That section of the bill also
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calls for the creation of a system for measuring service performance
at the Postal Service.

Senator Collins and my other colleagues who were involved in
the drafting of this bill, along with our staffs and, as I said earlier,
a number of others, sought to include this provision not because we
wanted to micromanage the Postal Service. We micromanage plen-
ty of other things. We don’t need to micromanage the Postal Serv-
ice. But we included it because we thought it was vitally important
that the Postal Service find a way to make their products relevant
and valuable to their customers as we go forward in the first part
of this century.

It doesn’t take a Postal expert to figure out that the Postal Serv-
ice has lost some customers over the years to innovations such as
e-mail, electronic bill pay, fax machines, and cell phones—some of
that business is, I think, likely gone for good. One look at the testi-
mony, from Postal customers on our second panel, however, tells
me this: Strong service standards coupled with an aggressive pro-
gram to track and report on service performance will go a long way
toward making at least some Postal products more competitive
when compared to the new technologies that you go toe-to-toe with
every single day.

The Postal Service adds, as we know, between one and two mil-
lion new addresses to its rolls every year. We are likely very far
away from the point where those homes and businesses no longer
require mail service. Businesses, charities, and the American public
still rely on the mail. I do. I think we all do. The Postal Service
will need to be more competitive, though, in order to bring in the
kind of volume and revenue necessary to cover the cost of providing
the universal service that our economy and our communities count
on, depend on.

The service standard provisions in the Postal Accountability and
Enhancement Act are also important because the Postal Service is
going to need to use the standards it sets to realign its workforce
and to rationalize its network of processing and retail facilities.

A large percentage of the Postal workforce, as is the case
throughout the Federal Government, is close to retirement, or clos-
er to retirement. That is everywhere except the U.S. Senate, and
here in this body, they tend to go on forever, or it seems that way.

In addition, the network of logistics centers and post offices the
Postal Service depends on each day is something that has grown
organically over the course of many years. It is not necessarily de-
signed, to meet current needs.

So I think a lot is at stake here. I know that and you know that,
as well, and we look forward to hearing from our witnesses, our
first panel and our second panel, too.

General Potter, I never wanted to be a general. I was in the
Navy and I would like to have been a commodore. It is a rank we
have in the Navy, but nobody is a commodore. You go from being
a captain to being a rear admiral, a one-star admiral. You are
never a commodore. That was the rank I had aspired to. I would
have been the only one in the Navy who would have been that.

But you got to be general, our Postmaster General. You have
been that since, I think, 2001. You took over your job about 4 or
5 months after I came on board in my new responsibility. I think
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you have done a very fine job. But you are, I am told, the 72nd
Postmaster General and began your career with the Postal Service
in 1978. I kid him that in 1978, he was a 12-year-old clerk, and
over the years presided over, among other things, as our Chief Op-
erating Officer at the Postal Service, Vice President for Labor Rela-
tions, and a number of other senior positions at the Postal Service’s
headquarters in Washington and out in the field.

Dan Blair, welcome. Dan Blair comes before us today as the very
first Chairman of the Postal Regulatory Commission, which is the
successor, as we know, to the old Postal Rate Commission. Mr.
Blair was confirmed by the Senate as a Commissioner on the Rate
Commission last December and was named Chairman by President
Bush later that very same month. Chairman Blair previously
served as the Deputy Director of the Office of Personnel Manage-
ment and put in 17 long, hard, arduous years here on Capitol Hill.

We welcome you both. Your entire testimony will be made part
of the record and feel free to summarize. If you can stay fairly close
to 5 minutes, that would be fine. If you run a little long, we will
give you some leeway. Thank you.

General Potter, would you like to begin.

TESTIMONY OF HON. JOHN E. POTTER,! POSTMASTER
GENERAL, UNITED STATES POSTAL SERVICE

Mr. POTTER. Good morning, Mr. Chairman and Members of the
Subcommittee. I am pleased to be with you to discuss one of the
most difficult challenges faced by the Postal Service, the need to
balance rising costs within a rate structure defined by a price cap.

By law, we are required to keep price adjustments at or below
the rate of inflation for market dominant products, which rep-
resents over 90 percent of our revenue base. Unfortunately, our
costs are not governed by the same standard and many have been
rising faster than the Consumer Price Index. Like other employers,
we have been affected by sharp increases in the cost of energy and
health benefits, and for the Postal Service, cost per work hour for
our career employees has been growing at a rate above inflation.

At the same time, First-Class Mail volume, which represents
over 50 percent of our revenue base, is declining. The number of
addresses we serve, as mentioned by the Chairman, is increasing
by almost two million each year. This means, on average, even with
the recent rate change, we are delivering fewer pieces of mail to
each address and revenue per delivery is decreasing. This is not a
formula for long-term success. The challenge is to close the gap be-
tween prices and costs while improving our quality of service.

How do you do that? As I see it, management can proceed along
three paths. First, we can continue to operate as we have been for
decades. After all, that brought a level of success no one antici-
pated when the law was passed in 1970. Service rose to record
heights. We achieved our break-even mandate, and we reached un-
precedented levels of efficiency.

But the environment in which we achieved that success has
changed and it is continuing to change. The business model that
was created in 1970, in my opinion, is broken. We can no longer

1The prepared statement of Mr. Potter appears in the Appendix on page 37.
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depend on mail volume growth to produce revenue needed to cover
the costs of a growing delivery network. That model helped us to
limit increases in postage rates to the rate of inflation over the 35
years prior to the new law, but the mail volume growth necessary
to do that is no longer there.

To proceed along the path of business as usual would be incon-
sistent with our rate cap obligations or the expectation of the
American public. We no longer have the option of just adjusting
rates if our costs get out of balance. We have to do more, much
more, if we are to keep costs in check with the overall growth no
higher, as I said, than the rate of inflation, but we must continue
to provide universal service. We understand that is our primary
mission, is to deliver universal service to the American public.

The second path to closing the gap between rates and costs
would be wholesale, and absolute expansion of outsourcing of work
now performed by Postal Service employees and use that as a cost
reduction strategy. But there is much more at stake than simply
costs. Pursuing this strategy could come with its own costs, and
}[:)hoseii costs would be a lost focus on service and damage to our

rand.

That is why I prefer a third path, working directly with our
unions and customers to confront the critical issues that we are
facing as an organization, to address the demands of growing our
business and the needs of our customers to better serve America
and to protect universal service for the next generation. I am per-
sonally committed to the process of collective bargaining as an im-
portant tool in achieving these goals, and I have seen time and
again that it works.

The latest example is the tentative collective bargaining agree-
ment we reached with the National Association of Letter Carriers.
It keeps the most important focus where it must be, on our cus-
tomers, by helping us to improve service and operational efficiency,
and it provides our employees with a fair wage. This is more im-
portant than ever as we operate in a competitive environment in
which customers vote with their feet, no longer bound by a monop-
oly that is meaningless in today’s world.

We were successful in reaching negotiated agreements with all of
our major unions this year in this round of bargaining. We don’t
expect to agree on every issue, but we have demonstrated our abil-
ity to overcome our differences, confront our shared challenges, and
negotiate bargaining agreements that benefit everybody—the Post-
al Service, our employees, and most importantly, the people we
serve.

I strongly believe that we should rely on the collective bargaining
process going forward and that the parties should be challenged to
make the collective bargaining process work. The continued viabil-
ity of the process requires that we retain our ability to bargain on
a level playing field and that we have agreements that allow man-
agement certain rights and we shouldn’t tinker with those. They
have worked for us in the past and we would prefer that all parties
to the collective bargaining agreements to continue to focus on that
process and not focus on a change in the law.

Before I close, I would like to discuss our progress in developing
modern service standards. Both of these and the related measure-
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ment systems, are required by the new Postal law, as you men-
tioned, Mr. Chairman. Since early this year, we have been working
with a large and diverse group representing all parts of the mailing
industry to identify what changes in standards are warranted. We
are on target to complete this process this summer. We are already
consulting with the Postal Regulatory Commission so that the new
service standards can be published by December.

In developing measurement systems, we are exploring the pos-
sible use of our new Intelligent Mail bar code. It is a passive inter-
nal data collection capability which will allow us to efficiently
measure actual service performance, not in an aggregate way, by
individual mailers, because at the end of the day, mailers care
about their own mail. It is nice to know that we are performing at
95 percent, but if their experience is 75 percent, it doesn’t matter
to them. So our goal is to get as granular as we possibly can and
give the people who are paying for postage information about their
mail.

We look forward to working with all of our stakeholders, in par-
ticular the Postal Regulatory Commission, in achieving agreement
on revised service standards and a measurement system. I appre-
ciate the opportunity to testify today and would be happy to an-
swer any questions you may have.

Senator CARPER. General Potter, thank you very much for your
testimony and for being here with us again today.

Mr. Blair, you are recognized. Again, your full statement will be
entered into the record and feel free to summarize as you see ap-
propriate.

TESTIMONY OF HON. DAN BLAIR,! CHAIRMAN, POSTAL
REGULATORY COMMISSION

Mr. BrAIR. Thank you, Chairman Carper. I appreciate this
chance to come before the Subcommittee. I ask that my full state-
ment be entered in the record and I am prepared to summarize.

First, I would like to acknowledge my fellow Commissioners with
me here today, Commissioners Goldway, Tisdale, Acton, and Ham-
mond. I appreciate their attendance and their support

Senator CARPER. Could I ask you a favor? Would you just repeat
those names slowly, and as you repeat those names, I am going to
ask each of the Commissioners to raise their hand.

Mr. BLAIR. Yes. Commissioner Tony Hammond is in the audi-
ence, and also Commissioner Dawn Tisdale, Commissioner Mark
Acton, and Commissioner Ruth Goldway.

Senator CARPER. Welcome. Thank you.

Mr. BLAIR. Since I last appeared before the Subcommittee in
April, the Commission has put into place what I call a 360-degree
approach in soliciting public input on both the new rate system and
service standards. First, in February and May of this year, we pub-
lished Federal Register notices seeking public comments on how
best to structure the new ratemaking system. The public response
has been extremely gratifying. We received approximately 100 sep-
arate responses in all.

1The prepared statement of Mr. Blair appears in the Appendix on page 43.
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Although the Commission has until next June to develop the new
system, we are moving quickly to beat this deadline. We hope to
have in place a basic ratemaking framework by this October, which
would provide the Postal Service with the flexibility to use the new
system, a new streamlined system, should it need to raise rates.

Second, as you pointed out, the Act requires the Postal Service
to consult with the Commission on the establishment of modern
service standards for market dominant products. To fulfill this re-
quirement, and as part of our ongoing outreach, we published a
Federal Register Notice of Public Inquiry in June soliciting input on
service and performance standards. The Commission received 35
comments in response to this notice. Further, we reached out to
Postal stakeholders outside Washington, DC through field hearings
in Kansas City, Los Angeles, and Wilmington, Delaware, where we
ran into Brian Bushweller, your State Director.

Both the formal comments received in response to our notices
and the testimony we heard during our field hearings share a num-
ber of common themes. Our written statement discusses these com-
ments more fully, but let me give you some of those highlights.

In general, the mailing community is eager to move to a new sys-
tem with the expectation of more stable and predictable rates. I
know that you, Chairman Carper, and Senator Collins, are also
very interested in seeing the new system set up as quickly as pos-
sible. You have my personal commitment that this goal is met.

Senator CARPER. Thank you.

Mr. BLAIR. We also heard that consistent and reliable mail serv-
ice is critical. Most mailers consider the existing Postal Service
standards acceptable, but insist that these standards should be a
floor for all mail within a class. Further, there needs to be system-
wide performance measurements that provides detailed information
and is available to the public. Specifically, we heard that mailers,
their customers, and the Postal Service would best be served by
publicly-available reports listing the service performance regionally
and possibly in greater detail. Moreover, details such as between
specific three-digit ZIP code pairs or zones should be available to
mailers on request.

Several mailers listed measurement of what is called the “tail of
the mail” as being especially problematic and noted that product
delivery delayed beyond the expected time frame results in de-
creased customer satisfaction and increased costs of shipping of re-
placement goods. Mailers also believe information beyond days to
delivery are important components of service standards.

For instance, the critical entry or cut-off time for business mail
and the last collection time from neighborhood mailboxes are im-
portant, as well as the length of the “tail of the mail.” Another
issue is whether there should be separate service standards for
non-contiguous areas like Hawaii and Alaska.

While the current performance measures for First-Class Mail are
generally considered adequate, measurement tools for other classes
of mail are lacking. The new law requires measurements for all
classes of mail. The Commission is encouraged by plans to imple-
ment the Intelligent Mail initiative over the next several years.
Until it is widely operational, however, an interim system of meas-
urement is needed. We do not believe that the Act envisioned mod-
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ern service standards being enacted but with a 2 to 3-year delay
in their measurement.

Regarding our consultation with the Postal Service, we appre-
ciate that the Postmaster General has sent a strong team to work
with us and has designated Deputy Postmaster General Pat
Donohoe to lead these efforts. To date, the Commission and the
Postal Service have engaged in three substantive standard-related
meetings. We anticipate another meeting later this month, culmi-
nating in a final formal consultation toward the end of September.
Based on the cooperative tenor of the meetings thus far, the Com-
mission has every reason to believe that its input will be reflected
in the final regulations adopted by the Postal Service.

Clearly, the Commission has its work cut out for it. The coming
12 months will be a time of intense work at the PRC as we move
to carry out our new responsibilities.

Again, thank you for inviting me to testify, and I am ready for
any questions you might have.

Senator CARPER. Mr. Chairman, thank you for that testimony.

Chairman Blair, I am going to ask you to go back and just briefly
give us a little primer on how the rate-setting structure used to
work for the Postal Service up until the enactment of the legisla-
tion last fall, how it is going to be working going forward into the
future, and particularly go back to the first paragraph or so of your
statement and just give us the status report of where we are. And
then I am going to ask General Potter to react to that, if you will.

Mr. BLAIR. We have a lot of lawyers in this room. There might
be second-guessing my answers on this, but I will give it my best
try.

Senator CARPER. I see some of them. They are already at it. Go
ahead.

Mr. BrAIR. Under the old system, there was cost-of-service pric-
ing in which the Postal Service priced its products according to the
costs of delivering those services. The Postal Service would come
before the Commission with a request to raise rates in an omnibus
case. That case would take 10 months. There were hearings on the
record. Witnesses came before the Commission. They were subject
to cross-examination. Briefs were filed. Reply briefs were filed, and
after a period of 10 months, the Commission would come forth with
a recommended decision which was based on that record. That de-
cision would then go to the Governors of the Postal Service who
could adopt it, send it back, or take other options.

Oftentimes, the Commission recommendations did not mirror the
initial Postal Service request. It was a lengthy, litigious, and costly
process that took place before the Commission.

Congress recognized that. Congress also recognized that mailers
were saying that they need more stable, predictable rates. That
every 3 to 4 years, when the Postal Service came in for rate in-
creases, many times, mailers would see their rates jump, for which
they were not prepared. And so Congress took action, which re-
sulted in the legislation passed last year, the Postal Accountability
and Enhancement Act.

Under that legislation, the PRC was charged with devising regu-
lations that would allow the Postal Service to seek yearly rate in-
creases subject to a CPI cap per class.
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Senator CARPER. And now fast forward, if you will, to where we
are at the current time

Mr. BLAIR. Well, at the current time——

Senator CARPER [continuing]. In implementing the legislation.

Mr. BLAIR. At the current time, Congress gave us 18 months,
until June 2008. When I came into office at the middle of Decem-
ber, we were in the midst of a very contentious—it was the first
litigated rate case, I believe, since 2001. We gave our recommended
decision back in February, but there was also talk that the Postal
Service would have to seek another increase in order to cover its
costs within a short time frame, as well.

In order to avoid another lengthy go-around, although the Con-
gress clearly contemplated there could be another cost-of-service
rate case, the Commission thought it was in the community’s best
interest and in the public’s best interest, that we try to get our reg-
ulations in place sooner rather than later. That is why we are tar-
geting October of this year.

We have gone through two Advance Notices of Proposed Rule-
making, back in the spring and then again in June, in which we
asked the community to give us ideas on what these regulations
should look like. We had good responses to those. We also had the
field hearings in which we went to three different places across the
country and heard from stakeholders. We also looked at service
standards during both proceedings, and for service standards, we
put out a Notice of Public Inquiry. So we have been very engaged
with the public and the community on what these new regulations
should look like.

Senator CARPER. This is August. This is the first of August.
What happens next?

Mr. BLAIR. The next public step would be for the Commission to
publish the Proposed Rules for notice and comment. We hope to do
that soon.

Senator CARPER. OK. General Potter, would you care to just
weigh in and share some thoughts, reflections, on what Chairman
Blair said, particularly as we go forward?

Mr. POTTER. Maybe I would respond from kind of a Postal Serv-
ice business perspective——

Senator CARPER. Sure.

Mr. POTTER [continuing]. In the sense that the big changes that
in the past, under the old rules—I don’t disagree with anything
that Chairman Blair said—the difference for us from a business
perspective is that under the old rules, the Board of Governors de-
termined what the revenue requirement was. So they looked out
into a future year and said, this is how much money we are going
to need to operate the business, and then they suggested rates to
the Commission and the Commission made comment, but ulti-
mately, the Board of Governors could decide whether or not—had
the ultimate decision about what the revenue would be, the rev-
enue stream, and obviously the Commission could make rec-
ommendations around it, but the Governors could overrule it.

Going forward, there is a very hard rate cap for market domi-
nant products, which is 90 percent of our revenue. It is not just——

Senator CARPER. Could I interrupt for just a second? Excuse me,
but 90 percent of the revenue is market dominant products. What
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percent of the volume are represented by those market dominant
products? Do you have any idea?

Mr. POTTER. I would venture to say it is about 98 percent, be-
cause the competitive products we are talking about are package
products. We are not talking about significant volumes of packages.
Maybe 99 percent. It is very high. But you get much more revenue
per package than you do for a letter, whether it is an advertising
letter or a First-Class letter.

Senator CARPER. Alright.

Mr. POTTER. But the real change is that we have this rate cap
now for market dominant that says we have to operate at the rate
of inflation, but even more difficult than that, the cap is at the
class level, and we have never managed an organization by class
of mail. We have managed product by shape. If it is a letter, we
manage it as a letter. A flat is a flat.

Now we are going to have this rate cap by class, so it is going
to introduce a whole new layer of complexity that we have never
seen before. I talked to other business leaders and said, how do you
do that in the business world, and they say, we don’t. So this is
kind of a real unique situation that we are going to have to at-
tempt to manage.

In addition to that, going forward, then, we have the competitive
product arena and we are going to have to—obviously, the intent
was that we become even more competitive and grow our revenue.
The key factor there for us is going to be what is the required cost
coverage, because at a minimum, those products have to cover at-
tributable costs. In addition to that, they have to make a contribu-
tion to overhead to be determined by the Regulatory Commission.

So that is a key element of us understanding what that is. We
have had discussions with numerous mailers who are looking to us
to work with them on offering discounts and other things. It is kind
of, until we see the rules, we really can’t make decisions around
what is going to happen with that product line. So we are very anx-
ious and we are very appreciative that Commissioner Blair and the
other Commissioners are looking to accelerate the pace at which
they promulgate rules, not only for the market dominant products
but for the competitive products, as well.

Senator CARPER. Alright. Thank you.

Let me just change our focus a little bit. General Potter, I think
it was the last time you came before the Subcommittee, I think you
indicated that the Postal Service was on track to suffer some very
substantial losses, report some very substantial losses this year,
and I believe you said the loss was projected at the time to be a
little over $5.5 billion. It is my understanding, however, that most
of the loss is not a real loss in the traditional sense but really a
one-time accounting charge that relates to the passage of our Post-
al reform legislation and the treatment of funds that have been de-
posited in the former escrow account.

I think I have that right, but I want us to compare apples to ap-
ples if we can here for a moment. But how much worse off is the
Postal Service at this point on a cash basis compared to your plan
for the year, and is there anything new that you can tell us about
the impact that the recently-implemented rate case has had on
your finances?



10

Mr. POTTER. In terms of financial impact, obviously, there is
going to be a—we are looking at about a $5.5 to $6 billion loss this
year on paper. We are also looking, because we are taking what
was planned to be restricted cash this year for escrow contributions
in 2006 and 2007, and now they become an outflow of cash. So we
don’t have that cash. Borrowing is going to probably go up above
$4 billion this year, which is not something we are proud of, but
when you are in a restricted cash mode, you have cash at hand and
so you don’t need to borrow:

Senator CARPER. That is borrowing from the Treasury?

Mr. POTTER. Yes, borrowing from the Treasury. So in terms of
where we expected to be, probably the best thing to do is look for-
ward and look at 2008, and so the cost of the new law is going to
be about $800 million. Our plan was to break even next year. We
are probably going to lose $800 million to $1 billion.

