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Chapter | Compliance with Statutory Policies

A. Fundamental Service to
the People

(39 US.C. 101 (a))

1. General

It was a year of challenge and a year of
change. A softening economy resulted in a slowing
demand for postal services. At the same time, our
universal service responsibility saw the Postal
Service expand its delivery network to accommo-
date some 1.7 million new residential and business
addresses.

In light of an extremely challenging financial
situation, Postal Service management and the Board
of Governors acted quickly and decisively to control
costs while maintaining service excellence. This
included a temporary hold on more than 800
capital facility projects nationwide. At
Headquarters, we instituted a hiring freeze and
reduced programs. Career employment throughout
the system was reduced by 11,600. And this was on
top of the previous year’s reduction of 10,300 posi-
tions. USPS Total Factor Productivity for the year
grew by 1.3 percent, double the planned increase.
That gain translated into savings of $900 million.

Through it all, the men and women of the
Postal Service delivered. For the second straight
year, customer satisfaction measurements showed
that 92 percent of households surveyed rated their
level of satistaction with the Postal Service as
“good,” “very good,” or “excellent.” And independ-
ently measured delivery scores remained at record
levels, showing that 94 percent of local First-Class
Mail was delivered on time.

Service remained foremost in the Governors’
minds with their selection of John E. Potter as the
72nd Postmaster General of the United States. This
brought a renewed focus on operational perform-
ance and core products and services. Potter, only
the sixth career employee to lead the world’s largest
postal system, established specific strategies to sup-
port continued organizational success. By
developing people, managing costs, improving
service, growing revenue, and realizing reform, the
Postal Service can succeed long into the new cen-
tury.

A restructuring of Headquarters and field
operations by the new Postmaster General reduced
administrative functions and better aligned
resources with tasks. This included a combined
Marketing and Sales function, which brought the

development, management, and sales of products
and services into a single, streamlined organization
better able to serve our customers.

Looking forward, management began work
on a comprehensive Transformation Plan to give
the Postal Service needed flexibility to finance itself
and meet the challenges of expanding competition
and technological change. Working with all stake-
holders, management created and circulated a
discussion document to assist in the development
of a comprehensive plan for submission to
Congress and the Administration. The three-phase
plan explores changes within our existing legislative
framework, moderate legislative change in areas
such as pricing, and long-term transformative
efforts that would define and support the role of
the Postal Service in a new century.

The Postal Service’s role as provider of a fun-
damental service to the people of the United States
was dramatically underlined following the
September 11 terrorist attacks on New York and
Washington. The sight of our letter carriers in every
neighborhood in the nation — including the
affected cities — brought a welcome sense of reas-
surance and normalcy to those we serve.

Within weeks of the attacks, however, the
Postal Service itself became a new “ground zero.”
In an unprecedented use of the mails for bioter-
rorism, leaders of Congress and the news media
were targeted with letters contaminated with deadly
anthrax. Tragically, these criminal acts resulted in
death and serious illness of innocent Americans.
Two Postal Service employees were among the five
Americans killed; others were made critically ill. In
the uncertainty that followed, the U.S. mail was
disrupted and Americans learned again the criti-
cality of daily, universal mail service to our nation.

The Postal Service, working with federal,
state, and local public health and law enforcement
officials, worked tirelessly to protect the safety of
the American people, the safety of our employees,
and the safety of the mail. A program of educa-
tion, investigation, intervention, and prevention
— notable for the involvement of the mailing
community as well as Postal Service unions and
management associations — was quickly devel-
oped and put in place. This helped us to address
the threat to daily, universal mail service, one of
the most important unifying elements of a far-
flung, diverse, and free nation.

The Postal Service recognizes its responsibility
in continuing to provide this fundamental service.
Neither snow, nor rain, nor heat, nor gloom of
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night, nor the winds of change, nor a nation chal-
lenged will stay us from the swift completion of
our appointed rounds. Ever.

2. Board of Governors

As the governing body of the U.S. Postal
Service, the 11-member Board of Governors has
responsibilities comparable to a board of directors
of a publicly held corporation. The Board is com-
posed of nine Governors appointed by the
President of the United States with advice and
consent of the Senate. The other two members of
the Board are the Postmaster General and the
Deputy Postmaster General. The Governors
appoint the Postmaster General, who serves at
their pleasure without a specific term of office. The
Governors, together with the Postmaster General,
appoint the Deputy Postmaster General (39
U.S.C. 202).

The Board meets on a regular basis and at the
annual meeting in January the chairman is elected
by the Governors from among all members of the
Board. The vice chairman is elected by the full
Board.

The Board directs the exercise of the power of
the Postal Service. It establishes policies, basic objec-
tives, and long-range goals for the Postal Service in
accordance with Title 39 of the U.S. Code. Except
for those powers specifically vested in the
Governors, the Board may delegate the authority
vested in it by statute to the Postmaster General
under such terms, conditions, and limitations,
including the power of redelegation, as it deems
desirable (39 U.S.C. 402). The Governors are
authorized to establish reasonable and equitable
classes of mail and reasonable and equitable rates
of postage and fees for postal service (39 U.S.C.
3621). A specific power reserved by statute for the
Governors alone is to approve, allow under protest,
reject or, by unanimous written decision, modify
recommended decisions of the Postal Rate
Commission on postal rate and mail classification
changes (39 U.S.C. 3625).

The Board held regular monthly meetings
during 2001 for a total of 24 days. Nine of the reg-
ular meetings were held in Washington, DC, and
the other three in cities across the country. In addi-
tion, the Board held six special meetings.

The Board had three standing committees:
Audit and Finance, Capital Projects and Strategic
Planning. The committees held regularly scheduled
meetings during the year to consider matters within
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their areas of responsibility and refer items to the
full Board for consideration.

In October 2000, the Board approved two
capital projects: expansion of the Processing and
Distribution Facility in Champaign, IL, and addi-
tional funding for a new Springdale Station in
Stamford, CT. They also approved a resolution to
borrow money as well as their meeting schedule for
2001.

In November 2000, the Board approved a res-
olution for Approval of International Postage Rates,
Special Service Fees, and Miscellaneous Charges.
The Board approved capital funding for the
Information Technology Enhanced Security
Capability and approved the FY 2001 Integrated
Financial Plan.

In December 2000, the Governors, in sepa-
rate votes, approved the Recommended Decisions
of the Postal Rate Commission on Postage Rate
and Fee Changes and on Selected Mail
Classification Matters, Docket No. R2000-1, under
protest. The Board approved a resolution setting
January 7, 2001, as the effective date for the new
classification and fees. The Board approved the FY
2000 Audited Financial Statements and the EVA
Variable Pay Program for FY 2001. The Board
approved three capital projects: restoration of the
parking area at the Milwaukee, W1, Processing and
Distribution Center; the mail processing annex in
Indianapolis, IN; and additional funding for auto-
mated flats feeder and OCR capability for Flat
Sorting Machine 1000s.