But I am glad you mentioned the recent rate case because there
has been rate shock in the sense that people are trying to react to
changes that were made and the recommendation of the Governors
by the Commission, and so certain classes of mail got hit very hard
by recommended changes and our volume, I will just talk to this
month, or last month, the month of July, it looks like our revenue
is probably going to be about $100 to $150 million off of plan. And
a lot of it has to do with the fact, in my opinion, that the mailing
community is trying to respond to the higher growth in revenue,
in cost for certain classes of mail than they anticipated, so they
have budgets for the year, the calendar year in a lot of cases. They
don’t have the ability to go back and increase their budget by 20
percent or 30 percent to account for the new rate. So it appears
that they are holding back mailings and are coming up with new
strategies on how to approach the use of mail as part of their ad-
vertising dollars and it has hurt us.

My hope is that they don’t walk away from the mail, that they
are just recalculating what their plan for this year is. We will have
a better handle on that in the fall. If mail has migrated away from
us, if people have made permanent decisions to get out of the mail,
then the estimates for next year of an $800 million to a $1 billion
loss could grow rather dramatically.

Senator CARPER. Alright. Thank you.

Chairman Blair, would you just weigh in on this, as well?

Mr. Brair. Well, the recommended decision that came forward
was the first litigated case since 2001, and both the Commission
and the Governors are on record as saying that a litigated case was
going to cause some rate shock for mailers. I don’t want to mitigate
it. I don’t want to in any way disparage the rate shock that mailers
are experiencing.

However, again in this last case, the full revenue request was
granted to the Postal Service. Particularly with regard to letter
mail, efficiencies were rewarded and there was a rebalancing that
took place that didn’t occur in the previous two settled cases.

But I think that more than anything, this underscores the fact
that the old system was, indeed, broken. If we continue under an
old cost of service requirements, I think history would have re-
peated itself over and over again. You and your colleagues wisely
chose to take a different path, and that was to impose a different
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type of pricing system on the Postal Service. It was a historic step
that Congress took, and I look forward to implementing that new
system with my colleagues.

Senator CARPER. Alright. Thank you.

General Potter, I want to take a moment to follow up on some
testimony we heard at our hearing last week with the Postal
unions and some of the management organizations. You may have
gotten some feedback on this already. But more than one of our
witnesses testified that there has been an erosion of service in re-
cent years, at least in their view, if not nationwide, in at least some
pockets of the country they mentioned. We talked a bit about Chi-
cago. They talked a bit about L.A. The erosion was blamed in part
on the incentives that the pay-for-performance system used to
make decisions on managers’ pay.

Our witnesses said that some managers—not all, but some man-
agers were sometimes incentivized to sacrifice service to meet cost-
cutting goals, and I just want to ask you to take a minute, or
maybe a minute or two, and tell us your thoughts on this issue and
what you might be doing to address it.

Mr. POTTER. Well, first of all, let me talk a little bit about that
incentive system. It is a balanced system. People are rewarded for
service. They are rewarded for costs, and they are rewarded for
people, and by people I mean safety, our Voice of the Employees
Survey, where we take—every employee has the opportunity to fill
out a survey once a year to talk about the workplace, the workplace
environment. They are rewarded equally. So, when I look at the
three categories, I think we have been successful in all three.

We are going to report for the Postal Quarter Three service re-
sults next week. Those who are at the Board of Governors meeting
will hear a report about our Postal Quarter Three service results.
They are at a record level. We broke through some barriers. They
are at record levels for service. When it comes to cost, our produc-
tivity is at an all-time high and we are very proud of the fact that
productivity has gone up in each of the last 7 years and will con-
tinue to go up.

When it comes to people, our Voice of the Employees Survey said
despite the fact that we have downsized considerably, our employ-
ees are satisfied, our safety record is impeccable. We have brought
OSHA in to help us with our ergonomic issues that have affected
a number of our employees over the years. We have Voluntary Pro-
tection Program participation on the part of the Postal Service. It
is an OSHA program to make sure that the workplace is safe. We
have more Voluntary Protection Program sites than any other orga-
nization in America, private or public. Our grievances have been
dropping dramatically and will continue to do it. And we have
moved aggressively on equal employment opportunity.

So when I think if you step back and look at this compensation
system, it is a balanced system, and yes, there are cases where we
are asking people to do more with less, but given the fact that the
revenues of the Postal Service are challenged and the volumes are
challenged, people are just going to have to do that.

Now, that is not to say that we are perfect and that every man-
ager manages each of those categories equally. But the fact that
the bottom line results are there speak for themselves. We do have
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people who are not effective when it comes to service and we do
have slippages, and when we do, we move in and we look to resolve
them. When we have issues where there are cost overruns, we
move in and take care of those. And in cases where we have work-
place issues, we have intervention teams that go in and review
workplace problems because there are some.

Despite the fact that there is an overall good record, there are
pockets of problems within each of those three categories, and with
an organization our size, I don’t expect it to be perfect, but I expect,
when problems do occur, for us to react and we are doing that as
best we can.

Senator CARPER. One of my credos when I was in the Navy and
as governor and today is, “If it isn’t perfect, make it better.” I al-
ways say that to my team, whatever team I happen to be leading
at the time. And obviously, you and the folks that you work with
and lead at the Postal Service, have realized that your operation
wasn’t perfect and you sought to make it better in a lot of different
ways and I commend you for that. I know we all do. I would just
urge you, as you find those pockets, whether it is Chicago or L.A.,
where you find that folks aren’t measuring up or your leaders
aren’t measuring up, that you act expeditiously to address those
and I am confident you will.

Mr. PoTTER. Well, I think when you see the service results for
Chicago, you will see that there has been a lot of progress made.

Senator CARPER. That is good to hear.

Another question, if I could, for General Potter, and then Chair-
man Blair, I will probably pick on you for a little bit.

About a year or so ago, General Potter, the Postal Service an-
nounced a number of processing facility closures and consolida-
tions. It has been unclear, at least to me, where the process is at
this point. I understand that some announced closures and consoli-
dations are going forward and some apparently are not.

In addition, there was language in the Postal reform bill that you
may recall required that the Postal Service comply with certain dis-
closure and consultation requirements before doing anything with
a facility. And then there is the fact that you must come up with
a new strategy for handling your facilities by next spring based on
the outcome of the service standards project that is currently un-
derway.

Could you just take a minute and give us an update on what
your current plans are in this area and what you plan on doing to
incorporate community, employee, and customer input into those
plans? Go ahead and answer that one, and then I have just a re-
lated follow-up, please.

Mr. POTTER. OK. Well, we have guidelines that we follow and we
have revised them to provide for more input at the local level, par-
ticularly community input. The fact of the matter is that the Postal
Service is in a constant state of evolution and so people are always
asking me what is your facility game plan? As if we have some
exact science when it comes to that, and you can’t have an exact
science because our business is related to and responds to the use
of our systems by mailers throughout the country. And it also in-
volves the introduction of new technology over the years.
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Right now, we are planning to introduce a flat sequencing ma-
chine that will make the sortation of flats to delivery order much
more efficient than it is today. Today, it is in a manual mode. It
is going to go to an automated mode. That piece of equipment is
going to require a lot of space. We are reevaluating our facility
plans based on, again, revised projections in volumes as a result of
some of the rate changes that were made because we anticipate a
change in shape use by mailers as described by Chairman Blair.
There are incentives now to use letters versus using flat mail. We
anticipate the introduction of the FSS, as I said, and we look to
greater mailer adoption of drop shipment, which means they bring
mail closer to the destination. So we are constantly evolving our
network.

Suffice it to say the migration of mail to automation and the mi-
gration, which means we are more efficient and can do things in
less places, the migration of mail to destination means that we
have the ability and the opportunity to shrink our network some-
what, and over the course of time, we are going to do that, but we
are going to do it in an evolutionary kind of way, not in any kind
of dramatic way.

The last factor that has to be built into the plan that we are
going to submit next June are the standards for service, and those
are in the process of being discussed with a number of folks in the
Postal community and we will be prepared to present that to the
Postal Regulatory Commission and they will have final say on that.
I think we have, as Chairman Blair said, I think we are well along
our way there in terms of progress.

But let me assure you, we understand that the closing of a facil-
ity has a major impact on the community, a potential loss of jobs,
although our employees won’t lose jobs. Our employees will prob-
ably be relocated to different locations, and that can disrupt their
family life. So we take these things very seriously. We do seek
input, as you said. There were some plans. When we do a study,
oftentimes people conclude that the outcome of the study is pre-
determined, but I think over the course of the last year, as you
mentioned, some facilities are closed, others are not, and it is a fac-
tor of looking at all the different elements involved and taking the
input and then factoring in changes that happen, such as introduc-
tion of new equipment.

So there is no static answer. You can’t draw a chart and say,
here is what the place is going to look like in 10 years, because
quite frankly, there is nobody on the face of this earth who can pre-
dict what Postal volume is going to look like in 10 years, what
mailer behavior is going to look like in 10 years, what printing
presses they are going to use, and so it has, as it has since Ben
Franklin, it evolves to meet the needs, the changing needs, of the
American public using the best tools available to the managers who
try to perform the service.

Senator CARPER. Alright. Thank you.

I am going to ask Chairman Blair, do you think the Postal Serv-
ice is doing enough to solicit input and to take it into account?

Mr. BLAIR. Before I joined the Commission last December, the
Commission issued an advisory opinion on these issues and basi-
cally said that the Postal Service needed a better defined strategy
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on how they were going to go about this process. Better manage-
ment of these plants is a good idea. What is needed, however, is
a more definable, more transparent, auditable, and consistent
strategy in which the public, mailers, employees, and communities
can understand and rely upon.

The new law requires a consultation akin to the service stand-
ards on this, and after we establish the service standards, we will
be entering into another similar consultation preluding up to a
2008 report that the Postal Service will be issuing.

What is important here is looking at, from a service standard
viewpoint, the closures of these facilities and what impact closures
would have on delivery. How does it impact the time for delivery?
Are we tracking that, and those types of things. Those are answers
that we will be looking forward to when it comes to that consulta-
tion.

Senator CARPER. Alright. Thank you.

The next question I ask, I am going to initially direct it to Gen-
eral Potter, to you, but Chairman Blair, I would appreciate your re-
sponses, as well. General Potter, I understand that the Postal Serv-
ice does not currently have performance standards in place for
most of its market dominant products. If that is the case—and if
it isn’t, tell me, but if that is the case, what are your plans for de-
veloping a useful system for tracking performance under the new
set of service standards that you are due to issue at the end of, I
believe, this year?

And second, how are you measuring, or how are you going to
measure, the impact that decisions in areas like facilities closure
and consolidations will have on service?

Mr. POTTER. Let me address the second part of your question
first.

Senator CARPER. OK.

Mr. POTTER. When we close a facility or consolidate, our goal is
not to shrink service. In many cases, service improves because you
get greater reach, and that is an element of the review, And again,
it is auditable by our Inspector General. They look at the finances,
whether or not they are met. They also look at the service perform-
ance and they do an after-implementation study. Occasionally
when we do the consolidation, there might be some mitigation in
service, but it usually quickly comes back. In fact, I haven’t seen
a case where it hasn’t.

But we don’t go in with this notion of downgrading service to any
party. Again, that is not—an element of the review is to make sure
that we are not doing that. We don’t design a system to reduce
service levels, either standards or performance. And so, again, that
is an important element of the study.

What was the first part of your question?

Senator CARPER. The first part of my question is if you don’t
have performance standards in place just yet, what are your plans
for developing a useful system really for tracking performance?

Mr. POTTER. Well, our discussions right now with all parties,
what we are basically planning to do is lay out a three-digit to
three-digit service performance matrix for all classes of mail. So
you enter the mail in any one location, pick any three-digit ZIP
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code in the country, and there will be a service standard for that
origin to that destination.

I think we are all pretty much agreed on where we are going to
go long-term. Again, the feedback that I have gotten is we are all
pretty much agreed that in the long-term, our intent is to put a bar
code on each piece of mail that has the 11-digit bar code—in other
words, our ability to allow us to walk-sequence mail for that piece
of mail. It will have the class of mail. It will have any special serv-
ice that is required—that could be a signature or address change
service. It will also have the sender of the mail, so we will be able
to track mail by sender. And it will have a unique identifier for
every piece.

So if you think about it, it is every piece of mail that enters the
system where people pre-bar code mail, we will create the ultimate
transparency. You will see that mail every time we touch it. We
will also put bar codes on containers and trays of mail. People will
have this ultimate transparency, because I believe when it comes
to service standards, yes, it is nice for me as the Postmaster Gen-
eral or Mr. Blair to know as the Chairman of the Regulatory Com-
mission what the average is, but at the end of the day, what counts
is what you experience as an individual mailer, and that is what
is going to keep you in the system and give you confidence that this
system works.

So we are going to move to this new Intelligent Mail bar code in
January 2009. We are going to make it a requirement for every-
body to use it that qualifies for a discount from the Postal Service.
My intent is that even people who don’t have automated mail use
t}ﬁat code so that we will be able to provide service tracking for
them.

So ultimately, everything will be tracked. Anything can be aggre-
gated in any form that anyone would like it to be aggregated in.
What do we do between now and the time that code becomes man-
datory and we begin providing those systems. As I said, my intent
is to push so that in January 2009, that code is there and we are
able to use it. In the interim, we are going to have to have discus-
sions with the Regulatory Commission about what it is that will
satisfy the bridge between now and the time that we introduce this
new system, and I would hope it will be some subset of that, but
we will have to have those discussions. Our intent is to track the
mail as required by law, but ultimately we want to give each user
of the mail an opportunity to see what happens with their indi-
vidual mail.

My expectation is, once that comes to pass, there are going to be
a lot of problems, because I am sure there are deficiencies in our
system. One of the things that we have learned from using this, we
have all the systems are in place. They have to be upsized so that
we can do it, but we have done this already with several mailings.
The beauty of this system is it will allow us to receive electronic
manifests of mailing. Today, they are paper-based. We have to
count mail on acceptance. In the future, we will be able to count
it as we sort it. We will eliminate a lot of redundancy and work
burden for the Postal Service as well as the mailers when it comes
to acceptance. And we will be able to give people feedback on their
mail.
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Today, we have a bar code that is simply a bar code. So if some-
body has the wrong address, has a missing directional, we can’t
give them feedback. The beauty of the Intelligent Mail bar code is
we will be able to give them feedback. My hope and my thinking
is that it will improve the quality of mail. It will allow mailers to
make changes that will improve their service experience as well as
improve the efficiency of mail, because today, a lot of our cost is
associated with mail that has a wrong address, missing directional,
or an old bar code because somebody has moved, and this will
speed up the process of, again, giving feedback to mailers, improv-
ing the quality of their mail base, taking what is largely a manual
process today and automating that process.

So there is a huge opportunity, a huge upside for improved serv-
ice, improved efficiency with the Intelligent Mail bar code and im-
proved value to customers. And I don’t want this organization to
get distracted by moving into a different direction. We are going to
work with the Regulatory Commission to find a way to see whether
or not we can use some elements of that to bridge ourselves to
when this is ultimately required.

Senator CARPER. Thank you. When do you expect to go live na-
tionwide with the intelligent bar code? Did you say early 2009?

Mr. POTTER. January 2009 is what we have told mailers, that we
want everyone who seeks a discount to put that code on the mail.

Senator CARPER. Good. Thank you very much.

Chairman Blair, do you want to share a comment or two on what
the General has just said? Then I am going to turn to our col-
league, Senator Akaka, for whatever questions he might have.

Mr. POTTER. Thank you, Mr. Chairman. Intelligent Mail really
does hold out a lot of good prospects for reporting on service. How-
ever, as the Postmaster General just said, it is going to be oper-
ational in 2009, so what do we do in the interim? Also, we need
to identify what gaps there may be in which Intelligent Mail won’t
measure and make sure that we have some kind of system in place,
whether it be seeding or something else, in which we can report
service on that.

Those two points were driven home, not only from our comments
that we received according to our Notice of Public Inquiry, but also
during the field hearings in which mailers expressed some concern
as to what are we going to do in the interim and are they going
to measure us. For instance, how are we going to treat local news-
papers? Those are things that we will be working out over the pe-
riod of consultation.

But the bottom line on this is what gets measured is what gets
reported, and it is vitally important that mailers have access to
this information and the public have access to this information, be-
cause if you don’t have access or if it is not publicly available, it
doesn’t do anyone any good.

Senator CARPER. Thank you for those comments.

I am happy to welcome my friend and colleague, Senator Akaka,
for whatever comments you might have and any questions you
might have. Welcome, my friend.
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OPENING STATEMENT OF SENATOR AKAKA

Senator AKAKA. Thank you very much, Mr. Chairman. It is good
to be here with you today. I would also like to add my welcome to
the Postmaster General and also Chairman Blair.

Service standards are an important piece of the Postal reform bill
that we worked so hard to pass and an area that is important for
both Postal consumers and for the mailing community.

Currently, the Postal Service has vague standards that don’t give
customers or the mailing community any reliable measures to
know when mail may arrive. In addition to the vague standards,
there are no mechanisms in place now to reliably measure perform-
ance against service standards.

With that, I would like to start out, Mr. Chairman, by asking a
question about service standards in offshore States, such as my
home State of Hawaii. Postmaster General, will the Postal Service
be taking geography into account when developing these delivery
standards? For example, is there potential that Hawaii or Alaska
could have vastly different delivery standards than the mainland?

Mr. PoTTER. Well, geography, Senator, is a very important ele-
ment when it comes to the ability to deliver. In Alaska today, there
are no overnight standards. It is basically a two-day standard be-
cause of the difficulty of getting mail in from the bush and then
turning it around and getting it back out.

In terms of service from the Lower 48 to either Hawaii or Alaska,
in both cases, we attempt to get the mail there within 3 days. How-
ever, we do run into transportation issues. For example, in Hawaii,
we have over the course of time had a lot of trouble getting lift out
of the United States, the Lower 48 out to Hawaii, and we work
with everybody to try and figure out how we can best get the mail
there, and we are very grateful, as an example, that UPS has
stepped in and been very helpful in terms of us moving mail to Ha-
waii.

So, yes, geography does count and available transportation is an
issue, has been an issue, and unfortunately will continue to be an
issue.

Senator AKAKA. In developing these standards, what do you
think the Postal Service can do to balance the reality that Hawaii
and Alaska are geographically far away from the mainland and
your commitment to consistent universal service?

Mr. POoTTER. Well, Senator, we have, again, the same standard.
Our maximum standard is 3 days to anywhere in the United
States, and as I said, there are some challenges in meeting that
standard to Alaska and Hawaii, largely driven by transportation
out of the Lower 48 as well as transportation between the islands
and in particular between the cities and the bush in Alaska. Our
experience has been that we are very effective in getting it there
in 4 days, and some of the mailers have suggested to us that they
would prefer that we lower our standards than move from 3-day to
4-day so it is more predictable to them.

Right now, for example, in Hawaii, our 3-day service is about 77
percent, and so that will be one of the decision points that we will
look to have the Commission help us with regarding what is a rea-
sonable service expectation between the mainland and Hawaii and
Alaska. But as of today, we hold ourselves accountable for a 3-day
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standard, and as I said, given the difficult logistics, we don’t al-
ways make it.

Mr. BLAIR. Senator Akaka.

Senator AKAKA. Mr. Blair.

Mr. Brair. If I could just follow up on that, in our discussions
with the mailing community at this point, we haven’t had anyone
urge us to relax any of the service standards for Alaska or Hawaii
when it comes to First-Class Mail or mail transported by air. But
when it is transported by boat, that does pose significant geo-
graphical and time problems, as well, and so we will be looking to
working with the service on establishing or reestablishing what
those standards are.

I think this underscores, however, the need for good, accurate,
timely information on how long it actually takes, because if it falls
outside the standard for how long does it actually take, how far
outside the standard is it, and those types of transparency and ac-
countability issues are things that we hope to shed light on in our
consultation and in reviewing the maintenance of the service
standards in our annual reports, as well.

Mr. POTTER. If I could, Senator, one of the factors that has to be
considered is cost. We can look to create the best measurement sys-
tem in the world and measure Aunt Minnie’s mail, and we can
build the best service by buying planes and flying them into Alaska
and Hawaii and other places, but at the end of the day, we are try-
ing to operate under a rate cap, and so there is always this balance
between what is an effective service and what is, I guess, a pricey
service.

So you have to find a balance there, and the notion of finding
that happy medium is one that I think is going to take us several
years to work out. But this notion that somehow because we are
now going to create standards that snap your fingers and we are
going to do it and do it without some cost, once we start to measure
these things, I am not going to be surprised that we have problems.
We are going to work very hard to fix those problems, but I think
if we create expectations that are too high, we will do what Great
Britain did, and what Great Britain did was they created very high
expectations and then for the first 6 or 7 years, all they did was
talk about how bad the Postal Service was.

Well, I have to tell you that we are in competitive environments
for every type of mail that we deliver and the worst thing that
could happen to us is that we spend more time focused on defend-
ing ourselves than on fixing what is broken and that we hurt our
brand by bringing too much negativity to the table. So there is a
need for balance here. That is not to say our goal isn’t to provide
the best service we possibly can to everybody and do it as quickly
as we can, but we can’t lose sight of the fact that we are now oper-
ating under a rate cap that we didn’t have before and it is going
to be a learning experience in terms of how we do that.

Senator AKAKA. General Potter, at a hearing last week, the
American Postal Workers Union advanced the idea of mandating
collective bargaining on contracting out instead of opposing out-
right the contracting out of deliveries. Does the Postal Service be-
lieve that bargaining over contracting should be on the table?
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Mr. POTTER. Senator, there is a provision in our contract that
deals with contracting out. That provision was negotiated in, so ob-
viously the people who preceded me believed that there was a need
to bargain when it came to contracting out. That provision calls for
the sharing of information between management and the unions,
and any time we share information is an opportunity for the par-
ties to get together and work on issues.

So I personally don’t see the need for any legislation. It is part
of the collective bargaining process. I think I would recommend
that you encourage the parties to work through the process. This
is an issue that has come up recently and it has come up because
there is a group of people whose work has not been contracted out
in the past while others have, and there is a process. There is a
collective bargaining process.

The Postal Service’s challenge going forward, to pick and choose,
to put constraints on the system, I think is problematic for us. I
think the negotiated settlement that we have at the NALC shows
that the parties can get together, can work through things that will
help make the Postal Service more productive, that will drive rev-
enue, and that, bottom line, will serve the American public.

I think I would really caution you to allow the collective bar-
gaining process to do its job and challenge us as a mailing commu-
nity, challenge us as the Postal Service management, and the
unions to make this system work. The law was not passed because
the system is some kind of panacea. There was a change in the law
because everyone recognized that there were challenges going for-
ward. And I would caution you to push back on the parties to have
the system, have us work together to improve the system and let
us use the mechanism and our employees. The collective bar-
gaining process, the contracts that we have with each union, that
is the place to work out the issues between management and labor.

Senator AKAKA. Thank you very much, Mr. Chairman.

Senator CARPER. Senator Akaka, thank you so much, and I hope
we have time to come back just a little bit later to the contracting
out issue, which dominated, as you probably know, most of our
hearing last week, but we will see if time permits that.

We have been joined by Dr. Coburn fresh from the floor and we
Welflome you here and you are recognized for as much time as you
wish.

OPENING STATEMENT OF SENATOR COBURN

Senator COBURN. Thank you, Mr. Chairman. Thanks for having
this hearing. I ask unanimous consent that my opening statement
be made a part of the record.

[The prepared statement of Senator Coburn follows:] ??

Senator CARPER. Without objection.

Senator COBURN. I apologize to our panelists for not being here.
I was on the floor. I thank each of you for your service.

I want to get down to the contracting issues just for a second.
In your opinion, is the security of the mail in any way jeopardized
by using contracted services?

Mr. POTTER. No. From a Postal Service standpoint, no, it is not.
There have been issues raised about the background checks that
we do on some employees versus what we do with contractors. With
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the exception of drug screening, the background checks have been
similar for both. We have now updated our rules and we have up-
dated our contracts so drug screening is a requirement for contrac-
tors.

At a House hearing that I had recently, the Inspector General for
the United States Postal Service was asked, what is the experience
with contract employees versus the Postal Service employees, and
in terms of investigations, it is basically the same. And in my opin-
ion, as I said, human beings are human beings. There are good and
bad amongst us at every level with the organization, of the social
stratosphere. Just because you make a little less money doesn’t
mean that you are more prone to be a thief or a terrorist or any
other of the wild allegations that are made against somebody who
happens to make a little less than others. So our experience has
been that they are the same.

The Postal Service contracts for some $14 billion in goods and
services and those people have been reliable over the years and
done a fabulous job. So, again, I don’t see the risk as has been de-
scribed by others.

Senator COBURN. Mr. Blair, any comments on that?

Mr. BLAIR. That is really largely outside the purview of the Reg-
ulatory Commission, so not at this time.

Senator COBURN. Mr. Potter, what would happen to you if Con-
gress stepped in and shut down your ability to contract out?

Mr. POTTER. Well, as I said earlier, we contract for some $14 bil-
lion in goods and services. If they shut us down completely, we
would probably be hampered from moving the mail because all the
mail that flies is done on contract planes. Most of the trucks mov-
ing around the country is highway contractors. When it comes to
delivery, we have some 7,000 routes that are done by contract em-
ployees.

If you just looked at the cost of moving from contract delivery
and brought that in-house as part of a law, over the course of a
10-year period, the cost would be over $1 billion. So there would
be a cost associated with the change and, in some cases, I don’t
know how we would have to buy our own fleet of planes. There are
just1 some things that have been done for years. It would be imprac-
tical.

I think the notion of, and where the Postal Service has evolved
to looking at the least-cost alternative, whether it is outsourcing or
use of our employees, is one that has worked and one that needs
to continue to evolve.

S%nator COBURN. You all have contracted for a long time, cor-
rect?

Mr. POTTER. Since 1785, we have—at the behest of Congress——

Senator COBURN. So why all of a sudden is this a big issue now?

Mr. POTTER. It is a big issue because, Senator, there is a group
of employees that had not been touched in the past and that was
city delivery employees, and for the first time, the Postal Service
began to look at areas that were traditionally served by city car-
riers and looked at a contracting alternative for them. That is, I
think, what created the big stir in the recent months.

Senator COBURN. Is it true that the average difference between
a contract employee and a Postal Service employee is $17 an hour?
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Mr. POTTER. On an hourly basis, yes. And again, it is—one of the
things we look at is what is the cost per delivery, and so—because
I was asked in the House, well, what is the difference, and I said
it depends, and it does depend on the situation. So if you look at
our average cost for city delivery, it is $215 delivered to a city de-
livery address. It is $164 to deliver to a rural, if we have our rural
carriers doing it. And contract delivery is $106. So there is quite
a bit of difference in terms of cost when it comes to what type of
delivery is chosen.

Senator COBURN. Senator Akaka was talking about standards. It
is pretty hard for me to figure out why we haven’t had measured
performance standards against your standard in the past. Talk to
me about that and explain it because I don’t know any other busi-
ness that is operating out there that sets a standard and then re-
fuses to measure itself against the standard. Explain that to me.

Mr. POTTER. Well, we have standards for Express Mail. We have
a network that says if you deposit it, we are going to get it there
overnight. We measure that. We offer that measurement as part of
our guarantee.

Priority Mail, we have standards and we have measurements. In
the past, we have used outside concerns to measure that. But since
that time, we have moved to using delivery confirmation because
people put codes on their mail and then we tell them, we report
back to them when it is delivered. It made no sense to use an out-
side party to do a sampling system when we had people actually
putting codes on mail and so we use that now as our measurement
system.

When it came to First-Class Mail, which is our premium product,
that class of mail is measured. We use IBM. They do a sampling
system where they deposit mail in collection boxes and they have
reporters who come back and tell us when that mail is delivered.
So we have standards there and we have measurement systems.

For other classes of mail, to be quite honest with you, in my
opinion, the reason we haven’t done it is because those other class-
es of mail initially were to take advantage of capacities that existed
in our mailstream. So advertising mail—initially, all we had was
First-Class Mail. In the 1970s, we started to put advertising mail
in. It was a deferred product. There was no service guarantee.
There were service expectations. And so because of that, over time,
we never put in measurement systems. Now, our customers have
put in systems where they measure when it is deposited and when
it comes back to them, and we have put in a confirm system that
allows people to track—put a code on their mail and track the mail
through our system as a service measure.

But it is largely because of the way other classes of mail came
into being that they weren’t measured, and so now, today, Stand-
ard Mail or advertising mail is our largest volume of mail and the
Postal Service is not opposed, as I said earlier, to the introduction
of service standards. We are by law. We are intending to have a
three-digit matrix for depositing any of these classes of mail any-
where and there will be a service standard and we intend to move
to a measurement system, and our measurement system ultimately
will track every piece of mail that has the potential to do that and
aggregate that data. That is where we are headed.
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Senator COBURN. Is that going to be transparent? In other words,
are you all going to publish that data?

Mr. POTTER. We are going to publish that data. It is going to be
so transparent, again, that every mailer can look at their own expe-
rience and they can use that to work with management to fix serv-
ice problems that they have. Again, but that is subject to review
by the Commission and agreement by the Commission.

Senator COBURN. When I say transparent, website searchable
and accessible?

Mr. BLAIR. Exactly, Dr. Coburn. That is exactly what we are
looking for, and I think it highlights the new environment in which
the Postal Service will be operating in. When you apply a rate cap
as a way of adjusting rates, there may be a temptation on the part
of the regulated entity to either cut service or shift costs to cus-
tomers in order to operate within that cap. That is why you want
to strengthen the regulator, which the reform legislation did. Ana-
lyzing these costs and numbers are part of the reporting require-
ments. It will be part of our annual report. It will be part of the
complaint process.

I think it is important to understand that Congress chose a CPI
rate cap that over the last 37 years, has pretty much tracked or
fallen below the CPI the rate changes a little bit. So the index that
Congress has chosen was very carefully chosen. There were other
indexes that had been proposed in past reform bills that were
much more stringent. A number of times when you go to a price
cap regimen like there is a productivity factor that is then taken
away from that index, as well. There was no productivity factor re-
duction in the legislation. So CPI really tracks the Postal Service’s
costs over the last 3 decades.

That said, the Commission is going to be very vigilant in report-
ing on the service standards and that is why our consultations are
so important. I think what the Postmaster General said today is
reflective of the consultation so far. The idea that it is transparent,
the granularity, I think, is most important to allow mailers an idea
of the level of services that they are receiving.

Cost is important, but I also think it is important—and it is a
balancing factor and I think that there are ways that we can do
it that the service standards and measures can be established in
such a way that mailers have that transparency, and that is some-
thing the Commission is committed to.

Senator COBURN. Thank you very much. Thank you, Mr. Chair-
man. I have a Judiciary markup I have to go to.

Senator CARPER. Dr. Coburn, we are glad you are here and thank
you for your participation today and in a lot of other areas that we
are working on.

I have more questions to ask, but I am not going to delay you
here. What I would like to do is submit those for the record. Sen-
ator Akaka, is that all right with you, because we have another
panel we want to hear from and Dr. Coburn tells me we are still
probably going to vote before 12 o’clock.

I want to thank you both for being here and thank you for your
testimony, thank you for straightforward answers. We look forward
to following up with some questions and would appreciate your
timely response to those. Thank you very much.
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Mr. BLAIR. Thank you, Mr. Chairman.

Senator CARPER. Thank you.

And with that, I am going to invite our second panel of witnesses
to come forward, and as they come forward, I am going to go ahead
and begin introductions of them.

Jody Berenblatt is the Senior Vice President of Postal Policy at
the Bank of America. Ms. Berenblatt has worked on Postal policy
issues for more than 25 years at the Bank of America and else-
where and serves in a number of leadership positions in the mail-
ing industry.

Joining her is Anthony Conway. He is the Executive Director of
the Alliance of Nonprofit Mailers. Before joining the Alliance, he
served for 34 years at the Postal Service. That is quite a record.

Bob McLean is the Executive Director of the Mailers Council. He
has served in that position for the past decade. Prior to joining the
Council, he worked for the National Association of Postal Super-
visors at the Postal Service. Welcome.

And James West joins us from Williams—Sonoma, where he
works as Director for Postal and Government Affairs. He began
with Williams—Sonoma in 1975 as a mail order manager and has
been with the company working on Postal issues ever since. My
thanks to the Direct Marketing Association for recommending him
and his expertise to us for this hearing today.

To our panelists, it is good to see you all. Thanks for coming, for
preparing for this hearing, and we will recognize you all for about
5 minutes. I will ask you to keep your comments pretty close to
that so that we can have a chance to ask you some questions and
make the vote that is scheduled here for about 30 or 40 minutes
from now.

Jody Berenblatt, welcome. We are happy that you have come.
Thank you. You are recognized at this time. For each of our wit-
nesses, your entire statement will be part of the record and you are
welcome to summarize as you see fit. Thank you.

TESTIMONY OF JODY BERENBLATT,! SENIOR VICE PRESIDENT
OF POSTAL STRATEGY, BANK OF AMERICA

Ms. BERENBLATT. Thank you very much. I appreciate the oppor-
tunity to provide comments at today’s hearing. I would also like to
thank Senators Carper and Collins, along with the other Members
and Subcommittee staff for their leadership in shepherding the en-
actment of the Postal Accountability and Enhancement Act late
last year. Properly implemented, it offers the opportunity for
sounder finances for the Postal Service, a more streamlined regu-
latory system, and a more reliable and economical service.

Bank of America is headquartered in Charlotte, North Carolina.
We provide a full range of financial products and services to indi-
vidual customers, small and middle-market businesses, local and
State governments, and large corporations. We are the 12th largest
firm on the Fortune 500 list for 2006. We are also the No. 1 overall
Small Business Administration lender and the No. 1 SBA lender to
minority-owned small businesses.

1The prepared statement of Ms. Berenblatt with attachments appears in the Appendix on
page 50.



24

Bank of America uses the mail for operations and marketing to
both our existing and prospective customers. In 2006, we mailed
roughly 1.4 billion pieces of First-Class Mail and 1.9 billion pieces
of Standard Mail, 3.3 billion pieces of mail is a lot of mail. The mail
delivery system is very important to us. Also, financial institutions
are subject to regulatory constraints on the timing of our customer
communications, so we must plan our production and entry sched-
ules to avoid both early and late delivery. Reliable and timely serv-
ice is equally important to our customers.

We support the new law’s objective of achieving service perform-
ance that is both cost effective and consistent with best business
practices. Current service performance is inconsistent nationally,
and, therefore, improved service standards and measurements to
enhance performance is very important.

For example, while current service standards require all domes-
tic First-Class Mail to be delivered in 3 days or less, it often is not.
Standard Mail, likewise, requires improvements to standards and
measurements to enhance U.S. Postal Service performance. I in-
clude more on this topic in my written testimony.

The Postal Service’s existing service standards for First-Class
Mail and Standard Mail, if consistently met, are an excellent start-
ing point. Future changes to the standards need to balance be-
tween service quality and cost, and incorporate mailer needs. Any
change in the service standards should be publicly announced well
before the effective date of the change to allow mailers adequate
time to make necessary adjustments. Timely and consistent com-
munication facilitates a good partnership between the Postal Serv-
ice and its customers.

Major changes in service quality need to be linked to the index-
based rate cap established by Congress. The cap will be meaning-
less if the Postal Service is permitted to satisfy it by reducing the
quality of service offered. In fact, Postcomm, the U.K. regulator for
Royal Mail, does adjust the price cap to reflect service degradation.

Developing an effective system for performance measurement is
as important as the standards. What is measured is attended to.
Credible public data on service performance provides the necessary
information for Postal Service managers to prevent and eliminate
service problems. This is a more effective incentive for change than
fines or penalties.

To accomplish these purposes, however, data on actual perform-
ance must be detailed, geographically disaggregated, accurate, reli-
able, and current. The Postal Service should provide web-based ac-
cess to performance data at a high level of granularity. Allowing
mailers to access raw data is much less costly than requiring the
Postal Service to develop and distribute detailed measurement data
reports. More importantly, it facilitates communication and discus-
sion, which leads to improved performance.

Now I will talk a little bit about the special concerns of the re-
mittance industry. Detailed performance data is especially impor-
tant for businesses that receive remittance mail. Remittance mail
contains checks, either big or small. Notwithstanding electronic bill
payment, remittance mail totaled over nine billion pieces of mail in
fiscal year 2006 for the Postal Service and it represents over 20
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percent of total First-Class single-piece mail volume. On an aver-
age day, it accounts for $20 billion of commerce in transit.

Bill payers often believe the payment processor is responsible for
any delays in payment posting that cause late fees. Regardless of
whether the payment processor caused the delay or not, such delay
requires us to accommodate the bill payers and make customer sat-
isfaction adjustments to their accounts.

The remittance industry needs a reporting system that provides
transparency about the extent of lateness. We recommend a system
that not only discloses the average days to deliver, but also shows
the cumulative percentage of delivery by post-entry day.

Next, I would alert you to a promising related development. On
February 7, 2007, Bank of America and the Postal Service jointly
requested approval from the Postal Regulatory Commission for a
proposed Negotiated Service Agreement. This is precedent setting.
Among other things, it will commit Bank of America to using Intel-
ligent Mail bar codes on all 3.3 billion pieces of letter mail. Intel-
ligent Mail bar codes provides additional security over older gen-
eration PostNet bar codes. It improves operational efficiencies for
the Postal Service, and Bank of America, and improves customer
service. We look forward to jump starting the large-scale use of In-
telligent Mail bar codes.

Senator CARPER. Alright. As usual, you are right on the money.
Thank you very much.

Mr. Conway, you are recognized. Again, your entire statement
will be made part of the record.

TESTIMONY OF ANTHONY W. CONWAY,! EXECUTIVE
DIRECTOR, ALLIANCE OF NONPROFIT MAILERS

Mr. CoNnwAY. Thank you, Mr. Chairman. Before I begin, I would
like to acknowledge three members of the Board of Directors for
the Alliance who are here with me today, Steve Johnsen, Laura
Grafeld, and Steve Smith.

Senator CARPER. Steve Johnson is also the Administrator for the
Environmental Protection Agency. I am not sure how he balances
all of his obligations, but that is impressive.

Mr. ConwAY. He is quite busy.

Senator CARPER. He must be. You must have cloned him, too.
[Laughter.]

You are recognized at this time. Thank you.

Mr. ConwAy. Thank you, sir. Thank you for inviting me here
today. The Alliance is a coalition of nonprofit organizations that is
dedicated to the preservation of affordable postage rates and de-
pendable mail service. Established in 1980, the Alliance is com-
prised of over 300 nonprofit organizations and commercial service
providers that have an interest in nonprofit mailing issues. Our
members include many of the Nation’s best known charitable, reli-
gious, educational, scientific, and other nonprofit organizations.

Consistent, predictable, and measurable delivery of mail is crit-
ical to the mission of nonprofit organizations. Like most businesses
that use Standard Mail to solicit actions from the public, nonprofit
mailers have learned that the response rate to a mail campaign de-

1The prepared statement of Mr. Conway appears in the Appendix on page 103.
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pends on delivery within a predictable window of time. This is par-
ticularly true for campaigns that are coordinated with follow-up
campaigns or seasonal events. The same is true of nonprofit publi-
cations. The timeliness and predictability of mail delivery not only
affects the timeliness of our members’ publications for the readers,
but is also critical to the effectiveness of advertisers’ campaigns.

The Alliance recently surveyed our members about service issues
and received reports of unevenness in service. Here are some of the
comments from some of our members in the nonprofit community.
We offer them not in a spirit of criticism, but to illustrate the im-
portance of reliable and predictable service to mailers.

Boston University reports that letter-shaped nonprofit Standard
Mail can take 5 to 20 days for delivery.

Consumers Union reports they occasionally must notify Postal of-
ficials about a mail problem. Consumers Union generally finds the
Postal staff to be responsive and attentive, but resolutions or expla-
nations are often elusive.

Easter Seals, headquartered in Chicago, Illinois, reports that
service problems in Chicago result in significant delivery delays for
their February and March mailings of the organization’s signature
Easter Seals. With the delivery delays, response rates and reve-
nues were down almost 30 percent this year.

The Elks Lodge Number 46, Milwaukee, Wisconsin—the Lodge
mails about 500 copies of its monthly newsletter. The Lodge for-
merly sent the newsletter by nonprofit Standard Mail, but as deliv-
ery performances deteriorated in recent years, the Lodge was
forced to switch to First-Class Mail in order to receive acceptable
service performance.

Marian Helpers Center, Stockbridge, Massachusetts, reports that
despite the time sensitivity of its direct mail campaigns, the organi-
zation cannot project an in-home delivery date. The seed pieces
from a given mailing can arrive up to 2 weeks apart, even to resi-
dences in the same town.

The Marist Brothers, Chicago, Illinois—the organization reports
that it experienced delivery times of more than 6 weeks for stand-
3rd nonprofit mail. In other instances, delivery can take only 6

ays.

Pepperdine University of Malibu, California, reports that deliv-
ery times for mailings of nonprofit Standard Mail to addresses in
the L.A. area have ranged from 1 day to a full month. The unpre-
dictability of nonprofit Standard Mail delivery times has caused
many departments to use First-Class Mail more often.

Word and Way is a biweekly newspaper published by the Mis-
souri Baptist Convention, entered in Columbia, Missouri, on Tues-
day and Wednesday in order to achieve delivery by Thursday. Sub-
scribers often report, however, they don’t receive the paper until
the following week. With individual Baptist churches printing spe-
cific information about upcoming weekend events on the back page
of Word and Way, delayed delivery results in subscribers missing
events.