In January 2001, the Board approved a reso-
lution supporting the transportation and drop box
agreements with Federal Express. The Board
approved a resolution on capital funding and the
FY 2000 Annual Report. The Board approved four
capital projects: Integrated Data Systems Upgrade,
Time and Attendance Collection System, Standard
Accounting for Retail Systems, and Postal Field
Computing Infrastructure. The Governors elected
Robert E. Rider as Chairman of the Board and the
Board elected S. David Fineman as Vice Chairman
for 2001.

In February, the Board approved a resolution
to borrow money and capital funding for a new
Mar Vista Station in Los Angeles, CA.

In March, the Governors approved the
Decision rejecting the Further Opinion and
Recommended Decision of the Postal Rate
Commission on Postage Rate and Fee Changes,
Docket No. 2000-1, and requested reconsideration.
The Board approved filing of a Priority Mail Niche
Classification and capital funding for upgrades at



the Processing and Distribution Center in Seattle,
WA.

In April, the Board approved a resolution clar-
ifying the role of the Strategic Planning
Committee. The Board also approved the FY 2000
Comprehensive Statement on Postal Operations
and a resolution to borrow money.

In May, the Governors unanimously approved
the decision to modify the postal rates and fees rec-
ommended by the Postal Rate Commission. The
Board approved a resolution setting July 1, 2001, as
the effective date for the new classification and fees.
The Board approved a resolution revising the Audit
and Finance Committee charter, the FY 2002
appropriation request, and a resolution to borrow
money. The Board approved capital funding for
enhancements to the letter recognition program.

In June, the Governors approved the Postal
Rate Commission’s Recommended Decision on
Experimental Presorted Priority Mail Rate
Categories, Docket No. MC2001-1. The Board
approved July 15, 2001, as the effective date of the
new classification and rates. The Board approved
capital funding for the Surface Air Support System
and for advance site acquisition for the Processing
and Distribution Center in Teterboro, NJ.

In July, the Board approved Pay for
Performance goals for FY 2002 and Board meeting
dates for calendar year 2002. The Board approved a
motion to seek acceleration for the reimbursement
for forgone. The Board approved capital funding
for the West Bethesda Branch in Bethesda, MD,
and for administrative space at the North Lynn
Street facility in Arlington, VA.

In August, the Board held a one-day closed
session to review financial and pricing information
for filing an omnibus rate case with the Postal Rate
Commission.

In September, the Board approved filing a rate
case with the Postal Rate Commission, extension of
the experimental ride-along case, and filing an
experimental case for delivery confirmation. The
Board approved the FY 2002 operating budget for
the Office of Inspector General. The Governors
approved the Postal Rate Commission FY 2002
operating budget. The Board approved the FY
2002 operating budget and capital investment plan
for the Postal Service, and a resolution to borrow
money. The Board approved funding for lease
renewals for the Priority Mail Processing Center
Network.

Postmaster General William J. Henderson
retired from the Postal Service on May 31, 2001.

The Governors appointed John E. Potter as
Postmaster General effective June 1, 2001.

3. Strategic Planning

The Office of Strategic Planning supports the
Postmaster General, the Executive Committee, and
the Board of Governors in the development and
implementation of the Five-Year Strategic Plan and
the Annual Performance Plan, as required by the
Government Performance and Results Act of 1993.
The Office of Strategic Planning also assists senior
management in addressing long-term strategic
issues, and supports headquarters departments in
the development of functional plans.

a. The Five-Year Strategic Plan, FY 2001-2005

The Government Performance and Results
Act (GPRA) required agencies to develop a Five-
Year Strategic Plan, beginning in 1997, with
updates at least once every three years. The Postal
Service published the first updated Five-Year
Strategic Plan in September 2000.

The Strategic Plan was used as the basis for an
independent evaluation of the Postal Service con-
ducted by George Washington University and
Government Executive magazine. This evaluation is
part of a multi-year study of the performance of 27
government agencies and their adherence to GPRA
principles. The Federal Performance Report: Grading
Government, was published in April 2001 and
included the Postal Service and several other agen-
cies. The study team stated that “The Postal Service
is one of the better—run agencies in government.”

The Postal Service received top ratings on
managing for results. The key factors listed by the
study team were:

n Clearly stated mission, linked to performance
plans

n Sophisticated business forecasting

n Balanced scorecard with integrated planning

n Outcome-focused measures

n Reliable data

n Strong workforce planning

n Information Technology planning integrated
with mission and strategies

n Budget, spending, and asset planning linked to
strategic and performance goals

The FY 20012005 Strategic Plan focused on
three major strategic challenges resulting from an
increasingly uncertain economic environment.
These challenges were:

1. The increasingly difficult task of main-
taining postal prices at competitive levels as postal
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workload (mail volume and delivery points) and
associated costs increase, while the Postal Service is
restricted from making major structural changes
associated with the universal service obligation
(such as closing post offices because of unprof-
itability);

2. The limitations on the Postal Service that
reduce its ability to generate new revenue in an
increasingly dynamic and competitive market; and

3. A need to become more flexible, innova-
tive, and responsive to customer needs while
improving labor-management relations and
employee commitment to results-oriented perform-
ance.

The Strategic Plan stated that the Postal
Service would continue to focus on improving
service performance, customer and employee satis-
faction, and productivity, but that incremental
improvements would not meet the needs of the
public or postal customers. Significant change
required adjustments to the regulatory and legisla-
tive framework established more than thirty years
eatlier by the Postal Reorganization Act of 1970.
The Board of Governors then requested Congress
to consider changes in the Act. The General
Accounting Office agreed that the current frame-
work required transformation, and placed this issue
on the government’s “High Risk” list.

b. The Transformation Plan

As a result of this review and subsequent
congressional oversight hearings, the Postal Service
was tasked with developing a comprehensive
transformation plan that would address these
issues and outline alternative strategies. A cross-
functional Office of Transformation Planning was
established within the Strategic Planning
Department, and the Postal Service published
“Outline for Discussion: Concepts for Postal
Transformation” on September 30, 2001. This
document was intended to serve as background
for an extensive program of outreach to postal
stakeholders. A comprehensive Transformation
Plan, representing an integrated discussion of
options on the major issues facing the Postal
Service, was originally scheduled to be published
on December 31, 2001. Congtess extended the
deadline to March 31, 2002.