These illustrations of service problems at multiple locations
throughout the United States underscore the importance of estab-
lishing a more current and granular measure of actual service per-
formance than is now available to mailers. Data should be broken
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down by three-digit ZIP code pairs or at least the ones carrying
sizeable amounts of volume. Frequent reporting of service perform-
ance data by geographic region will not only help nonprofits plan
their mailings, but will also allow them to work with the Postal
Service to resolve service performance issues.

Thanks again for inviting me here today and I will be pleased
to answer any of your questions.

Senator CARPER. Thank you for sharing those vignettes with us
today, Mr. Conway.

Mr. ConwAy. Thanks.

Senator CARPER. Mr. McLean, you are recognized. Welcome.
Thank you for joining us.

TESTIMONY OF ROBERT E. McLEAN,! EXECUTIVE DIRECTOR,
MAILERS COUNCIL

Mr. McLEAN. Good morning, Mr. Chairman. The Mailers Council
is the largest group of mailers and mailing associations in the Na-
tion. We represent for-profit and nonprofit mailers, large and
small, that use the Postal Service to deliver correspondence, publi-
cations, parcels, greeting cards, advertising, and payments. Collec-
tively, the Council accounts for approximately 70 percent of the Na-
tion’s mail volume.

The Mailers Council believes that the Postal Service can be oper-
ated more efficiently, supports efforts aimed at containing Postal
costs, and has the ultimate objective of lower Postal rates without
compromising service. We welcome this opportunity to testify on
the creation of delivery service standards and performance meas-
urement systems. These were issues of singular importance to
mailers who lobbied for their inclusion in the Postal Accountability
and Enhancement Act, the Postal reform bill signed into law last
December with a lot of help from you, Mr. Chairman. Whatever dif-
ferences mailers may have had on the other sections of this 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 so interested in new deliv-
ery standards. For many mail classes, the Postal Service has deliv-
ery guidelines, not standards, and its measurement systems fail to
measure the types of mail that comprises most of the volume it de-
livers.

Although Title 39 directs the Postal Service to operate like a
business, in this area, the Postal Service is doing quite the oppo-
site. Private sector companies would not conceive of functioning
without standards for one fundamental reason. Setting standards
and measuring the organization’s success in achieving them makes
the organization better. Only by measuring performance can an or-
ganization identify where problems exist and then correct them
and reward 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.

1The prepared statement of Mr. McLean appears in the Appendix on page 110.
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First, because of the improvements in technology found at every
mail processing facility, much of the data needed to determine de-
livery performance already exists.

Second, data collection for delivery measurement and classes
that affect the largest mailers can be developed without large new
expenses.

Third, any additional costs 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
management improve its efficiency and hold down postage rates.

As for the features we expect to see in new delivery standards,
they must be realistic and reliable. The Postal Service must avoid
lowering existing service standards. We also need new and more
complete reporting of delivery performance. Mailers are interested
in the speed and consistency of delivery, so we need a system that
will tell us if the Postal Service is achieving both goals. New deliv-
ery performance reports must be timely, and as my two colleagues
have already mentioned, detailed by geographic location.

The Mailers Council opposes the concept of fining the Postal
Service should it fail to meet delivery standards. Because the Post-
al Service receives 100 percent of its revenue from mailers, the im-
position of a fine would actually be a fine on mailers.

The Postal Service’s Board of Governors must encourage creation
of new executive compensation systems that reflect management’s
ability to meet these standards. These systems must offer greater
compensation where consistent, on-time delivery is met.

You also asked us to comment on closing and consolidating Post-
al facilities. In its efforts to improve delivery performance and in
response to ongoing changes in mail volume and compensation, the
Postal Service will need to consider consolidating some facilities.
We will support the Postal Service in realigning its mail processing
and delivery network. We recognize that closing a Postal facility is
difficult because it affects the lives of many individuals. However,
right-sizing the Postal network is an essential step to keeping
down the cost of postage. Therefore, we hope Members of Congress,
including Members of this Subcommittee, will support such deci-
sions that are essential to improving Postal efficiency.

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 re-
lated delivery and transportation changes. Where such consolida-
tions were handled poorly, Postal managers moved too quickly and
failed to sufficiently discuss the implications with its customers
and 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 the process earlier and
that field managers will receive the timing resources needed to
manage such difficult yet necessary changes, and it is our hope
that we will be meeting with Mr. Potter between now and Decem-
ber on this issue.
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Mr. Chairman, thank you again for this opportunity to present
our views on these important issues. I will gladly answer any ques-
tions you may have.

Senator CARPER. Mr. McLean, thank you very much.

With that, I am going to turn to Mr. West and ask him for his
statement at this time. Thank you.

TESTIMONY OF JAMES WEST,! DIRECTOR OF POSTAL AND
LEGISLATIVE AFFAIRS, WILLIAMS-SONOMA, INC.

Mr. WEST. Thank you, Mr. Chairman, and thank you for the op-
portunity to present testimony on the implementation of the new
regulations as required by the Postal Accountability and Enhance-
ment Act. We highly commend the Subcommittee on this con-
tinuing attention and interest in this legislation and the Postal
Service in general. In addition to this hearing, I have submitted
written testimony that I request be entered into the official record.

My company, Williams—Sonoma, is a nationwide retailer of home
furnishings and was founded in 1956. When we first started mail-
ing catalogs 35 years ago, we were doing about $4 million in an-
nual sales and had just one store in San Francisco. Since then, we
have grown to annual sales of approximately $4 billion and become
an internationally-known brand with 585 stores in the United
States and Canada and employing approximately 45,000 associates.

We have achieved this growth in large part by using catalogs as
our exclusive advertising vehicle, and our strategic partnership
with the Postal Service is an essential part of the execution of our
marketing strategy. This year, we will mail approximately 390 mil-
lion catalogs, making us one of the largest catalog mailers in the
United States. Our annual postage expense is approximately $140
million and the Postal Service is our largest single vendor.

Our growth and continued success depends largely on the contin-
ued ability of the Postal Service to provide effective and cost-effi-
cient mail delivery. Essential to making this happen, we believe
that the Postal Service must focus on three key areas: Customer
service, management of its operating infrastructure, and service
standards and measurement.

First, the Postal Service must become a customer-centric organi-
zation by being responsive to its customers’ changing needs. Our
own response to our customers’ needs, as well as maintaining the
highest level of customer service, has been the key reason for the
success of Williams—Sonoma. We listen and make every effort to
understand and anticipate what our customers will need next. The
Postal Service now has the tools to do the same and must begin
to put its customers’ changing needs ahead of its own.

Second, the requirements that are placed on the Postal Service
by both commercial and private mailers are changing faster than
ever before. As such, the Postal Service must be allowed greater
flexibility to change and modify its own operating network and
services. Without the ability to manage its infrastructure free of
the influence of outside bodies, it cannot be expected to fully con-
trol the costs which have a direct impact on its ability to continue
to offer efficient and cost-effective services and products.

1The prepared statement of Mr. West appears in the Appendix on page 114.
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Third, in order for any business to know how well it is doing, it
must have effective measurements by which to judge its perform-
ance, and we believe that measurement of performance provides a
direction for improvement. The service standards that the Postal
Service are now required to put in place must be fair, accurate, and
achievable. The measurement of performance against these stand-
ards must be timely and actionable to the extent that it can con-
sistently maintain and improve the service performance that is re-
alized by its customers. The performance evaluation of this process
should not be focused on penalty, but rather be designed to encour-
age and reward improvement.

The Postal Service has a long and admirable history. It has
grown to become the largest postal service in the world. Both pri-
vate and commercial mailers have contributed and benefited from
this growth. But as its customers’ needs are changing, so must the
culture and the operating focus of the Postal Service. The greatest
promise of PAEA is it encourages the Postal Service to evolve into
a truly customer-oriented organization. It raises the standards and
provides the tools to meet this challenge. We hope that the Postal
Service fully realizes the opportunity it is presented.

Thank you, Mr. Chairman. I appreciate the opportunity to be
here and I will look forward to any questions.

Senator CARPER. Mr. West, thank you, and my special thanks to
each of the witnesses for coming in within their 5-minute time line.

Ms. Berenblatt, you mentioned in your testimony that the Bank
of America is currently working with the Postal Service on some-
thing that we call a Negotiated Service Agreement, and what I
would ask you to do is just take a minute, if you will, and discuss
how an agreement like the one you all negotiated can benefit your
company, your bank, and others.

Ms. BERENBLATT. The negotiated deal that we have is the first
proposed for the entire basis of the deal to be “cost-based,” as op-
posed to previous negotiated service agreements that were entirely
based on volume and then some operational requirements. This is
very unique partly because of the “cost-based” approach and then
partly because of the Intelligent Mail roll-out. So in addition to the
Intelligent Mail roll-out, we will be using basically every tool the
Postal Service has to improve its network in the future. There are
several other operational requirements.

This will benefit the Postal Service, Bank of America, and our
customers because we will now have visibility as to the status of
the mail piece in the mail stream at all times. As General Potter
has acknowledged, we expect to see some things that need to be at-
tended to and we intend to be good partners in making improve-
ments with the Postal Service.

For the balance of the community, it offers the opportunity and
the possibility that in the future the Postal Service will operate
similar to private businesses in crafting appropriate proposals for
each individual customer and the Postal Service, without harming
the balance of the community. Our learnings, the test bed from this
Intelligent Mail experiment, will benefit all of the other mailers
and the users of the system. By us going first and understanding
where the problems are and how we can resolve them will clear the
path for the balance of the system.
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Sde?nator CARPER. You said by going First-Class, is that what you
said?

Ms. BERENBLATT. It is not only helpful by going First-Class, but
also by having 3.3 billion pieces of mail and enabling an ongoing
dialogue between the two very large organizations on very complex
aspects of those various mailings. So we will be testing their sys-
tems not only through the Intelligent Mail piece, but also in terms
of the dialogue.

Senator CARPER. Will any of those mailings emanate from Wil-
mington, Delaware?

Ms. BERENBLATT. Yes. A significant amount of volume will be
emanating from Delaware. We have both production facilities for
First-Class Mail, and our acquisition mail personnel are head-
quartered in Wilmington. They also use outsource providers
throughout the United States.

Senator CARPER. Every State has a slogan. In Delaware, our
State slogan for the last several years, at least, has been “It’s Good
Being First,” and in one more way, it looks like we may be the
first. We will see. There are some things you don’t want to be first
in.
Ms. BERENBLATT. This will be a good one.

Senator CARPER. But do you think there is a need to do some-
thing to make these negotiated agreements a little easier to reach?

Ms. BERENBLATT. Most certainly. The process involved with the
previous negotiated service agreements were lengthy and costly,
and there was a significant amount of uncertainty in the process.
Our experience has been perhaps less lengthy than others, but still
the same amount of uncertainty and a significant amount of cost.
We are hoping that under the new law, these deals would be able
to be made between the customer and the Postal Service without
3ny1 interference from parties that are not stakeholders in that

eal.

Senator CARPER. Alright. Thank you.

Several of you said a fair amount in your testimony about what
you would like for the Postal Service to do with the service stand-
ards that they are developing. What is it that you would like to see
them not do?

Mr. WEST. Mr. Chairman, if I may, I want to be sure that they
do not establish standards that are so lenient that they can consist-
ently exceed the delivery goal. Early delivery has as much negative
impact on my company’s operations as does late delivery. We need
to have accurate and fair, but very accurate standards that give us
accurate guidance in order to enter our mail into the Postal stream
to be delivered to our customers as close as possible to the day that
we need them to receive it.

Senator CARPER. Alright. Thank you.

Mr. McLEAN. We also share your beliefs on that, but we also
stress that we do not want to see the Postal Service use this as an
opportunity to diminish existing service standards. We also don’t
want to see broad national averages that would fail to reveal prob-
lems in delivery that are very specific to an individual, Postal area
or Postal district.

One of the problems that we have today is isolating service dif-
ficulties to specific Postal facilities. Our reports to the Postal Serv-
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ice are sometimes treated as anecdotal, the experience of an indi-
vidual mailer. The reports that would come from new delivery
standards, we hope would help identify where there are broad sys-
temic delivery problems that cut across every class of mail coming
from a particular geographic area.

Senator CARPER. Mr. Conway, same question, if you would.

Mr. ConwAY. Yes, sir. Our perspective is that the standards
themselves are less important than the measurement systems.

Senator CARPER. Say that again. The standards themselves are
less important than——

Mr. CoNwAY. The standards themselves are less important than
the establishment of measurement systems.

Senator CARPER. OK.

Mr. CoNwAY. The measurement systems will give the picture,
hopefully, of what reality is and that will allow our members to
plan around that reality, and that will also help, I think, the focus
to improve the service within that particular class of mail.

In terms of what we don’t want to happen, or perhaps what we
don’t want the Postal Service to do, is to hold off establishing meas-
urement systems until the Intelligent Mail bar code system is fully
operational throughout all classes of mail.

Senator CARPER. Alright. Thank you.

Ms. Berenblatt, did you want to comment on this, as well? Again,
the question was, what is it you would like to see the Postal Serv-
ice not do in this regard.

Ms. BERENBLATT. Frist, I wouldn’t want them to sacrifice service
for cost, as we have heard discussed earlier.

And second, I would like them to not gear themselves to actually
meet the standards or meet the law but work to exceed and im-
prove at all times.

Senator CARPER. Alright. Thank you. And a related follow-up to
this is what mistakes do you think are being made—and some of
you actually spoke to this a little bit, but I will ask it nonetheless—
what mistakes do you think are being made or could be made that
would make the service standards less effective or fail at making
Postal products more relevant and valuable. Some of you have spo-
ken to this already, but does anybody want to take a shot at that?
Mr. Conway.

Mr. CONWAY. Yes, sir. I did mention some mistakes that have oc-
curred amongst our members, and again, I think it is owing to a
lot of factors, not the least of which is, as General Potter said ear-
lier, First-Class Mail and the Preferred Mail products in the Postal
system are the ones that have been focused on for years. The ad-
vent of Standard Mail, as Mr. Potter said, occurred in the early
1970s as a filler product. So historically, there has not been the
focus on that type of mail and other types of mail that are called
non-preferred mail in the Postal system.

So I think it is a rebalancing of focus. Standard Mail now rep-
resents the largest mail volume percentage in the Postal system.
It is the biggest growth product in the Postal system. I think it is
something that deserves greater focus, as well as other products,
too.

Senator CARPER. Alright. Thank you.
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What problem does the fact that the Postal Service does not have
a performance measurement system in place for most of its prod-
ucts cause for your businesses or for your members’ operations?
And also, how can these problems best be addressed? Mr. McLean.

Mr. McLEAN. Well, as Mr. West said, knowing the timeliness of
delivery is as important as the speed of delivery in some situations.
{Being too soon is oftentimes, as he said, as difficult as being too
ate.

Senator CARPER. I think the same about trains departing——

Mr. McLEAN. Exactly.

Senator CARPER [continuing]. On their schedule. If I get there for
a 7:15 train and they left a minute early, it doesn’t do me any good.

Mr. McLEAN. So I think that one of the things that we are hop-
ing for is to have a better understanding so that we can plan our
mailings better. We can work cooperatively with the Postal Service
if we have a genuine and accurate understanding of the delivery
standards that are involved. If we know that it is going to take 3
days, we will plan accordingly. But without the consistency of de-
livery that we are expecting standards to provide, oftentimes, our
mail campaigns are unsuccessful, or you have periodicals that are
typically delivered on a Tuesday showing up on a Thursday, which
will generate hundreds of phone calls to a magazine from cus-
tomers who want to know why their magazine is not arriving con-
sistently and who shortly thereafter will wind up not subscribing
to that publication.

So retaining customers is essential to having this kind of infor-
mation so that we can plan accordingly to ensure that mail is deliv-
ered when customers not only want the mail, but expect the mail.

Mr. WEST. Mr. Chairman——

Senator CARPER. Mr. West.

Mr. WEST [continuing]. I would like to add that what we would
really like to see is, and I mentioned timely reporting in my testi-
mony. What I meant is information that we can react to in time
to affect the mailing, and this goes to the granularity of the per-
formance measurement. If we know where the Postal system is ex-
periencing a backup or issues with delivery, we can react if we
have enough time to do so. If we need an additional day in the
Postal system, we can plan for that if we know in a timely manner.

Currently, that is, for the most part, unavailable. If we see issues
in the Southeast, for example, we know the issue is there, but the
post office comes back to us saying, well, exactly where is the
issue? We will go out and try to see what we can do about it. But
that does not allow us time to react in a timely manner and satisfy
our customers’ expectations.

Senator CARPER. Alright. Any thoughts, Mr. Conway?

Mr. CoNwAY. Yes, sir. Well, predictability and a good measure-
ment system are key in the nonprofit mailing stream, both for
Standard Mail, nonprofit Standard Mail, as well as periodicals.
Whether it’s as I mentioned, Word and Way, church bulletins that
are obviously related to weekend events, or fundraising campaigns
by nonprofit organizations, whether they be a small local nonprofit
organization or a big nationwide organization, a measurement sys-
tem will give those mailers an understanding of what to expect and
what the predictability is so they can plan around that. Now, they
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don’t know what to expect. It is a wide spectrum of unpredict-
ability. By having a system and having expectations and knowing
what the reality is, you can plan around that. So it is going to be
extremely helpful to have this system in place.

Senator CARPER. Ms. Berenblatt.

Mr. BLAIR. The absence of a system has often previously been re-
ferred to as the black box, where you give the Postal Service a
piece of mail and you just hope it comes out and gets delivered ulti-
mately.

In the case of Bank of America, as in all of the other participants
here today, consistency and reliability is key for us to be able to
maintain a dialogue with our customers and to meet their expecta-
tions and exceed their expectations where it is possible to do so.
The Postal Service can’t actually properly manage its own system
in the absence of a measurement system, and most importantly,
the Postal Service and its customers, such as Bank of America,
can’t engage in dialogue for improvement without a system. So we
very much look forward to doing that with the Postal Service in de-
veloping our partnership for the benefit of our mutual customers.

Senator CARPER. Well said, a good note on which, I think, to
close.

I am reminded of something that Vince Lombardi, I believe it
was Vince Lombardi used to say, legendary football coach for the
Green Bay Packers. He used to say, unless you are keeping score,
you are just practicing. So what we need to do is not just practice,
but to keep score. And I have always found in my own life that the
organizations I have been a part of, the things that we measure are
the things that we do best, and that is probably the case in deliv-
ering mail.

We are about to start our vote on the floor and I am going to ask
each of our witnesses to take maybe no more than 60 seconds for
a closing thought that you might have to share with me, kind of
reflecting back on this panel’s presentations and some of the earlier
comments from our first panel. But just take maybe a minute, no
more than a minute apiece, if you have any closing thoughts. If you
don’t have anything further to add, that is quite alright, as well.

Mr. West, I will let you have the first shot, if you would like.

Mr. WEST. Thank you, Mr. Chairman. I would like to make a
closing comment sort of in line with what Ms. Berenblatt said. The
NSA process, which we are also examining right now, is a long and
kind of arduous, expensive, and unpredictable process. Using that
as an example, I would say that the post office has got to evolve
into a much more customer-centric organization, and again to refer
to the NSA, it is kind of backwards to the way my business and
the private sector is used to doing business. The vendor comes to
us with a proposal as opposed to us going to them. They are going
to have to learn to start reaching out to their customers and be
proactive in selling their—in looking to their needs and designing
a program that is going to meet their requirements.

Senator CARPER. Thank you. Mr. McLean, any closing comment?

Mr. McLEAN. Thank you, Mr. Chairman. There is a comment
concerning a topic that both Postmaster General Potter and Chair-
man Blair both addressed, and that is the new rate setting process.
Currently, the Postal Service’s Board of Governors is contemplating
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whether to implement the next increase in postage rates under
what we now affectionately call the old rules, the old lengthy, liti-
gious rules, or set rates——

Senator CARPER. Not much affection.

Mr. McLEAN. Yes, sir—set rates under the new system. It is ob-
viously our preference that the next increase would be set under
this new system. Mr. Blair has indicated that those rules will be
published shortly and in place by October, thereby giving the Post-
al Service, we believe, adequate impetus to avoid filing a rate case
and instead have a rate increase.

We also hope that the Postal Service will, in its new process,
allow mailers a published implementation period of at least 90
days between the time that a rate increase is announced and im-
plemented so that mailers have as much time as they need, and as
Postal managers need, to implement new rates.

Senator CARPER. Good. Thank you. Mr. Conway.

Mr. CONWAY. Yes, sir. Nonprofits in this country are highly de-
pendent on the U.S. Mail, have been for years and, I think, will be
for a long time into the future. It is the lifeblood of the nonprofit
community, both in terms of fundraising, reaching out to its sup-
porters, its members, and as a communication tool. The advent of
the Internet is impacting mail use in the financial services industry
and it is changing a lot of what is done in this country, but the
mail is still the go-to medium in this country for nonprofits in
terms of communication and fundraising.

So with that said, I want to thank you and your colleagues for
passing the Postal reform legislation. We think it is going to go a
long way towards helping solve many of the problems the Postal
Service now faces and we look forward to continuing to work with
you and your colleagues to making sure that is the case.

Senator CARPER. Good. Thank you, sir. Ms. Berenblatt, you get
the last word in and then I will give the benediction.

Ms. BERENBLATT. OK. Well, rather than summarize, as my col-
leagues have done so well, I will add an additional idea——

Senator CARPER. Alright. Sure.

Ms. BERENBLATT [continuing]. And that is to point out to you
that Accenture has done a study on high-performance in the postal
industry, specifically looking at the E.U. countries as there has
been liberalization of the posts there, and there have been three
identified areas that need to be addressed in order to have a high-
performing post. The first is a market focus and a strategy. The
second is technical capabilities and improvement. And the third is
a cultural change in the organization. I would point out that we
need to support the Postal Service in all of these three areas so
that it can grow and be successful.

Senator CARPER. Thank you. Well, folks, it is not every day that
things work out this well, that you conclude your testimony and re-
sponses to our questions literally at the time that the bell sounds
for us to go to the floor and start casting our votes.

This has been a good hearing and I very much appreciate your
being here, the time and the thought that has gone into the prepa-
ration of your testimony, and for the way you have presented it
and responded to our questions.
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One of the things that Senator Collins and I indicated when we
worked with our colleagues and a lot of you in passing Postal re-
form is that once we enacted the legislation, we weren’t going to
just ignore it. We are going to come back and perform our appro-
priate oversight role to see how we are doing, see what we have
done well, and to see what could be done better to make sure that
the Postal Service is doing its best to comply, the Commission led
by Chairman Blair is doing its role, and to find out how we can
help, what else the Congress needs to do to be of assistance.

So this is, again, our third hearing for the year and we will hold
more. I don’t know that we will hold more in this calendar year,
but we will certainly be following up. In the meantime, we would
welcome continuing dialogue with you outside of the hearing forum.

Let me just close by saying the service that the Postal Service
provides as it enters this new regulatory system that we have es-
tablished will go, we hope, a long way toward determining how suc-
cessful the Postal Service will be in remaining relevant in the 21st
Century. At least some of the customers that we have heard from
here today, and offline, as well, have other options now, or they
will. If not today, they will have them someplace down the road.
So we need to make sure that the service standards that are set
by the Postal Service in the coming months are strong and that
they take into account the views expressed here today and in re-
cent months by the mailing community to make sure that the per-
formance of those standards are attempting to meeting those
standards, that we measure it well and respond to those measure-
ments.

We also need to make sure that the Postal Service continues to
take the steps that it needs in order to modernize its operations,
and I was very much encouraged by some of what we heard from
the Postmaster General today. I am excited about this prospect of
Intelligent Mail bar coding and some other things, as well, some of
the mechanization that he talked about with respect to more expe-
ditious processing of some of the flats.

This service standards exercise gives Postal managers, I think,
the opportunity not necessarily to close a lot of processing centers
and post offices, but to make sure that the system we now have
is what it needs to be.

I think we will keep our hearing record open for the next 2
weeks. There may be some follow-up questions from my colleagues
either who were here or who were unable to join us, and I would
just ask those of you that are here that have been on this panel
and our first panel just to respond to us as promptly and as fully
as you can.

Again, thank you very much for joining us on this occasion and
for your working with us.

With that having been said, this hearing is adjourned. Thank
you.

[Whereupon, at 11:58 a.m., the Subcommittee was adjourned.]



APPENDIX

UNITED STATES
P POSTAL SERVICE
STATEMENT OF

POSTMASTER GENERAL/CEOQ JOHN E. POTTER
BEFORE THE

SUBCOMMITTEE ON FEDERAL FINANCIAL MANAGEMENT,
GOVERNMENT INFORMATION, FEDERAL SERVICES, AND INTERNATIONAL SECURITY

OF THE
COMMITTEE ON HOMELAND SECURITY AND GOVERNMENTAL AFFAIRS
UNITED STATES SENATE

AUGUST 2, 2007

Good morning, Mr. Chairman and members of the Subcommittee. | am pleased to be with you
today to discuss one of the most difficuit challenges faced by the Postal Service — the need to
balance rising costs within a rate structure defined by a price cap. The Postal Accountability and
Enhancement Act of 2006 requires that we keep price adjustments at or below the rate of inflation
for market-dominant products, which are over 90 percent of our revenue base.

in an ideal world, this would mean that our costs would rise at the rate of inflation. Unfortunately,
our costs are not governed by this same standard and many have been rising faster than the
consumer price index,

Work-hour costs for our career employees and other expenses, such as energy, have been
growing at a rate above inflation. At the same time, First-Class Mail volume, which represents
over 50 percent of our revenue base, is declining. The number of addresses we serve is
increasing by almost two milion new households and businesses each year. This means that, 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. We are projecting a foss of $5.7 billion
for this fiscal year.

This is not a formula for fong-term success. The challenge is to close the gap between prices
and costs while improving quality service. The question is, “How do you do that?” As | see it,
management can proceed along any of three paths.

First, we can continue to operate as we've been operating for more than three decades. After all,
that brought us a level of success that no one could have imagined when the modern Postal
Service was created in 1970. Service rose to record heights. We achieved our statutory “break
even” mandate. And we reached unprecedented levels of efficiency.

The problem with this approach is that the ground rules have changed. To proceed along the
path of busin | would be i i with our rate cap obligations under the Postal
Accountability and Enhancement Act. We have to do more, much more, if we are to keep our
costs in check, with overall growth no higher than the rate of inflation. Prudent exercise of our
fiduciary responsibility demands that we intensify our focus on the business imperative of driving
costs out the system. We cannot afford to do any less.

A second path to closing the gap between rates and costs would be the absolute expansion of
the outsourcing of work now performed by Postal Service employees as a cost-reduction strategy
~ whenever and wherever possible. This would certainly be effective when viewed from a pure
cost-management perspective. But business success is not solely a factor of reducing costs. ltis
also a reflection of the entire organization working cooperatively to meet the needs of its

C ing out, while px ially reducing significant direct costs, could come with
the intangible — but just as significant ~ costs, of lost focus on service, and diminution of the
Postal Service brand.

(37)
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That is why | prefer a third path — working directly with our unions and customers to confront the
critical issues we are facing as an organization, such as improving service to meet the changing
needs of the markefplace, as well as the need to increase revenue and reduce costs. By doing
this, we can develop the solutions that can help us overcome flaws in our business model.

The tentative collective-bargaining agreement we reached with the National Association of Letter
Carriers last month does this. It keeps the most important focus where it must be — on our
customers — by helping us to improve service and operational efficiency. It provides our
employees with a fair wage. And it commits both parties to growing the business. This is more
important than ever, as we operate in a competitive environment in which customers vote with
their feet, no longer bound by a monopoly that is meaningless in today’s wired world.

We were successful in reaching negotiated agreements with each of our major unions in this
year's round of bargaining. This is a reflection of the value of cooperative labor-management
relations. We do not expect that we can agree on every issue, every time, but we have
demonstrated our ability to overcome our differences, confront our shared challenges, and
negotiate working agreements that benefit the Postal Service, our employees, and the people we
serve.

The Postal Service occupies an unusual position within the federal government. it is required to
be operated “. . . as a basic and fundamental service provided to the people by the Government.”
Yet, unlike most other agencies, the cost of providing our service is not borne by taxpayer-funded
Congressional appropriations. Rather, is paid for by its customers through the purchase of postal
products and services.

Since the modern Postal Service assumed operations from the heavily-subsidized Post Office
Department in 1971, it has been required to operate like a business. With the enactment of the
Postal Accountability and Enhancement Act, this requirement has been underlined significantly,
since we must now operate within the restraints of a price cap — although there are no offsetting
restraints on our cost drivers.

To overcome this considerable limitation, the Postal Service must redouble its efforts to reduce
costs and increase productivity. But if we are to do that, it is necessary that management retain
the flexibility to explore and implement cost-reduction initiatives that support the fuifiltment of our
mission of providing high-quality, affordable, universal mail service. In doing this, we are also
protecting the interests of all postal stakeholders, including our employees, by offering the
attraction of minimal rate adjustments, so as to maximize mail volume in a hyper-competitive
communications and delivery marketplace.

This means we must continue o change. We must question our assumptions about what we do
and how we do it. We must be open to new ways of doing business. We cannot assume that
what worked in the past will work today — or tomorrow. And we must consider our expectations
about the Postal Service within the context of today’s financial reality,

Over the past several years, we have been very successful in managing costs. But that very
success - which has eliminated the low-hanging fruit — requires us to reach even higher and to
look at our operations more intensely to build on this success. As we work fo take this to the next
level, my approach is to look at every event as an opportunity to lower costs. By an "event,” |
mean a situation that requires us to make a decision to continue doing what we've been doing or
to make a change. Events can take many different forms.

For example, when a lease expires for a postal facility, we have to take a hard look at our needs
going forward. Do we need as much space as the old lease provided? As we deploy new
equipment that can sort larger mait pieces into delivery sequence, we might need fess space for
carriers to sort mail at their local delivery offices. If that's the case, we should negotiate for less
space or attempt to lease a smaller facility.
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When a highway mail transportation contract comes up for renewal, we need to take a realistic
tooks at our transportation needs. Are we paying for a trip or vehicle capacity beyond our actual
requirements? Are we paying the contractor to haul a half empty truck from one Post Office to
another? In the simplest terms, are we paying for more vehicle cube than we have mail? If we
are, we have to use the opportunity to change the contract specifications and match mail volume
with the trip frequency and truck size.

And we have to continue to examine new deliveries as well, since this function is one of our
largest cost drivers. Average annual cost per delivery for a route served by a city carrier is $215.
For a rural carrier, this is $164 and for contract delivery, $106. Unlike many mail processing,
support, and retail functions, mail delivery itself cannot be automated.

With delivery-point growth approaching two million new homes and businesses each year, it
makes good business sense to examine the available options when preparing o serve new
delivery areas. It could mean that some new deliveries would be served by more economical
contract services. But it is worth emphasizing that the overwhelming majority of new delivery
continues to be assigned to Postal Service carriers and that contract service represents less than
two percent of the nation's deliveries.

By “new deliveries” we are referring to a newly established business or residential address where
the Postal Service has not previously provided service.

As you know, expansion of contract delivery services has become the subject of a great deal of
discussion over the last several months. This is one of the reasons we are here today. | am
hopeful that the information | can provide today will assist in your understanding and
consideration of this matter.

Through testimony at previous hearings and through correspondence, | have referred to contract
delivery services as a valuable tool in helping provide quality, affordable service to our customers.

Contract delivery has affected only a portion of new deliveries, not existing deliveries already
provided by Postal Service carriers. Contract delivery expansion has not resulted in the layoff of
any letter carriers.

Contractors and Postal Service employees are governed by the same legal and administrative
standards regarding the sanctity and security of the mail entrusted to them. The Postal
Inspection Service, the federal law enforcement agency charged with protecting the security of
the mail, ultimately determines the suitability of contractors. And there is no appreciable
difference in the care exercised by postal employees or contractors in the care of the mail.

The independent Ponemon Institute, a leading privacy and data protection think tank, has named
the Postal Service the “most trusted” government agency for the last three years and, for 2007,
among the ten “most trusted” of all organizations. This is a judgment of the organization as a
whole ~ reflecting the combined accomplishment of all groups, working together.

The Postal Service's use of private-sector services is not a 21st-century development. We have
used contractors to transport and deliver mail since 1785, when Congress first authorized the
Post Office to contract with stagecoach companies for mail transportation. This was later
expanded to include delivery. in fact, the storied Pony Express was a contractor to the Post
Office Department.

Much of the mail you receive each day—whether delivered by a City Letter Carrier or a Rural
Letter Carrier—has been handled by contractors providing over-the-road or air fransportation.
Moreover, the postage stamp that paid for that mail may have been purchased at a supermarket,
convenience, stationery, or greeting card store.
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In addition, it is quite possible that the postage was applied by a postage meter, which are all
owned and leased by private-sector providers. And it is very likely that many of you have had
experience with one of our contract postal retail units, nearly 4,000 of which are operated by
respected local business people in their communities.

tn addition, the Postal Service, with the concurrence of the Postal Regulatory Commission, uses
our rate schedule to effectively incent mailers and consolidators to presort and transport the mail.
Through the use of workshare discounts, valued at roughly $18 billion last year, an entire industry
has flourished to help increase mail volume and revenue. These are just a few of the ways that
the Postal Service, in cooperation with the private sector, provides high-quality, consistent service
to the American public in the most cost-effective and efficient manner.

Looking beyond the specific subject of contract delivery, there is a bigger issue at stake. Thatis
the ability of the parties, the Postal Service and its unions, to resolve their differences through the
collective-bargaining process.

One of the most important accomplishments of the Postal Reorganization Act of 1970 was the
extension of full collective-bargaining rights to the postal unions. Over the course of more than
three decades, these have served our employees, our unions, and the Postal Service well. And,
in serving the Postal Service well, they have served our customers well.

As difficult as negotiations may sometimes be, the process is designed to produce consensus,
maintain stability, and protect uninterrupted mail service for our nation. Because the Postal
Service is a public service, federal law forbids our employees from striking. This principle also
takes the form of a provision in our collective-bargaining agreements.

In its wisdom, however, Congress recognized that bargaining impasses can occur and
understood that there must be a mechanism to resoive seemingly insoluble disputes that, in other
situations, might result in work stoppages. That method, enshrined in the Postal Reorganization
Act of 1970 and continued and expanded through the provisions of the Postal Accountability and
Enhancement Act of 20086, calls for fact finding, mediation, and mandatory arbitration if the parties
reach impasse.

The current round of bargaining between the Postal Service and the National Association of
Letter Carriers was lengthy, difficult and, at one point, seemed headed for arbitration. Yet, as
intractable as some of the issues appeared, we continued discussions at the highest levels of
both organizations and, as | have noted, arrived at a tentative agreement — without the need for
arbitration. Among its other terms, the new agreement contains specific provisions addressing
the issue of delivery outsourcing.

| have always been a strong believer in the value of the collective-bargaining process. No one
understands the issues we face better than Postal Service people ~ management and our unions.
No one understands our shared challenges better than we do. No one understands the
opportunities better than we do. Our future is the future of the organization. Thereisnconeina
better position than we are to build the agreements that will help us face that future together —
successfully. And, as we have seen, the process can — and does ~ work.

Of course, we are mindful that many others have taken an interest in the subject of contract
delivery. While there are different thoughts as to the relative advantages of one form of delivery
compared to another, | am extremely encouraged by the level of interest. It represents
widespread agreement that the mail and, in particular, mait delivery service, continues to offer
unigue value to our customers, their communities, and the American economy.
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Having participated closely in the coltective-bargaining process over the last decade, | am no
longer surprised at its amazing flexibility. Even when the issues it is asked to take on can seem
larger than the ability of the parties to resolve them, the process itself often brings out the very
best in its participants. | have seen this time and time again. And | remain impressed that such a
simple process, when approached in good faith, allows the parties to see beyond their individual
and immediate interests and act for the greater good. Because in doing that, all parties —
including the people we serve — are the winners, :

Collective bargaining in the Postal Service has been shown to be a valuable and productive tool
in bringing the Postal Service and its unions together on an equal footing. The process
represents a sound public policy decision, one made almost four decades ago by public law,
which not only allows, but more importantly, requires the parties to bridge their differences without
the need for direction from parties who are not directly involved in the process.

The continued viability of the process requires that the Postal Service retain its ability to bargain
collectively on a level playing field, and know that agreements that are reached through good-
faith negotiations, and the subjects of those negotiations and agreements, will not be altered as a
result of legislative action. The precedent set by legislatively overriding a long-standing provision
of a collective bargaining agreement is very dangerous for all parties. It is not hard to imagine
how a future Congress with a different composition or different priorities could tilt the playing field
dramatically in a different direction.

As the Chief Executive Officer of the Postal Service, and as a member of the Postal Service's
Board of Governors, | am keenty aware of my responsibility in the development and
implementation of policies that support our mission of providing quality, affordable, universal mail
service to our nation. This is why | am extremely concerned about the precedent of legislative
intervention in the collective-bargaining agreements with our employee unions. If Congress acts
on restricting or eliminating the option of contract delivery, what other work or cost-management
initiatives would be next? This is dangerous step on a very slippery slope. While, today, such an
action might be to the advantage our employees, in the future, a different Congress might
intervene on issues adverse to employee interests.

The hurdles created by the new postal law are among the highest we have ever faced.
Removing specific cost-management strategies from consideration through additional legisiation
limits the tools that are available to the Postal Service to satisfy the mandates of our enabling
legislation.

When | became Postmaster General in 2001, the Postal Service's debt had reached more than
$11 billion dollars. That was a huge burden to carry; simply servicing the debt exceeded $300
million a year. ltis very clear that the Postal Service has to take thoughtful, serious actions to
continue to control costs or we will be back on track to potentially incur significant debt — which
also contributes to increases in our costs.

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 Accountabitity 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 turn, 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.
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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, and 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 through a
workgroup that involves over 100 representatives from all elements of the industry. It 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 —
this summer. We have also begun consultation with the Postal Regulatory Commission so that
we can publish revised service standards by late December 2007.

Our goal in developing these standards is to 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 Mail platform for accurate
service performance measurement. Leveraging this internal, passive data collection system will
allow us to accurately measure aggregate performance ~ rather than sampling. We believe this
is ultimately in the best interests of our customers, who ultimately pay for service measurement
through the price of postage.

QOur innovative Intelligent Mail system uses barcodes that uniquely identify each piece of mait 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 2009. 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 Regutatory Commission,
in achieving agreement on revised service standards and measurement systems for our market-
dominant products.

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

# # # #
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Postal Regulatory Commission Chairman Dan Blair

Statement before the Senate Subcommittee on Federal Financial
Management, Government Information,
Federal Services, and International Security
Thursday, August 2, 2007

Chairman Carper, Ranking Member Coburn, and members of the Subcommittee,
thank you for the opportunity to testify. 1 am very pleased to update the Subcommittee
on the steps the Postal Regulatory Commission is taking to implement Modern Service
Standards as required by Title III of the Postal Accountability and Enhancement Act. I
respectfully request that my full statement be entered into the Record.

Before I begin my comments on service standards, I would like to summarize
briefly the progress the Commission has made towards full implementation of the Postal
Reform Act.

First, the Act requires the Commission to establish a modern ratesetting process
for market dominant products. While the law allows us until June of 2008 to develop
this new system, the Commission is moving quickly to beat this deadline. We hope to
have in place a basic ratemaking framework by October of this year. Such action would
provide the Postal Service with the flexibility to use the new, streamlined system should
it need to raise rates.

Having this new framework in place — and the Postal Service operating under the

new framework as early as practical — would allow both the Postal Service and the
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Commission to dedicate more resources to thoughtfully implementing other aspects of
the reform legislation.

In general, the mailing community is eager to move to a new system that will
provide more stable and predictable rates, thus, avoiding another costly, litigious case
under the old system. [ 'know that you, Chairman Carper, and Senator Collins, are also
very interested in seeing the new system set up as quickly as possible. You have my
personal commitment to ensure that this goal is met.

The Commission recognizes that the decision of whether or not a final rate case is
filed under the old rules lies solely in the hands of the Postal Service Board of Governors;
however, we believe that it would be best for both mailers and the United States postal
system if another traditional rate case can be avoided.

Over the past several months, the Commission has put into place what I call a
“360 degree approach” to soliciting public input on both the new rate system and service
standards. In February and May of this year, the Commission published Federal Register
notices seeking public comments on how best to structure the new ratemaking system.
The public response has been extremely gratifying. We received numerous thoughtful
and helpful responses — approximately 100 separate responses in all.

Second, the Act requires the Postal Service to consult with the Commission on the
establishment of modern service standards for market dominant products. The statute
sets forth objectives the new service standards should meet to include:

e Preserving regular and effective access to postal services in all
communities, including those in rural areas or where post offices are not

self-sustaining;



45

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

¢ Establishing an objective system of performance measurements for each
market dominant product based on external measurements unless the
Commission permits the use of internal systems.

To fulfill this requirement, and as part of our ongoing outreach, the Commission
published a Federal Register Notice of Public Inquiry on June 13, 2007, in which we
solicited input on service and performance standards from the general public, postal
stakeholders, specialty mail users, as well as businesses providing goods and services to
mailers. The Commission received 35 comments in response to this Notice.

We also reached out to the diverse community of postal stakeholders “outside the
beltway” — through field hearings in Kansas City, Missouri, Los Angeles, California, and
Wilmington, Delaware. Witnesses at the hearings shared with us their expectations for a
new, better ratemaking system as well as their views on modern delivery service
standards — the focus of today’s hearing., Both the formal comments received in
response to our Notices and the testimony we heard during our field hearings have a
number of common themes. 1 would like to take this opportunity to give you a sample of
what we heard:

e Consistent and reliable mail service is critical to the postal community.