c. Stakeholder Outreach

The Postal Service and several of its key
stakeholders have been involved for several years in
discussions about legislative reform. The Postal
Service Five-Year Strategic Plan, FY 2001-2005,
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incorporated additional specific comments about
many of the issues facing the postal community,
and the Postal Service formed a task force with the
mailing industry to discuss short-term opportuni-
ties for change. A request for comments on the
policy questions related to transformation raised
by Congress and the General Accounting Office
was published in a Federal Register notice, posted
on the Postal Service website, and was mailed to
major mailers, suppliers, the mailing industry, and
postal unions and associations. The Postal Service
held a number of meetings with stakeholders and
conducted surveys and focus groups to gather
extensive data on the subject of postal transforma-
tion. These results will be incorporated into the
Transformation Plan.

d. Annual Performance Planning

The annual planning cycle (see Table 1.1)
begins with an assessment of the postal business
environment. The preliminary assessment, circu-
lated to the executive committee in June 2001,
indicated that the U.S. economy was not expected
to grow as fast in FY 2002 and 2003 as in the
recent past. However, these preliminary forecasts,
comparable to the best government and private
sector forecasts, did not predict the dramatic decline
of the U.S. economy. The Business Environment
Assessment (BEA) did suggest that direct competi-
tion and technological substitution for traditional
postal services would continue to increase and
would adversely affect mail volumes and revenues.

The BEA noted the need for increased trans-
portation flexibility and independence from
scheduled airlines as mail service suffered from
problems in that industry. The disruptions to the
national air transportation system as a result of
September 11 and subsequent actions were excep-
tional, but the Postal Service had already begun
making alternative arrangements — most notably
the arrangements with Federal Express and the
strategy to replace air service with ground service
wherever possible. These actions minimized the dis-
ruptions to mail service.

The BEA also noted that American consumers
indicated that security and safety were increasing
concerns — not just for mail, but as part of their
overall needs not completely satisfied in the
economy and society. Unfortunately, those fears
were justified by the terrorist attacks on the United
States, including the use of anthrax in the mail.

The FY 2002 Annual Performance Plan, pub-
lished in October 2001, did not include the impact
of the dramatic reduction in economic growth or



the disruptions caused by the response to terrorist
attacks. The full impact has not yet been assessed,
and the Postal Service has advised Congress of the
levels of assistance to cover the costs of terrorism
and related issues.

Chapter 5 of the Comprehensive Statement on
Postal Operations, 2001 provides a report of postal
performance during FY 2001, as required by the
Government Performance and Results Act. Chapter
4 provides the preliminary performance targets for
FY 2003, as the Postal Service begins the planning
cycle for that year. Following the acceptance of the
Integrated Financial Plan by the Board of
Governors, the final targets will be published in the
Annual Performance Plan in September 2002.

The planning documents and associated infor-
mation are distributed to internal and external
audiences in a number of formats and are available
on the Strategic Directions website of the Strategic

Planning Office.

e. Strategic Analysis
The Strategic Planning Office, usually in
partnership with other functional departments,
participates in a number of conferences and con-
ducts several studies focused on long-term changes
that will affect the Postal Service. In FY 2001,
Strategic Planning sponsored the following:
® Postal Service Household Diary Study Trends
* Future of Global Mail
* 2010 Market Scenarios
» Assessment of Universal Service Research and
Trends
* Consumer Decision-Making in the 21st
Century
* Trends in Household Penetration and Use of
Internet (Mail Diversion Studies)

® Case Studies in Organizational Transformation
* Customer Value Analysis and Brand Equity
Measurement
* Balanced Scorecard and Performance
Measurement
These studies supported the planning
process, customer outreach programs, the
Transformation Team and other management ini-
tiatives.

4. Quality

Consistent with the FY 2000 decision to
phase out a separate Quality function, the
Headquarters Quality department was officially
eliminated at the end of 2001 with the creation of
the new Performance and Field Operations
Support group.

Performance and Field Operations Support
assumes permanent responsibility for most activities
formerly performed by the Breakthrough
Productivity Initiative; continued development and
implementation of the Standardization effort begun
by the Quality Core Applications group; and the
support functions of the process review, deploy-
ment, requirements, and short-term planning
activities previously performed by the Operations
Process Support group.

Three primary Quality initiatives from 2001
will be carried forward for further development and
final implementation in FY 2002 by the Field
Operation Support functions. Specifically, these are
the Automated Flat Sorting Machine (AFSM 100)
standardization, the standardized "shape-based sep-
aration" of priority mails, and the project
management of the "Bold Actions" project tracking
system. Other new standardization efforts planned

AR A l\ AL VIANA VIENT PLANNI
Oct Nov Dec Jan Feb Mar Apr May Jun Jul Aug Sept
Establish Set Preliminary Targets for Next Year Set Final Targets for Next Year
Negotiate Requirements (Develop Budgets) for
Deploy Next Year
Implement Prior Year's Programs and Budgets
Implement
Review Assess Previous Year's Performance
Monitor Current Performance and Adjust Programs, Budgets, and, where necessary, targets
BEA AR PAPP CTp APP
GPRA and and APR 0 Year
related Documents in CSPO gmegm

Business Environment Assessment (BEA); Annual Report (AR), includes the audited financial statements of the USPS, and other relevant data, in response to the Ghief Financial Officers Act, and related legislation;
Preliminary Performance Plan (PAPF); Annual Performance Report (APR); Comprehensive Statement on Postal Operations (GSPO); Annual Performance Plan (APP); Five-Year Strategic Plan (updated at least every
threg years, the most recent update was September 2000, for the period FY 2001-2005); Comprehensive Transformation Plan (CTF) is a special report responding to congressional oversight and General

Accounting Office (GAQ) concern.
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for FY 2002 include customer service operations,
improved mail condition reporting and indicators,
and continued enhancements to the operations per-
formance achievement and assessment systems.

5. Diversity

a. General

The Postal Service is facing internal and
external business obstacles that provide both chal-
lenges and opportunity for improved financial
performance. The business of the Postal Service is
built upon a diverse customer base. It is good
business for our workforce and supplier base to
reflect this same diversity. Internally, we must
continue to work toward the most inclusive work-
place possible, one that builds upon our diverse
talents and does not tolerate discrimination and
sexual harassment. The related external issues are
retention of talented employees, meeting legal and
regulatory equal employment opportunity man-
dates, enhancing our corporate image as a
responsible corporate citizen of the diverse com-
munities we serve, and promoting business and
community partnerships.

To meet these challenges, Diversity
Development is focused on four corporate strate-
gies: fostering broader participation in our
employee development programs, strengthening
management accountability, enhancing messaging
about the value and benefits of diversity, and
broadening our community outreach efforts.
These will ensure that the Postal Service remains a
great place to work, a place where everyone's par-
ticipation is welcomed and no one is subjected to
discrimination or sexual harassment. It will also be
a place where employees have access to programs
that help them advance as far as their talents and
desires will take them.

Diversity Development’s initiatives include
special emphasis programs that encourage
employees to appreciate each other’s differences
and exclude no one from organizational advance-
ment because of those differences. We are working
to ensure that both personnel selection and devel-
opment participation are inclusive. We are taking
steps to maximize the return on our investment in
organization partnership in multicultural commu-
nities. Diversity Development is actively involved
with ensuring that the succession planning process
is inclusive. We will continue efforts to help build
a diverse supplier base by welcoming participation
of small, minority, and women-owned businesses.
Realizing that suppliers also are our customers,
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our key objectives are to generate revenue from
these sources and to increase customer service and
satisfaction.

b. National Diversity Recognition Program

The Postal Service National Awards Program
for Diversity Achievement recognizes individuals
and teams that demonstrate exemplary efforts to
encourage and promote diversity within the
organization.

In 2001, there were more than 2,800 nomi-
nations. Categories for award consideration were
Individual, Team, Leadership, and the Dot Sharpe
Lifetime Achievement Award. And the vice presi-
dent's category recognizes employees, both
individually and collectively, who helped to
advance the vision of diversity within the Postal
Service.

Recognizing and valuing diversity continues
to be a business requirement and is the key to
attaining strategic organizational goals.
Recognizing postal employees for their diversity
efforts will help ensure that the Postal Service
remains an inclusive and diverse organization.

¢. Employment of Individuals with Disabilities

The Postal Service uses regular competitive
procedures in selecting individuals with disabilities
for employment. Individuals with severe disabilities
receive noncompetitive employment consideration
through referrals from individual state departments
of vocational rehabilitation or the U.S. Department
of Veterans Affairs. In 2001, the Postal Service's
career workforce included 47,937 employees with
reported disabilities and 7,329 employees with tar-
geted disabilities.

The Postal Service was recognized by
Careers and the Disabled magazine for an
outstanding employee award. The award
acknowledged the Postal Service as a great
place to work for people who are disabled.

Each year, the Postal Service submits an
Affirmative Employment Plan and an
Accomplishment Report for Individuals with
Disabilities to the Equal Employment Opportunity
Commission. The Affirmative Employment Plan is
disseminated to Postal Service field installations.
Each installation head is responsible for its imple-
mentation.

d. Veterans’ Employment

The Postal Service is one of the largest
employers of veterans and disabled veterans in
the nation. At the end of 2001, the Postal
Service employed approximately 235,985 vet-



erans, including 77,521 who are disabled because
of injuries received in the uniformed services. Of
that number, 19,183 have disabilities of 30 per-
cent or more. The Postal Service prepares an
annual Accomplishment Report and Plan
Certification for disabled veterans for submission
to the Office of Personnel Management.

e. Affirmative Employment Programs

The Affirmative Employment Program (AEP)
unit provides national guidance on the affirmative
action and employment program of the Postal
Service. During 2001, the following initiatives were
taken to improve the inclusiveness and retention
of the postal workforce:

n Streamlined the Affirmative Employment
Annual Accomplishment Report process.
With the concurrence of the Equal
Employment Opportunity Commission
(EEOC), the number of required reports
for the AEP reporting process was reduced
from 372 to 98. To facilitate barrier
analysis, the AEP unit developed enhanced
statistical data graphic displays to supple-
ment the workforce demographics required
by the EEOC for AEP report submission.
These reports contain a summary of the
steps taken to address barriers and graphics
to display progress.

n  Completed and submitted AEP Annual
Accomplishment Reports. These reports
addressed the prevention of sexual harass-
ment, discrimination complaints,
recruitment and hiring, employee devel-
opment, promotions, separations,
retention, program evaluation, and
employee group representation.

n  Published and distributed the Affirmative
Employment Plans and Accomplishment
Report for individuals with disabilities to
postal management and the EEOC.

n Published and distributed the Affirmative
Employment Plan and Accomplishment
Report for disabled veterans to postal man-
agement and the Office of Personnel
Management.

n  Enhanced and revised the Affirmative
Employment Quarterly Tracking Report used
to monitor affirmative employment activities
nationwide.

n  Published and updated the Equal
Employment Opportunity and Affirmative

Employment policy statement of the
Postmaster General.

A new on-site AEP evaluation process was
implemented as an internal auditing procedure to
measure, assess, and verify progress toward
achieving a discrimination-free workplace. An
on-site evaluation team reviewed diversity achieve-
ments in performance clusters with the greatest
challenges. The completed reports included best
practices and recommendations.

The Diversity Reporting System (DVRS)
provides detailed statistical reports on the postal
workforce. These reports include workforce pro-
files by grade level groupings, hiring, promotions,
separations, development activities, and trends.
Statistical information from DVRS is provided on
request to the General Accounting Office, the
EEOC, Congress, and other external and internal
customers.

The Postal Service also administers the
National Hispanic Program, the Women’s
Program, and the Special Emphasis Program.
These programs focus attention on the special
needs, obstacles, and concerns of all groups where
they are underrepresented in postal employment.
Major accomplishments for these programs are

described below.

1. National Hispanic Program

The National Hispanic Program (NHP)
Executive/Managerial Development Process,
through its field network, continued to address the
organization, its goals, and underrepresentation of
Hispanics in the Postal Service.

The NHP also sponsored or attended recruit-
ment and community outreach activities. Hispanic
Program specialists continue to participate in
recruitment drives, testing preparedness seminars,
Form 991 preparation, and Advanced Leadership
Program recruitment.

In its efforts to respond to the corporate goals,
the NHP sponsored numerous national events
involving the National Council of La Raza, the
U.S. Hispanic Chamber of Commerce, Hispanic
Data (the electronic job-posting website), the
Hispanic National Bar Association, the National
Organization for Mexican American Rights, the
National Hispanic Leadership Institute, the
Transporte Integrado y Masivo Hispanic Yearbook,
the League of United Latin American Citizens, and
the Hispanic Business Expo of Central Florida.
These outreach activities have helped to establish
the Postal Service as a benchmark among our
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nation's businesses in addressing the needs of the
Hispanic community.

2. Women's Program

The Postal Service continued its commitment
to improve the status of women in the workforce.
Through structured programs and positive actions,
these efforts helped to identify and remove barriers
and include women at every level in the organiza-
tion. Major accomplishments designed to address
the underrepresentation of women in the Postal
Service include:

n  Revised and published the Women’s Program
policy statement.

n  Sponsored the Family Financial Planning
Expo, to assist men and women in their per-
sonal financial planning.

n  Updated the Women’s Program website with
information on recruitment and career devel-
opment and to hyperlinks to national
women’s organizations.