» Most mailers consider the existing USPS service standards acceptable, but
insist that these standards should be a floor for all mail within a class.

s There needs to be a system-wide performance measurement that provides

detailed information, available to the public. Specifically, we heard that
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mailers, their customers, and the Postal Service would best be served by
publicly available reports listing service performance regionally and

possibly in greater detail. Moreover, detail, such as between specific 3-
digit ZIP Code pairs or zones, should be available to mailers on request.

* These publicly available measurements of service should be web-based,
real-time, verifiable, and subject to a third party audit.

o Several mailers listed measurement of what is called the “tail of the mail”
as being especially problematic and noted that product delivery delayed
beyond the expected timeframe results in decreased customer satisfaction
and in increased costs of shipping of replacement goods.

+ While mailers appreciate the low cost associated with the Postal Service’s
plans for Intelligent Mail tracking, many point out that measurement
systems will be needed for mail that bypasses automated processing, along
with the other mailstreams that will not be tracked by barcode technology.

s Mailers also believe information beyond days-to-delivery are important
components of service standards. For instance, the critical entry or cut-off
time for business mail and the last collection time from neighborhood blue
mail boxes are important, as well the length of the “tail of the mail.”

¢ Another area of discussion is whether there should be separate service
standards for non-contiguous states like Hawaii and Alaska.

‘While the current performance measure for First Class mail — known as EXFC -
External First Class — is generally considered an adequate system, measurement tools for

other classes of mail are lacking. The Commission is very encouraged by the Postal
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Service’s plans to implement its Intelligent Mail initiative over the next several years.
This system of barcode scanning should greatly increase the Postal Service’s ability to
track movement of the mail from drop-off to delivery, and in turn allow the mailing
public greater access to performance information.

Until the Intelligent Mail initiative is widely operational, there is broad consensus
among the mailing community that an interim system of measurement is needed. The
Commission agrees. We do not believe that the PAEA envisioned modern service
standards being enacted, but with a two to three year delay in their measurement. The
efforts by large mailers or mailer groups to self-measure days-to-delivery are evidence of
the importance mailers assign to performance measurement data. For instance, some
periodical mailers already use a system of self-measurement, and the Commission
recently held a public briefing by Red Tag News Publications, which provides tracking
for periodicals.

In addition to the Commission involving the public in the development of a new
standards and measurement system, members of the Commission staff are observing
Mailers’” Technical Advisory Committee (MTAC) meetings focused on developing
recommendations to the Postal Service on delivery standards.

The public’s input is aiding us in our meetings with senior officials of the Postal
Service. To Postmaster General Potter’s credit, he has sent a strong team to work with
the Commission and has designated the Deputy Postmaster General, Pat Donohoe, to lead
these efforts. The Commission appreciates the cooperative tone of the meetings and the

attention sentor leadership is paying to this important issue.
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To date, the Commission and the Postal Service have engaged in three substantive
service standard-related meetings. We anticipate another meeting later this month,
culminating in a final, formal “consultation” at the beginning of October. We have had
an open and vigorous dialogue between Commissioners and representatives of the Postal
Service. Based on the tenor of the meetings thus far, the Commission has every reason to
believe that our input will be reflected in the final regulations adopted by the Postal
Service.

In closing, I would like to touch upon the relationship between Postal Service
mail processing facility consolidations and service standards. Last year, the Postal
Service requested an advisory opinion from the Commission on its planned nationwide
realignment known as the “Evolutionary Network Development” (END) process. Under
section 3661 of title 39 of the U.S. Code, the Postal Service is required to seek the
Commission’s advice before implementing nationwide service changes.

When the proceeding started, very little was publicly known about the overall
END process, and the Service’s vision of its future network was unclear. The
Commission believes that the Postal Service should have the flexibility and authority to
adjust 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 postal
customers, and be sensitive to the needs of the communities it serves.

The Commission’s proceeding brought some transparency to the Postal Service’s
network development plans. Questioning by the Commissioners and participants in the
case shed needed light on the Postal Service’s network rationalization efforts. We expect

the transparency achieved through our review of network realignment last year to
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continue and improve under the new Act. Besides requiring the Postal Service, in
consultation with the Commission, to establish service standards for market dominant
products, the Act also directs the Postal Service and the PRC to consult on developing a
facilities plan for meeting those standards, including any necessary changes to the
Service’s processing, transportation, delivery and retail networks. This plan is due to
Congress by June of 2008.

Clearly, the Commission has its work cut out for it. The coming 12 months will
be a time of intense work at the PRC as we move to carry out our new responsibilities.

1 bope I have given you a flavor for what we are learning from our field hearings
and through our public comment process. Again, I thank you Chairman Carper for
inviting me to testify. 1 welcome the opportunity to answer any questions members of the

Subcommittee may have.
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SENIOR VICE PRESIDENT—POSTAL STRATEGY
BANK OF AMERICA
BEFORE THE
SUBCOMMITTEE ON FEDERAL FINANCIAL MANAGEMENT,
GOVERNMENT INFORMATION, FEDERAL SERVICES, AND
INTERNATIONAL SECURITY
OF THE
SENATE COMMITTEE ON HOMELAND
SECURITY AND GOVERNMENTAL AFFAIRS

AUGUST 2, 2007

Mr. Chairman and Members of the Committee, my name is Jody
Berenblatt. I am Senior Vice President—Postal Strategy for Bank of
America. Bank of America very much appreciates the opportunity to appear
before this Committee today.

We would also like to thank Senator Carper and Collins, along with
the other members and staff of the Committee, for their personal leadership
in gaining passage of the Postal Accountability and Enhancement Act
(“PAEA”) late last year. Enactment of the legislation was the culmination of
many years of hard work. The legislation, if properly implemented, offers the
prospect of sounder finances for the Postal Service, a more streamlined
regulatory system, and more reliable and economical service for mailers.

The purpose of this testimony is to identify several critical areas for
implementation of PAEA in the area of mail service performance and
measurement.  The quality and consistency of the mail service we receive

greatly affects its value for the Bank of America.
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I BANK OF AMERICA’ S INTEREST IN MAIL SERVICE
PERFORMANCE AND MEASUREMENT

Bank of America Corporation, headquartered in Charlotte, North
Carolina, provides a full range of banking, investing, asset management and
other financial and risk-management products and services to individual
consumers, small and middle market businesses, local and state governments
and large corporations. We are the second largest bank in the United States
in revenue, and the 12th largest firm on the Fortune 500 list for 2006. We are
also the No. 1 overall Small Business Administration lender in the United
States, the No. 1 SBA lender to minority-owned small businesses, and by
several measures, the largest issuer of credit cards in the United States.

Bank of America uses the mail for operations and marketing
communications to both our existing and prospective customers. In 2006, we
mailed approximately 1.4 billion pieces of First-Class Mail (billing
statements, privacy notices, etc.), and approximately 1.9 billion pieces of
Standard Mail (welcome packages, marketing materials, etc.). As such, the

mail system is very important to us.

I serve as industry co-chair of the First-Class Mail sub-team of the
Mailers Technical Advisory Committee (“MTAC”) Workgroup 114, entitled
Establish Service Standards and Measurement (formed February 2007). In
my role, I have facilitated the involvement of the Remittance Industry in the

workgroup.

The Bank of America is also a member of the Association for Postal

Commerce, which 1 currently serve as Vice Chairman, and several other
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associations of mailers, including the American Bankers Association, the
Direct Marketing Association, the Major Mailers Association, and the
National Postal Policy Council.

The establishment of service standards and a reporting system for all
market-dominant products of the Postal Service is critically important.
Financial institutions are subject to regulatory constraints on the delivery
timing of our customer communications, so we must plan our production and
entry schedules to avoid premature or untimely delivery. The ability to
predict delivery times with reasonable precision is especially important for
this planning.

Enhancements of the Postal Service’s performance in relation to these
standards will help drive improvements in service, thereby enhancing the
value of the mail to current and future customers. And the enhanced value of
mail should help to grow the mailstream. We support the PAEA statutory
objective of achieving service performance that is cost effective and consistent

with best business practices.

II. ASSESSMENT OF CURRENT SERVICE PERFORMANCE

Current service performance is inconsistent and improvement of
standards and measurements to enhance performance is therefore important.
For example, while current service standards specify that all domestic First-
Class Mail is to be delivered in three days or less, it is not. As a result, we
often employ special services and experience extra expense for on-time

delivery.
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Standard Mail, likewise, requires improvements to standards and
measurements to enhance USPS performance. While the service standard for
a piece of Standard Mail depends on its entry point and destination, all
Standard Mail is supposed to be delivered within 10 days. Publicly available
data again show that the Postal Service does not achieve its service standard
consistently.

Even if the data pointed to a more acceptable result or were acceptable
as is, the degree of inconsistent delivery is a large issue for mailers, large or
small, trying to conduct business through the mails with either class of mail.
Moving forward, we will work closely with the USPS to identify opportunities

for improvement.

III. SERVICE STANDARDS

The Postal Service’s existing service standards for First-Class Mail and
Standard Mail, if consistently met, are an excellent starting point for
developing the service standards required by PAEA. Future changes to the
standards need to strike a balance between service quality and cost, and
recognize the general consensus of mailers’ needs.

Changes in service standards should be communicated in a timely and
regular fashion, in a format similar to the summary of changes appearing at
the beginning of each new release of the Domestic Mail Manual. Any change
in service standards should be publicly announced at least one quarter before
the effective date of the change to allow mailers adequate time to make any

necessary adjustments.
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The Postal Service should not be permitted unilaterally to lower
existing service standards in any significant way. While limited changes to
service standards may be appropriate (e.g., the realignment of standards for
specific “city pairs” as the postal network changes), any major downward
redefinition of acceptable service levels should not be permitted to occur
without independent review.

Critical Entry Times (“CET”) should also be specified in the service
standards, and changes in CETs should be subject to the same review process
as changes in delivery times. A critical entry time is defined as “[tlhe latest
time a particular class of transported mail can arrive at the destination post
office to meet the service standard for mail processing, dispatch, and final
delivery.” USPS Library Reference N2006-1/1, Glossary of Postal Terms
at 29.

An advance in the critical entry time is a mirror image of a delay in the
applicable delivery time! each amounts to changes in the service standard.
For example, consider an example where the CET for a First-Class mailing is
currently 9:00 PM. This entry time will allow the Postal Service sufficient
time to process the mail for next day delivery in the overnight service area
and also allows the mailer sufficient time to produce the entire mailing by
8:00 PM, allowing entry by the CET. If the CET is now changed to 3:00 PM,
the mailer will no longer have time to produce the full day of mail. All mail
that is produced between 3:00 PM and 8:00 PM now effectively has an

additional day added to its delivery time making it a two day delivery.
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Changes in CET could affect large volumes of mail. Large mailers can
easily enter two million pieces of mail each day and produce almost 100,000
pieces of mail in an hour. A five hour CET change could affect half a million
pieces of mail each day for such a mailer.

Service standards should also be published for the special services: (1)
address corrections; (2) Post Office Boxes and Caller Services; (3) Business
Reply Mail; (4) Certified Mail; (5) Registered Mail; (6) Certificate of Mailing;
(7) Delivery Confirmation/Signature Confirmation; (8) Money Orders; (9)
CONFIRM; and (10) Merchandise Return Service/Bulk Parcel Return
Service.

Like mail delivery, the delivery of address correction information by
the Postal Service has a "tail of the mail" distribution curve, with some
corrections not showing up until one or more additional pieces have been
mailed to the uncorrected address.

Given the lead time necessary to prepare mailings, address correction
services will be much more effective in reducing the number of forwards for
First-Class Mail and Undeliverable-as-Addressed Standard Mail if service
standards are issued and met. Mailers who use address corrections need to
know when they can expect the address correction information in order to
integrate the address update into the current mail production process.
Knowing the service standards for address corrections will help mailers
reduce forwarding and returns for subsequent mailings.

Finally, changes in service quality need to be linked to the index-based

rate cap established by Congress in 39 U.S.C. § 3622(d). As the Committee
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members are aware, Section 3622(d) limits the average rate increase for
market-dominant mail classes to increases in the Consumer Price Index. But
meaningful before-and-after comparisons of prices for particular products or
services require that the analysis control for any intervening changes in the
quality of those products or services. The Section 3622(d) rate cap would
become meaningless if the Postal Service were allowed to satisfy the
constraint by reducing the quality of service offered. That would be akin to a
Broadway musical being able to continue to charge their patrons $100 for a
box but seating them in the balcony, having the show begin several hours—or
days—after the advertised curtain time, and requiring the audience to
perform the songs and dances themselves and clean up the theater before and
after the performance. Major and systematic reductions in actual service
quality are tantamount to rate increases, and should count against maximum
increases allowed by Section 3622(d). In fact, Postcomm, the regulator for

Royal Mail, does adjust the price cap to reflect service degradation.

IV.  REPORTING OF ACTUAL DELIVERY PERFORMANCE

A, Basic Issues

The development of an effective system of performance measurement
is as important as—indeed, more important than—the development of service
standards.

First, to the extent that actual service performance falls short of the
standard—either in actual delivery time or in the range of variance from the

standard—mailers rationally base their mail eritical entry times and points
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on actual service, not nominal service standards. Accurate performance data
enable mailers to identify locations and facilities where service has
deteriorated, and thereby enables mailers to adjust entry times and entry
points to mitigate, to the extent possible, the resulting commercial injury to
the mailer. For example, call centers often need to be staffed around the
expected delivery time of a mailing. If delivery in a particular geographic
area is expected at seven days for a marketing mailing but the mail is not
actually delivered in that timeframe, there is no reason for the mailer to
incur the extra personnel costs of staffing the call center before the mail is
actually delivered.

Second, credible public data on service performance provide the
necessary information for Postal Service managers to prevent and eliminate
service problems. Indeed, this is probably a more effective incentive for
change than fines or penalties.

Finally, credible public data allow mailers and the Postal Service to
discuss performance issues. Six Sigma shows that data-driven
communication and discussion are central to improvement. Problems must
be identified, possible solutions must be tested, and workable solutions must
be communicated before improvement occurs.

Bank of America is an enthusiastic user of Six Sigma, a data-driven
method of process control that can be used to reduce defects in any process—
whether manufacturing/transactional or product/service delivery. The Bank
uses Six Sigma in all of our businesses. A process that experiences fewer

than 3.4 defects per million opportunities is considered to be performing at a
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"Six Sigma” level. A central principle of Six Sigma is that measurement must
precede improvement.

To accomplish these purposes, however, data on actual performance
must be detailed (i.e., geographically disaggregated), accurate, reliable and
current. In addition, the performance reports should indicate 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 (the
“tail of the mail”).

The Postal Service should provide web-based access to performance
data in the level of granularity or detail currently provided in the quarterly
Service Standard disc—in other words, the ability to search by product, shape
(postcards, letters, flats and parcels) and by 3-digit Origin/Destination ZIP
Code pairs. Allowing mailers to access raw data is much less costly than
requiring the USPS to develop and distribute detailed measurement data
reports. More importantly, it facilitates communication and discussion, which
leads to improved performance.

Bank of America shares the Postal Service’'s belief in the long-run
promise of Intelligent Mail and the intent to use IM as the mechanism for
generating service performance data. In fact, the Bank of America and the
Postal Service are currently seeking regulatory approval of a Negotiated
Service Agreement (“NSA”) under which we would agree to serve as a large-
scale test bed for Intelligent Mail technologies. It is important to recognize,
however, that Intelligent Mail is new and not yet fully deployed. For formats
where it is not widely used, other measures may be necessary to measure

performance until IM is fully mature.
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In this regard, the USPS should take advantage of its existing
membership in the International Post Corporation (“IPC”) by leveraging the
wealth of expertise and experience of the IPC to explore standards and
measurement practices developed by IPC that could be used for the USPS.
Founded in 1989, the IPC is a cooperative association of 24 member postal
operators in Europe, North America, and Asia-Pacific.  The Postal Service
and the mailing community should explore further the model that the
International Post Corporation uses for service standards and performance
measurement of the Postal Service’s counterparts in other advanced
industrial economies. Attached to this testimony is a PowerPoint
presentation by IPC summarizing its performance measurement standards

and models.
B. Special Concerns of Remittance Mail Industry

Detailed performance data are especially important for businesses that
receive remittance mail. Remittance mail contains a payment, usually a
check, big or small, sent to a creditor’s address via First-Class Mail.
Notwithstanding electronic bill payment, mail of this kind totaled over 9
billion pieces in FY 2006 and represents over 20 percent of total First-Class
Single-Piece Mail volume. Remittance mail conservatively accounts for at
least $20 billion of commerce in transit on an average day.

Every day that a financial transaction remains undelivered has an
equal and calculable impact upon its recipient, which can be measured based

upon the size of the payment and the collecting firm’s cost of capital.

-10.
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There is general consensus that the existing system for measuring the
performance of First-Class Mail-External First-Class Measurement System
(“EXFC")—is inadequate to the needs of the remittance mail industry. The
data publicly reported by EXFC reveal only the percentage of mail delivered
that satisfles a particular standard (e.g, that 92% of overnight mail was
delivered within standard). This binary, all-or-nothing reporting provides no
incentive to the USPS for early delivery - the reported data do not disclose
the percentage of mail that exceeds standard, let alone by how much.

Nor do the reports disclose by how many days the mail fails to meet
the delivery standards. This is a serious omission. Late mail, “the tail of the
mail,” can be one or more days late. A long tail has extremely serious
consequences, even when the average piece—or even the vast majority of
pieces—is delivered within standard. Because all delivery-day delays are
equally consequential from the industry’s vantage point, a payment delivered
two days late has twice the financial impact as a payment delivered one day
late.

Additionally, bill payers generally hold the payment processor
responsible for any delays in payment posting that cause late fees, — whether
the actual cause was the payment processor’s fault or not — which requires us
to accommodate the bill payer and make customer satisfaction adjustments
to their account. The remittance industry needs a reporting system that

provides transparency about the extent of lateness. We recommend a system

.11.
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that discloses not only average days to delivery, but also one that shows the

cumulative percentage of delivery by post-entry day.!

V.  NEGOTIATED SERVICE AGREEMENTS

Next, I would like to alert the Committee to a promising related
development. On February 7, 2007, Bank of America and the Postal Service
jointly requested approval from the Postal Regulatory Commission of a
proposed Negotiated Service Agreement (“NSA”) between the Bank and the
Postal Service.

The proposed NSA is precedent-setting in several respects. As the
“first cost-savings NSA,” this proposed agreement provides the opportunity
for the Postal Service to save money and create operational efficiencies for

both the Postal Service and Bank of America. Among other things, it would

! The remittance industry also needs information on the time of day
distribution of mail deliveries to the post office boxes of remittance
processors. Since payments most often include a check within the envelope,
the “payment path” is not final upon delivery of the mail piece. The check
itself must be delivered to the paying bank before the funds transfer is
deemed complete. The transportation for much of this does not occur during
so-called “normal” banking hours, but occurs in late evening and early
morning hours. Thus, the timing of receipt of payment can itself have a huge
impact on the collecting institution. For this reason, payment processing is
usually performed both on weekends and on multiple shifts during the
processing day. For many processors, the function is literally performed
constantly, including holidays. Thus, staffing is a huge issue for processors
and requires a complicated understanding of delivery patterns throughout
the day and across days of the week. EXFC provides none of this
information. We believe that this specialized need will largely be addressed
by a new USPS certification of key remittance facilities. Public reporting of
geographically based data into a specific delivery plant that incorporates the
delivery time of substantially all (i.e., 99 percent) of the mail would greatly
improve the industry’s ability to monitor individual delivery plant
performance.

.12.
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commit Bank of America to use Intelligent Mail barcodes on substantially all
of its First-Class and Standard letter mail. In essence, Bank of America
would offer its approximately three billion pieces of annual First-Class and
Standard Mail ‘volume to serve as the first truly large scale pilot test of
Intelligent Mail technology. In particular, customer service is enhanced by
improving the timeliness of mail delivery, automating the address update
process and thereby reducing the amount of forwarded and undelivered mail.
Intelligent Mail Barcodes also provides additional security over older-
generation PostNet barcodes. We look forward to the approval of that NSA,

which should jump-start the large scale use of Intelligent Mail Barcodes.

VI. SUMMARY

Reliable, consistent delivery is critical to all of us who currently use
the mail in our businesses. Mail is an important medium for nearly all
businesses to acquire new customers and communicate with existing
customers. Consistent service is critical to preserving our use of the mail,
And consistent service will be critical to growing our use of the mail and
further enhancing the value of the mail delivery systems to attract new
users.

Performance standards are one key to reliable, consistent delivery.
Performance measurement is another. We look forward to working with the
Postal Service, the Postal Regulatory Commission, and the entire mailing
community as the performance standards and the performance measurement

system are developed.