More women are being prepared for manage-
ment positions. During FY 2001, 40.1 percent of
graduates of the Associate Supervisor Program
were women, as were 44.6 percent of Advanced
Leadership Program graduates.

The National Women’s Program will con-
tinue its awareness campaign using postal media
and the websites of women’s organizations. The
program assists women with career development
and facilitates networking and support. It provides
sponsorship to the Advanced Leadership Program
and executive education programs at various uni-
versities.

The Women’s Program will continue to ana-
lyze studies that focus on work and family life and
address issues such as recruitment, retention, men-
toring, and succession planning.

3. Special Emphasis Program

The Special Emphasis Program focused on
recruitment, retention, and promotional opportu-
nities for African Americans, American Indians
and Alaskan Natives, Asian Americans and Pacific
Islanders, people with Disabilites, veterans, and
white males. White females and Hispanics are
addressed by the Women’s Program and the
National Hispanic Program, respectively. Some of
the major accomplishments of the Special
Emphasis Program were:

n  In conjunction with Executive Order 13126,
the Special Emphasis Program developed a
multi-year plan to address the White House
Initiative on Asian Americans and Pacific
Islanders as a result of the Interim Report to
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the President and the Nation, released on
January 17.

n  Diversity Development was featured in
Fortune magazine for its national minority
supplier diversity initiatives and best prac-
tices.

n  Collaborated with the National Congress of
American Indians Youth Council to promote
the availability of postal products, services,
supplier, and career opportunities.

n  Revised Publication 354, African
Americans on Stamps.

n  Program partnered with external national
special emphasis organizations to establish a
common goal to identify multicultural
opportunities for increasing access to postal
products, services, supplies, and career
opportunities.

n  The Postal Service received one of only
two agency awards and recognition from
the Federal Asian Pacific American
Council for its commitment to the Asian
Community.

f. National Sexual Harassment Prevention

Between fiscal years 1999 and 2001 diversity
Development made a substantial commitment in
the area of comprehensive sexual harassment
awareness and prevention training. Craft and EAS
employees received one and two hours of training,
respectively.

During fiscal year 2001 the Postal service
conducted service talks and offered sexual harass-
ment facilitator training in several locations.

These facilitators assist by delivering training at the
local level.

In addition, the Office of the General
Counsel continued to offer interactive web
training for supervisors and managers on pre-
venting sexual harassment activity.

Postal attorneys, Diversity Development staff,
and specially trained facilitators provided briefings,
upon request, for groups of employees.

The Postal service continued to educate through
communicating its zero-tolerance policy.

n  In February, the postal Service revised perti-
nent sections the Employee and Labor
Relations Manual, specifically section 670,
which addresses sexual harassment.

n  In April, the chief operation officer released
a letter reaffirming the commitment of
postal leadership on the zero tolerance policy
and posters were distributed to 34,000 facil-



ities nationwide, which provided employees
with additional information.

n  Senior postal leadership further reiterated
this commitment and featured “Tough mes-
sage: Sexual Harassment Could Get You
Fired” in an employee communication.

n  The National Association of Supervisors
printed an article entitled “Supervisors Must
Prevent sexual Harassment in USPS” in the
postal Supervisor. Last, the Postal service
revised Publication 552, and Manager’s
Guide to Understanding Sexual Harassment
and Publication 553, employee’s guide to
Understanding Sexual harassment.

B. Service to Small or Rural

Communities
(39 U.S.C. 101(b))

Effective March 16, 1998, the United States
Postal Service imposed a moratorium on manage-
ment initiated post office closings and
consolidations. Under this moratorium, post
offices will not be closed unless no reasonable
alternative is available. Some closings (and suspen-
sions) may be necessary or appropriate if
postmasters retire suddenly or catastrophic events
such as flood, fire, or earthquake occur.

The Postal Service along with representatives
of the National League of Postmasters, continues
to review all recent and proposed post office clos-
ings and emergency suspensions to help determine
appropriate courses of action. During 2001, the
Postal Service closed or consolidated two post
offices, seven community post offices, and one
classified station. These post offices were in the
process of being closed before issuance of the
moratorium and thus were allowed to continue
through the closing process.

C. Employee Compensation and

Career Advancement
(39 U.S.C. 101 (c))

1. Collective Bargaining
Negotiations with postal unions cover a full
range of topics involving wages, benefits, and con-
ditions of employment. The terms of the new
2000 National Agreement between the Postal
Service and the American Postal Workers Union,

AFL-CIO (APWU), were determined pursuant to
an award issued by an interest arbitration panel
chaired by neutral arbitrator Stephen Goldberg on
December 18, 2001. The three-year contract, cov-
ering approximately 337,000 employees
represented by the APWU, is for the period from
November 21, 2000, through November 20,
2003. Arbitrator Goldberg, who rejected the
APWU demand for wage parity with city letter
carriers, awarded three general wage increases of
1.2 percent effective November 18, 2000; 1.8 per-
cent effective November 17, 2001; and 1.4 percent
effective November 16, 2002. The award con-
tinues the current cost-of-living adjustment
(COLA) formula and payment schedule for career
employees, except that in lieu of COLA payments
for the first year of the contract, eligible career
employees were to receive a one-time lump sum
cash payment of $499. Arbitrator Goldberg
awarded selective one-pay-level upgrades for six
maintenance and motor vehicle positions. The
positions of Mail Processor and Senior Mail
Processor also received a one-pay-level upgrade.
An interest arbitration award was issued on
February 3, 2002, which sets the terms of a new
four-year collective bargaining agreement covering
approximately 118,000 rural letter carrier
employees represented by the National Rural
Letter Carriers’ Association (NRLCA). The agree-
ment is for the period from November 21, 2000,
through November 20, 2004, and provides general
wage increases of 1.2 percent effective November
18, 2000; 1.8 percent effective November 17,
2001; 1.4 percent effective November 16, 2002;
and 1.2 percent effective November 15, 2003. The
NRLCA and the Postal Service also could extend
the labor agreement for a fifth year if the parties
reach a settlement on the economic provisions,
based on the comparable year in either the APWU
or National Association of Letter Carriers (NALC)
national agreements. In addition to the general
wage increases, the interest arbitration panel
chaired by neutral arbitrator John Calhoun Wells
provided for the continuation of the current
COLA formula except that in lieu of COLA pay-
ments for the first year of the agreement eligible
career employees will receive a one-time lump sum
cash payment of $499. Arbitrator Wells also
awarded two pay adjustments, one of which is, in
effect, the equivalent of a one-pay-level upgrade.
The other is a $300 wage increase. Those two pay
adjustments are being funded by major produc-
tivity changes in rural carrier standards. The
standards involve flat and letter mail casing rates,
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the strapping out of mail, and the definition of
letter size mail. Also of note, the Postal Service
secured a national mail count beginning February
28, 2002, and ending March 13, 2002.

Negotiations between the Postal Service and
NALC began in August 2001 for a successor to
the collective bargaining agreement that was to
expire on November 20, 2001. Productive discus-
sions took place throughout the fall and the parties
reached agreement to extend the discussions past
contract expiration and into 2002. The motivating
factors to extend the discussions were the
September 11 terrorist attacks and the anthrax
threats, which had consumed much of the atten-
tion of the negotiators. The agreement will cover
approximately 239,000 employees represented by
the NALC.

Negotiations with the National Postal Mail
Handlers Union, AFL-CIO (NPMHU), which
represents approximately 60,000 mail handlers for
a successor to the collective bargaining agreement
that expired on November 20, 2000, reached
impasse. It is anticipated the parties will resume
discussions aimed at resolution of the dispute
either through further discussions or by utilization
of the dispute resolution procedures of the Postal
Reorganization Act.

The Postal Service reached agreement with
the International Association of Machinists and
Aerospace Workers, AFL-CIO (IAM), in February
2001 on the terms of a four-year agreement cov-
ering tool and die shop workers at the Mail
Equipment Shops in Washington, DC. The agree-
ment expires on January 30, 2005.

Collective bargaining agreements between the
Postal Service and certain smaller bargaining units
— National Postal Professional Nurses,
Information Systems/Accounting Service Centers
(APWU), and Operating Services/Engineering,
Facility Services (APWU) — expired with the par-
ties having failed to reach agreement on the terms
of successor agreements. Discussions between the
parties have continued in an effort to resolve the
specific disputes.

While collective bargaining sessions with the
NALC in the fall of 2001 addressed a wide variety
of work rules and issues, the parties concentrated
on rewriting Article 15 of the Grievance-
Arbitration Procedure to reflect the new dispute
resolution process, the first major restructuring of
the grievance-arbitration procedure in more than
twenty years.

During 2001, the Postal Service and the
NALC completed the joint nationwide implemen-
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tation of the new dispute resolution procedure in
accordance with the September 2000
Memorandum of Understanding Re: Dispute
Resolution Process Implementation.
Implementation, which included training 230
management and union representatives, was com-
pleted in September 2001. Streamlining the old
grievance-arbitration procedure, the new process
reduces the number of steps before arbitration
from three to two. In addition, the process encour-
ages the resolution of disputes at the lowest
possible level of the organization.

In September 2001 the parties published the
third edition of the USPS-NALC Joint Contract
Administration Manual, which was distributed to
every city delivery unit in the system. First negoti-
ated and published in 1998 and updated each year
thereafter, this contract guide has been widely used
in the field, and it has been crucial to the parties’
goals of reducing the incidence of workplace dis-
putes.

The Postal Service and the NPMHU have
completed the second full year of their test proce-
dure, which eliminates the third step of the
grievance procedure at selected sites. Despite a sig-
nificant increase in the number of grievances
appealed to Step 2, the number of cases resolved at
Step 2 remains steady. The parties continue to
evaluate other changes that can be made to
improve the effectiveness of the grievance process.
The parties have made significant progress in com-
pleting the Contract Interpretation Manual. With
only a few articles left to finalize, it is expected
that the manual will be released to field personnel
in 2002.

The Postal Service and the NPMHU hosted
their fourth annual Quality of Work Life
Conference. This national event, which showcases
local initiatives developed jointly by labor and
management, has increased the visibility of the
Quality of Work Life process and created a greater
awareness among managers and craft employees of
the benefits that the process can bring to the work-
place.

In the area of Labor Relations Systems, the
redesign of the Grievance and Arbitration Tracking
System (GATS 2.0) was fully implemented. With
all field offices now required to input grievances at
the Step 2 level of the process, GATS 2.0 offers aid
to management in identifying and analyzing work-
place disputes earlier in the grievance process. In
addition, GATS 2.0 continues to facilitate changes
in the grievance/arbitration scheduling process as
agreed to by the major unions, resulting from



negotiations. Additional enhancements to the
system are under way to further increase manage-
ment’s use of GATS 2.0 as a labor relations tool.

2. Consultation with Management
Associations

In accordance with Title 39, U.S. Code,
Section 1004, consultations were conducted in
2001 with the National Association of Postal
Supervisors, the National Association of
Postmasters of the United States, and the National
League of Postmasters of the United States. These
sessions provided an opportunity for the manage-
ment associations to participate directly in the
planning and development of programs and poli-
cies related to pay policies that impact some
80,000 postmasters, supervisors, and other mana-
gerial personnel through 2001. Pay consultations
commence in February 2002, with continued
emphasis on accountability through the Merit Pay
for performance program. The principle of
market-based pay will be a fundamental concept
underlying these consultations, ensuring that
supervisory and managerial pay in the Postal
Service is comparable to that maintained in the
private sector, as required by the Postal
Reorganization Act.

As in the past, each of the management asso-
ciations will continue to provide representatives to
participate on Headquarters and field teams tasked
with formulating and testing procedures for new
programs.

3. Personnel

a. Postal Career Executive Service

There were 1,002 individuals in the Postal
Career Executive Service (PCES) ranks at the
close of 2001. Of this total, 838 individuals held
PCES-I positions. The remainder (other than offi-
cers) served in Executive and Administrative (EAS)
positions. There were 45 PCES-II officer positions
in the Postal Service at the end of the fiscal year.
The makeup of the PCES officers and executives is
representative of the Postal Service’s diverse work-
force.

b. Succession Planning

Succession planning is the deliberate and
systematic effort by the Postal Service to ensure
leadership continuity and build talent from
within the organization. The objectives are to
identify individuals who can move into executive
positions, to develop people for corporate needs,
and to foster diversity among the leadership

ranks. Individuals are identified as potential suc-
cessors based on their leadership skills,
functional and management expertise, and per-
formance results. Succession planning has been
designed to place the right people in the right
jobs. After completing the seventh full year of
succession planning, fewer than 1 percent of
executive vacancies were filled by outside hires,
20 percent were filled by promotions of EAS
employees to PCES, and the remaining 79 per-
cent were filled from within the executive ranks.

During 2001, the Postal Service also piloted
EAS Leadership Development, a process
designed to build a cadre of well-prepared indi-
viduals with leadership and functional skills to
assume key field management positions.