-13.
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TESTIMONY OF ANTHONY CONWAY
ALLIANCE OF NONPROFIT MAILERS
BEFORE THE
SUBCOMMITTEE ON FEDERAL FINANCIAL MANAGEMENT,
GOVERNMENT INFORMATION, FEDERAL SERVICES, AND
INTERNATIONAL SECURITY
OF THE
SENATE COMMITTEE ON HOMELAND
SECURITY AND GOVERNMENTAL AFFAIRS

AUGUST 2, 2007

Mr. Chairman and members of the Committee, my name is Anthony Conway. I am the
Executive Director of the Alliance of Nonprofit Mailers, Thank you for inviting me to testify on
behalf of the Alliance about the importance of mail, service standards, and performance
measurement.

The Alliance is a coalition of nonprofit organizations that is dedicated to the preservation
of affordable postage rates and dependable mail service. Established in 1980, the Alliance is
comprised of over 300 nonprofit organizations and commercial service providers that have an
interest in nonprofit mailing issues. Our members include many of the Nation’s best-known
charitable, religious, educational, scientific and other nonprofit organizations. These members
rely heavily on Nonprofit Standard Mail and Nonprofit Periodicals Mail to generate necessary
support and to communicate with existing and potential members, beneficiaries, and other
stakeholders.

Counsistent, predictable and measurable delivery of mail is critical to the mission of
nonprofit organizations. Like most businesses that use Standard Mail to solicit actions from the
public, nonprofit mailers have learned that the response rate to a mail campaign depends on
delivery within a predictable window of time. This is particularly true for campaigns that are

coordinated with follow-up campaigns or seasonal events.
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The same is true of nonprofit publications. The timeliness and predictability of mail
delivery not only affects the timeliness of our members’ publications for their readers, but is also
critical to the effectiveness of advertisers’ campaigns. Advertisers rely on the estimated in-home
dates of nonprofit publications to know when to staff call centers. Many nonprofits in turn rely
on their printers to identify when the critical “in home windows” occur. And the nonprofit, their
printer, and advertisers all rely on the predictability of mail delivery to establish these windows.
Mail that arrives late—or unexpectedly early——can wreak havoc with these plans.

The Alliance recently surveyed our members about service issues and received reports of
an unevenness of service. Here are some of the comments from some of our members in the
nonprofit cofnmunity. We offer them not in a spirit of criticism—we believe that thé United
States Postal Service is the finest postal system in the world and is managed by dedicated
professionals who work hard to achieve good outcomes within a difficult set of constraints—but
to illustrate the importance of reliable and predictable service to mailers:

Boston University: A postal manager at Boston University reports that, while mail
entered at the Boston Bulk Mail Entry Unit (“BMEU") is usually processed in a timely manner,
service after the mail leaves the BMEU'is more unpredictable. Letter-shaped Nonprofit Standard
Mail can take five to twenty days for delivery. Standard Nonprofit flats can take up to 25 days.
Last year, 24,000 pieces of First-Class auto presort metered mail entered by the university took
five days for delivery to local addresses. While Boston University believes that it receives
excellent service overall from the Boston Post Office, the lack of accountability after the mail
leaves the Boston BMEU is a problem. k

Consumers Union: Consumers Union (“CU”) also relies on the USPS to carry out CU’s
mission. Occasionally CU personnel must notify the Postal Service’s Business Service
Network representatives in Westchester, New York, about a problem that CU would like to bring

to the Postal Service’s attention. Sometimes the problem needs immediate attention; other times,



105

it may need to be researched and then resolved. CU generally finds that the BSN staff are
responsive and attentive, but that resolutions or explanations are often elusive.

In February 2007, CU notified the Westchester BSN that “seed” (i.e., sample) pieces
from CU’s large national December and January mailings were taking an inexplicably long time
to be delivered—roughly a month from the BMC in Jersey City, New Jersey, to CU’s
headquarters in Yonkers, New York (a distance of about 20 miles). CU provided all the relevant
data so that the USPS could investigate the problem. Although CU has seed pieces collected at
an outside concern, the organization’s internal marketing and production staff routinely examine
seed pieces received at CU headquarters as another quality control check. Three weeks later, CU

received the following communication:

This issue was elevated through the ranks to get the best possible resolution, as it
stands thru far, this issue has no resolution.

According to our BMC and Westchester P&DC there we no processing delays

listed from 12/1/06 to 1/31/07 and no explanation to determine what could have

caused such a delay. Due to the time factor of this mailing, we believe at this

time that these were isolated incidents.

Diocese of Metiichen, New Jersey: The Diocese reports that it does some large
mailings for their events. An increasingly common phenomenon is the return of mailpieces
carrying correct and current addresses. This requires some time and inve‘sn’gation about the
address only to find it is correct. It also requires additional postage to resend the mail.

Diocese personnel have also noticed that some of the returned mail is astonishingly old.
Indeed, some returned mail had been held for four years. Just a few months ago, the Diocese
reports receiving three mail pieces from a mailing for an event that took place 2003.

Easter Seals, Inc, Chicago, IL: The history of Easter Seals is closely linked to the mail
and supporters place “seals” on envelopes and letters. The organization reports that service

&
problems in Chicago resulted in significant delivery delays for their February and March mailings
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of the organization’s signature Easter “seals.” The mailing is an important source of
philanthropic funding for their new Therapeutic Schoot and Center for Autism Research in
Chicago, as well as other services provided in the area. With the delivery delays, response rates
and revenues were down almost 30 percent this year. These are resources Easter Seals will not
have to help families in Chicago.

Elks Lodge No. 46, Milwaukee, WI: The Milwaukee, Wisconsin, Lodge of Elks mails
approximately 500 copies of its monthly newsletter. The Lodge formerly sent the newsletter by
Nonprofit Standard Mail. As postal delivery performance deteriorated in recent years, the
promotion of events and fundraising suffered. The Lodge engaged the Postal Service for an
extended period in search of answers to resolve the poor delivery performance but, unfortunately,
the problem persisted. Eventually the Lodge was forced to switch from Nonprofit Standard Mail
to First-Class Mail in order to receive acceptable service performance. The Lodge views this as
an unacceptable compromise caused by a degradation of Postal Service performance which, in
effect, resulted in a postage rate increase.

Marian Helpers Center, Stockbridge, MA: The Manager of Donor Development from
the Marian Helpers Center reports that, despite the time sensitivity of its direct mail campaigns,
the organization cannot project an in-home delivery date. The seed pieces from a given mailing
can arrive up to two weeks apart, even to two residence addresses in the same town.

The Marist Brothers, Chicago, IL: This organization reports that it has experienced
delivery times of more than six weeks for Standard Nonprofit Mail; in other instances, delivery
takes only six days.

Pepperdine University, Malibu, CA: Pepperdine reports that it has experienced delays
since the closing of the Postal Service’s Marina del Ray Processing Plant several years ago.
Delivery times for mailings of Standard Mail to addresses in the Los Angeles area itself have

ranged from one day to a full month. Average time to delivery has been ten days. The



107

unpredictability of Standard Mail delivery times has caused departments to use First-Class Mail
more often.

Word&Way. WorddWay, a bi-weekly newspaper published by the Missouri Baptist
Convention, also reports service problems. Each issue of the newspaper is entered in Columbia,
Missouri, on Tuesday or Wednesday to achieve delivery by Thursday, the stated publication
date. Subscribers often report, however, that they do not receive the paper until the following
week, especially in the St. Louis and Kansas City metropolitan areas.

Delays of this kind harm the churches that rely on the newsletter to disseminate
information to their members. Individual churches print their specific information on the back
page of Word&Way. Subscribers rely on the back page to get the information regarding
upcoming events at their churches for the weekend. When the paper does not arrive at the home
until the following week, the news is dated. In addition, the church is disappointed because
members did not know about the events, making Wordd Way an unreliable means of
communication.

Word&Way has lost subscribers because of poor delivery service over the last several
years. The publisher has worked diligently with the Postal Service, particularly with the manager
of the business entry mail unit (“BMEU") in St. Louis. Though the delivery has improved to -
some extent, it is not enough for cancelled newsletter users to resubscribe with confidence.

* * *

These illustrations of service problems at multiple locations throughout the United States
underscore the importance of establishing a more current and granular measure of actual service
performance than is now available to mailers.

Data should be broken down by 3-digit ZIP Code pairs, or at least the ones carrying
sizeable amounts of volume. Frequent reporting of service performance data by geographic
region will not only help us plan our mailings, but will also allow us to work collaboratively with

the Postal Service to resolve service performance issues.

-5
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Further, since the Postal Service intends for its class-specific service standards to be
developed, expressed, and maintained on a detailed basis by origin-destination pairs of three-digit
ZIP Code prefixes, it is important that the service measurement system report on the Service’s
performance on the same consistent basis. Only then can mailers and the Commission properly
evaluate service performance against the service standards of each class.

Finally, these detailed service reports should help protect the Postal Service against
reports of poor service that are unfounded. With the increase in fuel costs during the past two
years, some private consolidators or trucking companies have delayed transportation of mail
tendered for entry at the Postal Service until a full truck load has been entered. Reliable and
detailed reports on actual mail delivery performance should help protect the Postal Service

- against bearing the blame for delays that were caused by others.

Service standards must be linked with rate levels. The Postal Service should not be
allowed to comply with the rate index of the Postal Accountability and Enhancement Act simply
by reducing service levels. If service standards are reduced or critical entry times are shified
earlier, those changes in service quality are tantamount to a rate increase. Changes in service
quality that are substantial and systematic warrant an offsetting adjustment to the rate index.

In conclusion, the nonprofit community relies on the Postal Service for universal delivery
of mail. Nonprofit organizations work hard to meet all regulations and look forward to working
with the USPS to not only develop and improve service standards but also to develop service
measures that can be reported in the aggregate to the “printer” but also reported in detail to the

customer.
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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 impor-
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.

MAILERS COUNCIL PAGE1
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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 see 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 compensa-
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. Chairman and members of the Subcommittee:

1 am James West, Director of Postal and Government Affairs for Williams-Sonoma, Inc.
Thank you for the opportunity to present testimony on the implementation

of new regulations as required by the Postal Accountability and Enhancement Act
(PAEA). We highly commend the Committee on its continuing attention and interest in
this legislation and the USPS in general. In addition my oral testimony to this hearing |

have submitted this written testimony that | request be entered into the official record.

My company, Williams-Sonoma Inc., was founded in 1956. When we first started
mailing catalogs 35 years ago we made about $4 Million in annual sales and had just
one store in San Francisco. We have since grown to have annual sales of
approximately $4 billion and become an inter-nationally known brand with 585 stores in
43 states and Canada, and employing up to 45,000 associates. We have achieved this
growth in large part by using catalogs as our exclusive advertising vehicle, and our

strategic partnership with the Postal Service is an essential part of our execution
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strategy in making this happen.

We will mail approximately 390,000,000 catalogs this year, making us one of
the largest catalog mailers in the United States. Our annual postage expense is

approximately $140 Million and USPS our largest single vendor.

Qur continued growth and success depends largely on the continued ability of

the Postal Service to provide effective and cost efficient mail delivery.

Williams-Sonoma Inc. shares the view of the direct marketing industry of viewing the
PAEA as the foundation that will insure the continued vitality of the USPS. It will provide
the tools for future growth and flexibility to meet the needs of a changing business

environment.

Essential to making this happen, we believe that the Postal Service must focus on three
key areas: customer service, management of its operating infrastructure and service

standards and measurement:

First, the USPS must become a customer centric organization by being responsive to its
customers’ changing needs. Our response to our customers’ needs, as well as
maintaining the highest level of customer service, has been the key reason for the
success of Williams-Sonoma, Inc.  We listen and make every effort to understand

and anticipate what our customers will need next. The Postal Service now has the tools

to do the same and must begin to put it's customers changing needs ahead of it's own.

Speaking as a large mailer, to help facilitate this | would propose that the National

Account Management organization and the responsibility of the National Account
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Managers be expanded in a manner that positions them to be the lead representative of
the entire USPS organization. They should be fully briefed and knowledgeable to work
with customers on the entire range of rate changes, products, and services within the
USPS. This relationship should be encouraged to evolve into the primary channel of

communication between the Postal Service and its largest customers

Second, the requirements that are placed on the Postal Service by both commercial and
private mailers are changing faster than ever before. As such, the Postal Service must
be allowed greater flexibility to change and modify its own operating network and
services. Without the ability to manage its infrastructure, free of the influence of outside
bodies, it cannot be expected to fully control the costs which have a direct impact of on

its ability to continue to offer efficient and cost effective services and products.

| do have concern however that the USPS not make such changes in a vacuum or
without comprehensive consultation with those organizations that prepare the bulk of the
mail. The various industry organizations and mailing service bureaus that provide mail
preparation are often positioned to provide excellent advice on the advisability of
network and or processing changes as considered. They may not be operating within the
postal service itself but their intimate knowledge, actual experiences and visibility to
changing trends can provide valid and objective opinion.

As an example, my exposure to FSS is sufficient to know that it will have a massive
impact on standard class mailers, their service providers and the entire Postal Service
network. | am certain that full consultation and communication with industry and mailers

is essential for it's success.
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As a mailer | have seen of many instances where the failure to properly consider,
communicate, or advise of network and preparation changes, has resulted in late

delivery of mail and avoidable expense.

Third, in order for any business to know how well it is doing it must have effective
measurements by which to judge it's performance, and we believe that

measurement of performance provideé the direction for improvement. The service
standards that the Postal Service is now required to put in place must be fair, accurate
and achievable. The measurement of performance against these standards must be
timely and actionable to the extent that it can consistently maintain and improve

the service performance that is realized by its customers. The performance evaluation
of this process should not focus on penalty but rather be designed to encourage and

reward improvement.
It is essential the standards include the following:

» The standards must consider and provide guidance for mailers of varying
size, various points of entry and mail distributions from regional to
national.

* The standards must be fair, accurate and realistic. Standards cannot be
accepted that could permit frequent early or late delivery. However
attractive or unattractive the standards may appear, they must reflect the
actual capability of the postal service.

» Standards must be flexible and allow easy modification to reflect the
efficiencies gained by further automation in the USPS system.

» Performance to the standards must be measured by means that provide
for proactive action and correction by both the USPS and mailers. |
would ask for real time measurements are at the Postal Service Area
level, which would guide corrective action by the USPS and modification
to schedules by mailers.
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Failure to meet standards should not be met with punitive fines but rather requirements

for detailed steps to corrective and preventative actions.

The process of measurement must follow the implementation of standards as soon as
possible. This may require the use of external sources until current programs are
implemented, but | feel speedy imb(ementation to be essential. for the overall successful

acceptance and building confidence in the process

There are other parts of PAEA that | would like to comment on;

Established Frequency and Size of Rate Increases

Notably, one of the significant benefits of PAEA is the established timing, frequency and
size of rate adjustments. | must commend the PMG Potter, the PRC and their
respective staffs for their efforts in meeting the requirements set forth within PAEA,
Following the implementation of new rates in May of this year, any additional increase in
postage is an untenable prdposition that would be further devastating to catalogs and
other standard class mailers already reeling from unprecedented and unanticipated
increases. We believe it is essential that they complete their work and eliminate the
need for an omnibus rate case under the old regulations and protect standard class

mailers from another increase for as long as possible.

Advance Notification of Rate Increases
Advance notification of any scheduled rate adjustment or seasonal variation is especially
important to catalog and direct marketing mailers. Direct marketing program and

campaign planning, and particularly catalog production schedules, typically require
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commitments for paper and other production elements far in advance of actual mailing
often in excess of 120 days. The programming and software requirements of our
vendors and suppliers can easily exceed 120 days for development and testing and the
consideration and programming for any mail preparation and entry changes ads even

more complexity and planning.

In recognition of this, we believe that a similar commitment to formal advance notification

on the part of the USPS is appropriate.

Additionally, | feel that this notification schedule should not preclude consideration of
advance communication and discussion of proposed rate considerations with key
mailers and industry organizations. This early discussion, without commitment, would
position the USPS as a partner with its customers much in the manner of all other
suppliers and vendors in corporate business. A goal of PAEA is the establishment of the

USPS as a customer centric organization and this would be a big first step.

Complaint Process

The new legislation calls for establishing guidelines for the complaint process in several
different areas. | would caution that these guidelines must be established in such
manner that the process cannot evolve back into the often-contentious rate case system
we are trying to leave behind. The rules must be defined such that the basis for

complaints and their resolution is clear and quickly resolved.

Exigency

1 would like to make a note regarding the “exigency clause™. We support the
position that it would not be prudent to try and define the circumstance beyond

“extraordinary and exceptional” but we firmly believe that there MUST be rules that
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dictate timely evaluation for the continued need of any adjustment AND that any such

adjustments not be considered in any part of the baseline rate consideration.

Shifting Cost Burdens

Finally, as a final point | cannot overstate the fact that there is great concern among
many of my peers rising from the threat of shifting cost burdens to mailers as a
consequence of USPS imposed changes. There are considerable changes imminent to
both entry and preparation qualifications — mostly as a result of the network redesign
and FSS - and we need to be assured that those resulting costs will not become hidden
rate increases or reasons for failure to mest service standards. The industry fully
supports and encourages the changes proposed, but we have to participate in the

planning and share in the savings.

Conclusion

The USPS has a long and admirable history. It has grown to become the largest

Postal service in the world. Both private and commercial customers have contributed to
and benefited from this growth. But as its customers’ needs are changing so must the
culture and the operating focus of the postal service. The greatest promise of PAEA is
that it encourages the USPS to evolve into a truly customer oriented organization. |t
raises the standards and provides the tools to meet this challenge. We hope that the

USPS fully realizes the opportunity it is presented.

Again, | would like {o thank you for the invitation to appear before you today.
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Post-Hearing Questions for the Record
Submitted to John E. Potter
From Senator Thomas R. Carper

“Service Standards at the Postal Service: Are Customers Getting What They Paid For?”

August 2, 2007

1. We heard a good deal of testimony at our last hearing about the Postal Service’s
recent efforts to contract out certain mail delivery routes. it's clear that, while the
percentage of routes awarded to contractors is still very small, that percentage is
growing. There may soon be a moratorium on the contracting out of mail delivery
if your tentative contract agreement with the National Association of Letter
Carriers is finalized, but | suspect that you would like to continue contracting out
where it makes sense to do so. My question for you, then, is what you think an
appropriate amount of contracting out is? At what point do you think that
contracting out could have a negative impact on service or of the Postal Service
brand?

Using contractors for basic postal delivery and transportation services is not a new concept;
the Postal Service has used contractors to deliver the mail since 1785. In 2002 the Postal
Service contracted out about 1.6 percent of total deliveries; in 2006 the figure was only
slightly more at 2 percent of total deliveries.

The recently ratified collective bargaining agreement with the National Association of Letter
Carriers includes a prohibition against contracting out city delivery work in offices with only city
delivery. For other offices, the parties entered into a memorandum which establishes a six-
month moratorium (effective September 11, 2007) which prohibits contracting out city delivery.
Under this agreement, existing contract delivery service (CDS) may be maintained or renewed.
The agreement does not apply to growth on rural routes.

When considering contracting delivery services, our field managers are to use the following
criteria when determining if new deliveries should be assigned to a contractor: cost, efficiency,
public interest, availability of equipment, and qualifications of employees. Whether contracting is
appropriate would depend on the outcome of this consideration with due respect for the
legitimate interests of the public, the Postal Service, and our employees.

Regarding your point about contractors’ impact on service and/or the USPS brand, | would like
to suggest that mail delivery is one of the core competencies offered by the Postal Service and
that our mission is to provide reliable, universal mail service at affordable prices to the
American public. Itis our fiduciary responsibility to provide an integrated, national system of
mail collection, sortation, transportation, and delivery using a combination of resources, which
includes our 700,000 employees, as well as relying upon outsourcing strategies where it makes
sense.

2. Your tentative contract agreement with the National Association of Letter Carriers,
if finalized, would create a joint union-Postal Service committee that would seek to
develop new policies for how to handie the contracting out of mail delivery going
forward. What do you hope to accomplish through this process? What, if any,
limits or controls on contracting out would you be willing to accept?
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The Postal Service is very pleased that it was able to successfully negotiate a new collective
bargaining agreement with the National Association of Letter Carriers. The agreement, which
affects approximately 222,000 career employees, was ratified by the union membership and is
effective through November 20, 2011.

Among other topics, the new agreement addressed contracting out. As you know, the parties
established a joint committee to consider contracting delivery service with a mission to “seek to
develop a meaningful evolutionary approach to the issue of subcontracting, taking into account the
legitimate interests of the parties and relevant public policy.” Consistent with that purpose, the
Postal Service hopes that the committee will facilitate agreement on all contracting issues.