¢. Equal Employment Opportunity

The Office of Equal Employment
Opportunity (EEO) and the REDRESS® (Resolve
Employment Disputes, Reach Equitable Solutions
Swiftly) program enjoyed its first full year as an
integrated organization. A renewed effort by EEO
professionals at the district level has focused atten-
tion on dispute resolution at the early stage of the
conflict. For the third consecutive year, the
number of EEO pre-complaint counselings in the
Postal Service decreased.

This continued reduction in precomplaint
counselings is attributable in large measure to the
Postal Service’s EEO mediation program,
REDRESS. REDRESS and traditional EEO coun-
seling are both offered as alternatives to individuals
seeking precomplaint counseling. The mediators in
REDRESS are non-postal contractors who are
neutral and practice a form of mediation that is
built on the “transformative” model. Through
empowerment and recognition, the parties to the
mediation are encouraged to listen and respond to
one another’s views effectively and with better
understanding of their differences.

In 2000, the participation rate in REDRESS
for those seeking precomplaint counseling was
nearly 73 percent. In 2001, the participation rate
rose to 76 percent nationally. Successful resolution
of disputes that go through mediation is nearly
twice the rate of resolution of disputes that remain
in the traditional counseling process. As a continu-
ation of the Postal Service’s commitment to the
resolution of workplace conflicc, REDRESS was
implemented in the U.S. Postal Inspection Service
during 2001 and is now available to Inspection
Service employees who seek precomplaint coun-

seling through the Office of EEO.
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Additionally, the ongoing implementation of
REDRESS 1I is under way. REDRESS 1I brings
transformative mediation to the formal complaint
process through the hearing stage. This program is
being implemented across the country through
cooperation with the Office of the General
Counsel. Initial indications show that REDRESS
IT is a highly successful tool in resolving formal
EEO complaints. The success of the entire
REDRESS program is encouraging. It will con-
tinue to be emphasized as a means of bringing
employees and managers face to face to learn to
deal with conflict and misunderstanding in the
workplace.

d. Combined Federal Campaign

The Postal Service joins other federal agencies
in the Combined Federal Campaign (CFC) drive
each fall. In 2001, postal employees nationwide
pledged a total of $39,505,281.66 in payroll
deductions to the charities of their choice. The
average gift was $190.

e. Injury Compensation

In 2001, the Postal Service had an increase in
workers’ compensation cash outlays of approxi-
mately $56 million (8.8%) over 2000, for a total
cash payout of $694.1 million. Total paid compen-
sation claims increased by 856 (3.2%), and total
medical claims increased by 5,433 (4.5%).

The Postal Service cost control strategy was
again directed through the continued efforts to
manage disability cases. Approaches include Nurse
Case Manager services, which assist injury compen-
sation staff with medical management strategies to
help employees with work-related injuries or ill-
nesses move into safe, positive, and productive
assignments. The Postal Service also began pilot
agreement with First Health Corporation, the
nation’s largest preferred provider organization, to
help reduce workers' compensation medical costs.
The pilot is now operational in four Office of
Workers' Compensation Programs district offices,
and it will expand nationwide during 2002.

The Postal Inspection Service continued its
efforts to investigate fraud associated with postal
employees’ compensation claims. As a proactive
measure to identify and eliminate fraudulent claims
eatlier in the process, Postal Inspectors’ efforts in
the past fiscal year emphasized continuation-of-pay
(COP) investigations. This resulted in $93.8 mil-
lion in long-term cost avoidance and $5.5 million
in COP savings, totaling $99.3 million in savings.
As a result of Postal Inspectors’ work, there was a
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30 percent increase in COP cost savings from 2000
and a 24 percent increase overall in identification
of employees defrauding the workers’ compensation
system. Specifically, Inspectors identified 403 indi-
viduals as defrauding the workers’ compensation
program and 40 employees were arrested.

4. Compensation and Benefits

a. Pay Gomparability

1. Bargaining Unit Employees’ Pay and Benefits

The average pay and benefits for career bar-
gaining unit employees (excluding corporate-wide
expenses) is $54,481 per work year.

In an attempt to achieve compensation rates
comparable to those in private industry, negotia-
tions between the Postal Service and its unions for
the various bargaining units that have reached
negotiated settlements continue to apply the prin-
ciple of moderate restraint set forth in past interest
arbitration awards.

2. Non-bargaining Unit Employees’ Pay and Benefits

Pay for supervisors, postmasters, and other
nonbargaining staff employees generally meets or
exceeds private sector levels. It also provides an ade-
quate and reasonable differential between first-line
supervisors and bargaining unit clerks and carriers.

In FY 2001, of the Pay for Performance
Program (formerly the EVA Variable Pay Program)
for EAS employees aligned this pay practice with
PCES executives and corporate success measures as
established under the CustomerPerfect! process.
This pay package provided management the frame-
work to drive the necessary behavioral changes that
make the Postal Service competitive in the market-

place.

3. Executive Pay and Benefits

Due to the limit imposed on Executive
Schedule I salaries by the Postal Reorganization
Act, pay and benefits for Postal Service officers and
some key executives do not meet private sector
comparability standards. During 2001, the average
salary for Postal Service officers was $141,593. The
average executive salary was $105,494.

The Postal Service continued to focus on
corporate objectives through the 2001 Pay for
Performance Program, which recognizes the signif-
icant role that postal executives and EAS
employees play in achieving corporate success. The
Pay for Performance Program awards payouts for
achieving breakthrough performance.



Furthermore, by using the same perform-
ance measures for officers, executives, and EAS
employees, participants become stakeholders in
the success of the Postal Service. To focus on con-
tinuous improvements and long-term results, the
2001 payments consisted of a percentage of prior
year’s reserve account and the current year’s
earned credit. In 2001, award payouts averaged
$2,270 for exempt nonbargaining EAS
employees, $876 for nonexempt nonbargaining
employees, and $8,858 for executives. While the
program was designed to recognize team per-
formance, provisions were made to exclude
individual employees who did not contribute to
the performance of the organization.

4, Merit Pay Performance Evaluation

In 2001, the Postal Service continued to
emphasize the importance of the Merit
Performance Evaluation process. This process eval-
uates and rewards the performance of professional
and managerial personnel. The process employs
indices and measurements tied to the work unit’s
mission when establishing employee objectives for
the year. These indices and measurements are used
to assess an the employee’s success in meeting these
mutually agreed-upon objectives. As with last year’s
program, the Merit Performance Evaluation process
continues to be closely aligned with the
CustomerPerfect! philosophy. It provides a mecha-
nism to link employee contribution to corporate
goals.