The collective bargaining process is the appropriate forum for discussion on any limit or control on
contracting delivery service. Since 1973 our collective bargaining agreements have recognized the
authority of the Postal Service to use contractors. This authority resulted from the give and take of
collective bargaining. Any modification to that agreement would need to come from the same
process.
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Post-hearing Questions for the Record
Submitted to Postmaster General John E. Potter
From Senator Pete Domenici

“Service Standards at the Postal Service: Are Customers Getting What They Paid For?”
August 2, 2007

Question 1: | would like your commitment to send a member of your senior staff to New
Mexico to assess whether or not the addition of career employees on the newly created
third shift at the processing facility is indeed benefiting southern New Mexicans. | would
also add that | believe that your designee should also review areas such as Rio Rancho,
Santa Fe, Albuquerque, Las Cruces, and Roswell because | receive the most compiaints
from these cities.

I would also ask that at the same time your staff is reviewing the success of the third shift,
that they also review any plans to expand the postal facilities in New Mexico and that all of
the findings are reported back to both you and my office. :

Answer: On September 10, the Deputy Postmaster General, Pat Donahoe (DPMG), and the
Vice President of Government Relations and Public Policy, Marie Therese Dominguez, are
scheduled to travel to New Mexico to review operations. As you may know, the DPMG previously
had been scheduled to visit New Mexico, but the trip had to be rescheduled. | have asked

Mr. Donahoe and Ms. Dominguez to report on their findings to me and | will share with you
information regarding any plans to expand postal facilities in New Mexico. Please know that you
have our commitment to retain the third shift in Las Cruces as long as it is needed to provide
quality service to southern New Mexico.

Question 2: Utilization of retired postal employees: Would you encourage your staff to
continue to work with my office in order to ensure that the final language of this bill is
ready for introduction?

Answer: Yes, | have alerted our Government Relations staff to this concept and think that this
would be helpful in assisting the Postal Service in recruiting experienced retirees for critical
projects.
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Post-hearing Questions for the Record
Submitted to Postmaster General John E. Potter
From Senator Daniel Akaka

“Service Standards at the Postal Service: “Are Customers Getting What They Paid For?”
August 2, 2007

Question 1: At a hearing on July 24, the American Postal Workers Union advanced the
idea of mandating collective bargaining on contracting out, rejecting the idea of Congress
legislating an end to contracting out almost all deliveries, as would happen under the
Harkin Bill (S.1457). What is the Postal Service position on the idea of mandating that
contracting always be an on the table for collective bargaining?

Answer: In 1971, the Postal Service began negotiating collective bargaining agreements with its
four major unions: The American Postal Workers Union (APWU), the National Association of
Letter Carriers (NALC), the National Postal Mail Handlers Union (NPMHU) and the National Rural
Letter Carriers Association (NRLCA).

As you know, these wide-ranging contracts dea! with postal employee pay, employer
contributions to certain benefits, and work rules. In addition, since 1973, collective bargaining
agreements with the four largest unions have contained provisions concerning the use of
contractors.

Contracting issues are traditional mandatory subjects of bargaining, and the Postal Service has
negotiated with each of its unions over contracting issues. Indeed, Article 32 of each agreement
contains the contracting out process negotiated with each of the unions. Consequently, it is not
necessary to enact a law to mandate collective bargaining on the issue of contract delivery
services. Rather, the union proposal would appear to have the primary purpose of attempting to
rescind, by statute, existing negotiated procedures on contracting out. 1 believe that the proper
way to achieve a change in the agreement on this matter if one is sought, however, is through
negotiations rather than by statutory amendment,

I note that the Postal Service recently reached an agreement with the NALC, without the need for
arbitration—-or legislation. The agreement contains several provisions concerning contract
delivery services. The agreement gives a Joint USPS-NALC committee six months to review
contracting-out policies. There is a moratorium on certain contracting out activities during the six-
month period, and certain other restrictions for the life of the 5-year agreement

Collective bargaining in the Postal Service is the established statutory process for dealing with
these work rule issues. The continued viability of the process requires that the Postal Service
retain its ability to bargain collectively on agreements that are reached through good-faith
negotiations, and to know that the results of those negotiations and agreements will be respected
in the legisiative process.
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Question 2: During an answer to a question from Senator Carper regarding the recently
settled rate case, you stated that some mailers are experiencing “rate-shock” affecting the
Postal Service budget. However, you have also stated at past hearings that another rate
case before the end of 2007 could be in order. Do you anticipate that an additional final
rate case could further complicate or compound the rate shock that you said the Postal
Service has observed?

Answer: As | indicated in my testimony at the August 2 hearing, an increase in postage can
cause mailers to reduce the amount and frequency of their mailings, thus reducing Postal Service
revenue. | believe this is what occurred in the last quarter.

On August 15, the Postal Regulatory Commission issued an “Order Proposing Regulations to
Establish a System of Ratemaking,” which outlines how the PRC intends to administer various
provisions of the Postal Act of 2006. The Governors of the Posta! Service will review the
proposed regulations, and consider the views of all stakeholders and the financial requirements of
the Postal Service before deciding whether to file a final rate case. However, they have not made
that decision regarding the next price change. | can assure you, however, that they will make a
decision that they believe is in the best interests of the Postal Service and its customers.

Quaestion 3: At many hearings, you have stated that one reason for the Postal Service
looking at using more contractors for city routes is because of the new budgetary
environment that the Postal Service is operating under the Postal Accountability and
Enhancement Act (PAEA). However, | have been told that Contract Delivery Service was
already being implemented before the PAEA was signed into law. If the PAEA is one of the
major contributors to the need to contract out, why was the Postal Service starting to
contract city deliveries before the PAEA was signed into law?

Answer: Since the Postal Service assumed operations from the heavily-subsidized Post Office
Department in 1971, it has been required to operate like a business. Over the past 36 years, we
have consistently looked for ways to reduce costs and improve productivity, including the use of
contract delivery service. In fact, since 1973, collective bargaining agreements with the four
largest unions have contained provisions concerning the use of contractors.

The Postal Accountability and Enhancement Act, while providing additional flexibility and an
opportunity to refain earnings, also presents an unprecedented challenge for the Postal Service
to operate within the restraints of a price cap applied at the class level, without offsetting
restraints on our cost drivers. Consequently, we must redouble our efforts to reduce costs and
increase productivity. The exploration of contracting out has just been one part of a multi-
pronged approach to achieve cost reductions and increased productivity.

Management must retain the flexibility to explore and implement cost-reduction initiatives that
support the fulfillment of our mission of providing high-quality, affordable, universal mail service.
In doing this, we are also protecting the interests of all postal stakeholders, including our
employees, by offering the attraction of minimal rate adjustments, to maximize mail volume in a
competitive communications and delivery marketplace.
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Post-Hearing Questions for the Record
Submitted to Postmaster General John E. Potter
From Senator Susan M. Collins

“Service Standards at the Postal Service: Are Customers Getting What They Paid For?”
August 2, 2007

Question: | understand that a number of other countries, including the United Kingdom,
ireland, France, Norway, Japan, India, and Singapore provide discounts for customers
who use postage meters, recognizing that this reduces costs and creates efficiencies. |
understand the United States offers a postage discount for international mail postage
purchased over the Internet. Are you considering meter and online discounts for the U.8.?
Will your plan address it?

Answer: The Postal Service currently allows online discounts for international packages
products if the postage is purchased through an online system (PC Postage) and meets shipping
label requirements. These discounts are realized directly at the point of sale and are reflected in
the postage indicia. We consider the cost efficiencies and the additional data received from PC
Postage products to validate these discounts. This additional data includes (in electronic form),
customs information, transactional data, and operational data. The customs information allows
the USPS to transfer customs data directly to customs in both hard and soft copy. Transactional
data allows the USPS to perform certain fraud detection methods, and the operational data
provides planning and other USPS benefits. These discounts have not been extended to postage
meters because current postage meter technology does not provide the additional data to
achieve any of the benefits mentioned above. Additionally, although often discussed, these
online discounts are not available for domestic postage because the benefits have not justified
the discounts. We will continue to evaluate the value of providing different prices to our
customers based on how they access domestic postage and enter mail into our postal network.
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Post-Hearing Questions for the Record
Submitted to Postmaster General John E. Potter
From Senator Pete Domenici

“Service Standards at the Postal Service: Are Customers Getting What They Paid For?”
August 2, 2007

Question #1:

| would like your commitment to send a member of your senior staff to New Mexico to
assess whether or not the addition of career employees on the newly created third shift at
the processing facility is indeed benefiting southern New Mexicans. | would also add that |
believe that your designee should also review areas such as Rio Rancho, Santa Fe,
Albuquerque, Las Cruces, and Roswell because | receive the most complaints from these
cities.

{ would aiso ask that at the same time your staff is reviewing the success of the third shift,
that they also review any plans to expand the postal facilities in New Mexico and that all of
the findings are reported back to both you and my office.

Answer: On September 10, 2007, the Deputy Postmaster General (DPMG), Pat Donahoe, and
the Vice President of Government Relations and Public Policy, Marie Therese Dominguez,
traveled to New Mexico to review operations. As you may know, the DPMG previously had been
scheduled to visit New Mexico, but the trip had to be rescheduled. | have asked Mr. Donahoe
and Ms. Dominguez to report on their findings to me and | will share with you information
regarding any plans to expand postal facilities in New Mexico. Please know you have our
commitment to retain the third shift in Las Cruces as long as it is needed to provide quality
service to southern New Mexico.

Question #2:
Utilization of Retired Postal Employees. Would you encourage your staff to continue to
work with my office in order to ensure that the final language of this bill is ready for
introduction?

Answer: Yes, | have alerted our Government Relations staff to this concept and think this would
be helpful in assisting the Postal Service in recruiting experienced retirees for critical projects.
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Post-Hearing Questions for the Record
Submitted to Postmaster General John E. Potter
From Senator Daniel Akaka

“Service Standards at the Postal Service: Are Customers Getting What They Paid For?”
August 2, 2007

Question #1:

At a hearing on July 24, 2007, the American Postal Workers Union advanced the idea of
mandating collective bargaining on contracting out, rejecting the idea of Congress
legislating an end to contracting out almost all deliveries, as would happen under the
Harkin Bill (5§.1457). What is the Postal Service’s position on the idea of mandating that
contracting always be an on the table for coilective bargaining?

Answer: In 1971, the Postal Service began negotiating collective bargaining agreements with its
four major unions: the American Postal Workers Union (APWU), the National Association of
Letter Carriers (NALC), the National Postal Mail Handlers Union (NPMHU) and the Nationa! Rural
Letter Carriers Association (NRLCA).

As you know, these wide-ranging contracts deal with Postal employee pay, employer
contributions to certain benefits, and work rules. In addition, since 1973, collective bargaining
agreements with the four largest unions have contained provisions concerning the use of
contractors.

Contracting issues are traditional mandatory subjects of bargaining, and the Postal Service has
negotiated with each of its unions over contracting issues. Indeed, Article 32 of each agreement
contains the contracting out process negotiated with each of the unions. Consequently, it is not
necessary to enact a law to mandate collective bargaining on the issue of contract delivery
services. Rather, the union proposal would appear o have the primary purpose of attempting to
rescind, by statute, existing negotiated procedures on contracting out. | believe the proper way to
achieve a change in the agreement on this matter if one is sought, however, is through
negotiations rather than by statutory amendment.

| note that the Postal Service recently reached a tentative agreement with the NALC, without the
need for arbitration — or legislation. The agreement contains several provisions concerning
contract delivery services. The agreement gives a Joint USPS-NALC committee 6 months to
review contracting-out policies. There is a moratorium on certain contracting out activities during
the 6-month period, and certain other restrictions for the life of the 5-year agreement.

Collective bargaining in the Postal Service is the established statutory process for dealing with
work rule issues. The continued viability of the process requires that the Postal Service retain its
ability to bargain collectively on agreements that are reached through good-faith negotiations
between labor and management for the overall benefit and health of the organization, and to
know the resuits of those negotiations and agreements will be respected in the legislative
process.
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Question #2:

During an answer to a question from Senator Carper regarding the recently settled rate
case, you stated that some mailers are experiencing “rate-shock” affecting the Postal
Service’s budget. However, you have also stated at past hearings that another rate case
before the end of 2007 could be in order. Do you anticipate that an additional final rate
case could further complicate or compound the rate shock that you said the Postal
Service has observed?

Answer: As|indicated in my testimony at the August 2 hearing, an increase in postage can
cause mailers to reduce the amount and frequency of their mailings, thus reducing Postal Service
revenue. | believe this is what occurred in the last quarter.

On August 15, the Postal Regulatory Commission issued an "Order Proposing Regulations to
Establish a System of Ratemaking,” which outlines how the PRC intends to administer various
provisions of the postal act of 2006. The Governors of the Postal Service will review the
proposed regulations, and consider the views of all stakeholders and the financial requirements of
the Postal Service before deciding whether to file a final rate case. However, they have not made
that decision regarding the next price change. | can assure you, however, that they will make a
decision they believe is in the best interests of the Postal Service and its customers.

Question # 3:

At many hearings, you have stated that one reason for the Postal Service looking at using
more contractors for city routes is because of the new budgetary environment that the
Postal Service is operating under the Postal Accountability and Enhancement Act (PAEA).
However, | have been told that Contract Delivery Service was already being implemented
before the PAEA was signed into law. If the PAEA is one of the major contributors to the
need to contract out, why was the Postal Service starting to contract city deliveries before
the PAEA was signed into law?

Answer: Since the Postal Service assumed operations from the heavily-subsidized Post Office
Department in 1971, it has been required to operate like a business. Over the past 36 years, we
have consistently looked for ways to reduce costs and improve productivity, including the use of
contract delivery service. In fact, since 1973, collective bargaining agreements with the four
largest unions have contained provisions concerning the use of contractors.

The Postal Accountability and Enhancement Act, while providing additional flexibility and an
opportunity to retain earnings, also presents an unprecedented challenge for the Postal Service —
to operate within the restraints of a price cap applied at the class level, without offsetting
restraints on our cost drivers. Consequently, we must redouble our efforts to reduce costs and
increase productivity. The exploration of contracting out has just been one part of a multi-
pronged approach to achieve cost-reductions and increased productivity.

Management must retain the flexibility to explore and implement cost-reduction initiatives that
support the fulfiliment of our mission of providing high-quality, affordable, universal mail service.
In doing this, we are also protecting the interests of ali postal stakeholders, including our
employees, by offering the attraction of minimal rate adjustments, to maximize mail volume in a
competitive communications and delivery marketplace.
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Post-Hearing Questions for the Record
Submitted to Postmaster General John E. Potter
From Senator Susan M. Collins

“Service Standards at the Postal Service: Are Customers Getting What They Paid For?”
August 2, 2007

Question # 1:

1 understand that a number of other countries, including the United Kingdom, Ireland,
France, Norway, Japan, India, and Singapore, provide discounts for customers who use
postage meters, recognizing that this reduces costs and creates efficiencies. | understand
the United States offers a postage discount for international mail postage purchased over
the Internet. Are you considering meter and online discounts for the U.5.?7 Will your Plan
address it?

Answer: The United States Postal Service does offer discounts for International package
products if the postage is purchased through an online system (PC Postage) and meets shipping
label requirements. These discounts are realized directly at the point of sale and are reflected in
the postage indicia. We consider the cost efficiencies and the additional data received from PC-
Postage products to validate these discounts. This additional data includes (in electronic form),
Customs information, transactional data, and operational data. The Customs information allows
the USPS to transfer customs data directly to customs in both hard and soft copy. Transactional
data allows the USPS to perform certain fraud detection methods, and the operational data
provides planning and other USPS benefits. These discounts have not been extended to postage
meters because current postage meter technology does not provide the additional data to
achieve any of the benefits mentioned above. Additionally, although often discussed, these
online discounts are not available for domestic postage because the benefits have not justified
the discounts. We will continue to evaluate the value of providing different prices to our
customers based on how they access domestic postage and enter mail into our postal network.
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Post-Hearing Questions for the Record
Submitted to Dan G. Blair
From Senator Thomas R. Carper
“Service Standards at the Postal Service: Are Customers Getting What They Paid For?”
August 2, 2007

1. Our witnesses on the second panel today talked about the need to somehow link rates and
service standards so that the Postal Service — because of the CPI rate cap — is not encouraged to
dramatically cut back on service in order to meet its obligation to live within the cap. What are
your thoughts on this proposal?

The Act itself does not call for such a linkage, and I would suggest it is too early to
address this because we first need meaningful service standards and measurements in
place. However, the Commission has received some comments fo its August 15, 2007
proposed regulations for a new ratemaking system that encourage the Commission to
include a statement that the CPI calculation be based on the assumption that there is no
change in service standards and that any such changes will result in an adjustment to
that number.

2. Some of our later witnesses also discussed their opposition to potential efforts in the future to
fine the Postal Service for not meeting the service standards it sets. They are apparently
concerned about the negative financial impact fines would have on customers. But fines are one
option the Regulatory Commission will have available to it for punishing the Postal Service.
How do you envision using the Commission’s new authorities, including the authority to levy
fines, to ensure compliance with service standards and any other aspects of the reform bill?

Although Congress provided the Postal Service with the flexibility to behave like a
business, Congress also invested the Postal Regulatory Commission with new authorities,
such as subpoena power and the authority to levy fines, when appropriate. However, |
do not sense any inclination among the Commissioners to assess fines without significant
cause. In particular, it would not be my intent to do so. Inmy view, the imposition of
fines should be reserved for flagrant abuse of the PAEA or persistent disregard by the
Postal Service of orders issued by the Commission. 1t is important to note that payment
of fines by the Postal Service would go to the Treasury, as opposed to the aggrieved
party.

3. 1 understand that the Regulatory Commission has been working with the Postal Service in
recent months — or at least been in the room — while they’ve sought comments from the mailing
community on the service standards they are developing. Are you happy so far with the level of
involvement you’ve been offered?

We have been working divectly with the Postal Service, and we are pleased with the
frequent briefings and meetings we have had to date. Postmaster General Potter
designated Deputy Postmaster General Pat Donohoe as the lead on these meetings. M.
Potter attended our most recent meeting, which was held on October 2, 2007. It is our
expectation that the Commission's input will be reflected in the final proposal from the
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Postal Service. I would like to add that we look forward to a continuing consultation
with the Service, which must establish service performance goals by June 2008.

4. Also, I believe that at least some of the work being done on the service standards has been
taking place within the Mailers Technical Advisory Committee. The American Postal Workers
Union expressed some disappoint at our hearing last at the fact that they — and I assume other
employee groups — are not permitted to participate in this group’s meetings. Do you think the
Postal Service is being as inclusive as it should be in this process?

1 am aware of the concerns raised by the American Postal Workers Union. The Postal
Service has advised the Commission that it has sought input from mailers, unions, and
management associations as well as working with an MTAC service standards
subcommittee. In addition, the Postal Service has briefed us on its review of existing
measures of customer satisfaction with service. I have been told that the Postal Service
has visited the Commission's website to review comments we received from the public in
response to our solicitation of public input on both the new rate system and service
standards, as well as testimony received at our three field hearings in June and July.

5. 1 understand that the Postal Service is working on a so-called “intelligent mail” project to
begin in 2009 that will make it easier to track mail throughout the postal system. I believe this
project is supposed to be the basis for the performance measurement system that the Postal
Service is required to develop under the postal reform bill, even though it will not be up and
running for some time. What can the Postal Service do between now and 2009 to give their
customers some data on how the Postal Service is performing and whether it is in compliance
with its service standards?

The Commission believes that reliable, accurate, and timely data is critical to carrying
out our statutory responsibility under the PAEA to ensure that the Postal Service is
meeting its service standards. As you know, the Act calls for an external measurement
system. If approved by the Commission, internal measurement systems may be
substituted for external measurements. The Postal Service has briefed the Commission
on several external systems being used now, as well as the potential for using a hybrid of
both an external and internal measurement system until the Intelligent Mail Barcode
(IMB) is fully operational. The Postal Service may also wish to develop a system for
service measurements for mail that bypasses automated processing and for other
mailstreams that will not be tracked by barcode technology.

6. I’ve always said that the development and enforcement of strong service standards at the
Postal Service was an important because it could help make postal products more valuable and
more relevant to its customers. I know you and the rest of the Regulatory Commission have
taken extensive testimony from the mailing community on service and how this part of the postal
reform bill we’re talking about today should be implemented. What, in your view, is it most
important for the Postal Service to do to make this effort a successful one?

The need for consistent and reliable mail service is what the Commission hears most
often when mailers have commented on service standards and performance
measurements. To ensure the continued value of the U.S. Mail, there needs fo be a
system-wide performance measurement that provides detailed, timely, and accurate
information, which is available to the public. Understanding the various components of
the delivery and processing cycles, such as critical entry or cut-off time for business mail,
the last collection times for neighborhood mail boxes, and the length of what is

called “tail of the mail,” are important factors that must be considered by the Postal
Service as it develops its service standards and performance goals.