In 2001, an individual Merit Performance
Evaluation process covering executives was con-
tinued. Its primary purpose is to promote
individual accountability to support both
corporate goals and certain critical indicators that
contribute to the success of the Postal Service. One
critical indicator emphasizes diversity and requires
executives to develop individual goals that pro-
mote diversity, while taking into account the
specific activities identified in their organizational
affirmative action plan when setting specific targets
for success. Like the performance evaluations for
professional and managerial employees, the execu-
tive evaluations also link contributions to the
overall achievement of corporate goals.

b. Leave Programs

Postal Service employees are provided both
sick and annual leave at the same rate as other fed-
eral sector employees. However, postal employees
have a higher annual leave carryover limit than
their federal sector counterparts. Postal employees

used an average of 8.4 days of sick leave per
employee during 2001.

Earned annual leave may be donated to other
career or transitional Postal Service employees who
have exhausted their own leave and have a serious
health problem.

Under the Family and Medical Leave Act, eli-
gible employees may take up to 12 weeks off from
work for covered conditions. Postal Service
employees may use annual leave, sick leave, or
leave without pay for covered conditions in accor-
dance with applicable collective bargaining
agreements and current leave policies.

Postal Service career nonbargaining unit
employees and some bargaining unit employees
can participate in a leave exchange program
through which a portion of annual leave that
would otherwise be earned in the following leave
year can be exchanged for cash.

The Postal Service allows the use of 80 hours
of accrued sick leave for dependent care under a
policy available to all career employees.

¢. Health Insurance

Health care contributions totaled $3.2 bil-
lion, or 6.3 percent of the Postal Service's total pay
and benefits during 2001.

The Postal Service continued to pay most of
the premium cost of employee health benefit cov-
erage. Career employees are automatically enrolled
to pay their share of health benefit premium con-
tributions with pre-tax payroll deductions.

Under the Omnibus Budget Reconciliation
Act of 1990, the Postal Service is required to fund
the annuitants’ share of the Federal Employee
Health Benefit premiums. The cost of funding
the health care benefits for postal annuitants and
their survivors was $858 million.

d. Life Insurance

The Federal Employees Group Life
Insurance program provides life insurance cov-
erage for Postal Service employees. The Postal
Service assumes the full cost of basic life insurance
for eligible employees. During 2001, Postal
Service costs for employee life insurance were
$198.6 million and the cost of funding life insur-
ance for postal annuitants and their survivors was

$7.6 million.

Chapter 1 Gompliance with Statutory Policies |2001 Comprehensive Statement on Postal Operations|13



e. Retirement Systems

Postal Service career employees, like federal
career employees, are covered by one of three
retirement systems administered by the U.S. Office
of Personnel Management.

At the end of 2001, there were 774,657
career employees covered by a federal retirement
program. Of this total, 514,870 employees (66.4
percent) were covered by the Federal Employees
Retirement System (FERS); 248,347 employees
(32.1 percent) were covered by the Civil Service
Retirement System (CSRS); 11,440 employees
(1.5 percent) were covered by CSRS Offset.

CSRS is a defined benefit retirement system.
Annuity benefits are based on an employee’s high-
three average salary and years of service. CSRS
Offset is similar to CSRS but requires Social
Security contributions. Upon Social Security eligi-
bility, the CSRS annuity is reduced (offset) by any
Social Security benefit resulting from periods of
CSRS Offset service, to produce a benefit equiva-
lent to what would have been received under
CSRS.

FERS is a retirement system with both
defined benefit and defined contribution compo-
nents. Under FERS, employees receive retirement
benefits from a federal retirement annuity, Social
Security, and the Thrift Savings Plan. The FERS
annuity benefit, while also based on an employee’s
high-three average salary and years of service, pro-
duces a smaller benefit than CSRS does.

The Postal Service and career employees
make retirement contributions to the Civil Service
Retirement and Disability Fund. For 2001, CSRS
employees contributed 7.0 percent of basic pay to
the Fund. FERS and CSRS Offset employees con-
tributed 0.8 percent of basic pay to the Fund and
6.2 percent of gross pay to Social Security.

f. Thrift Savings Plan

All career employees may participate in the
Thrift Savings Plan (TSP), which is administered
by the Federal Retirement Thrift Investment
Board. The rules for TSP participation differ
depending on the employec’s retirement system.
For FERS employees, the Postal Service con-
tributes one percent of basic pay to TSP, fully
matches employee contributions up to 3 percent
of basic pay, and matches one-half of employee
contributions from 3 to 5 percent of basic pay. In
2001, FERS employees could contribute up to 11
percent of basic pay to TSP on a tax-deferred
basis, subject to IRS maximum limits. The Postal

Service does not match CSRS or CSRS Offset
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employee contributions to the TSP, In 2001,
CSRS employees’ contributions were limited to 6
percent of basic pay. At the end of 2001, 417,511
FERS employees and 147,019 CSRS and CSRS
Offset employees participated in TSP,

g. Flexible Spending Accounts

Employees continue to take advantage of
Flexible Spending Accounts (FSAs) to pay for cer-
tain health care and dependent care expenses with
contributions made through pretax payroll deduc-
tions. FSAs were first offered in 1992 to certain
nonbargaining unit employees and now include
all employees. In 2001, 55,273 employees were
enrolled in health care FSAs (a 4.1 percent
increase from 2000), with an average contribution
of $1,393. In 2001, 5,743 employees were
enrolled in dependent care FSAs (a 3.6 percent
decrease from 2000), with an average contribution
of $2,691. The projected 2001 savings for the
Postal Service resulting from the FSA program is
approximately $2.7 million (net of administrative
expenses). Employees experience tax savings as
well, which vary according to the individual’s con-
tribution amounts and marginal tax rates.

5. Employee Development

Employee Development has two main areas
of responsibility: Product Development and
Evaluation, which designs, develops, and evalu-
ates curricula; and Delivery, which operates at the
William F. Bolger Center for Leadership
Development, Potomac, MD and at the National
Center for Employee Development, Norman,
OK. Both centers are self-contained campuses
with classrooms, conference facilities, housing,
dining and related services. There are 85 Postal
Employee Development Centers throughout the
nation that support operational needs by pro-
viding local training assistance to employees.

While traditional classrooms, on-the-job
instruction, and correspondence courses are still
prevalent, delivery platforms increasingly include
satellite networks, videotape, computer-based
interactive programs, web-based instruction, and
combinations of these.

a. Management Training

With the continuation of the Associate
Supervisor Program (ASP), Career Management
Program (CMP), and Advanced Leadership
Program (ALP), the training and development
needs of supervisors and managers at all levels of
the organization are being met.



The 16-week ASP for first-line supervisors
continues to be a national success. All 85 districts
have participated in the program, which has
graduated 10,390. In 2001, approximately 125
classes were conducted.

The CMP was introduced in the spring of
1999. CMP addresses the needs of supervisors
and managers in the EAS level 15-22 range.

In 2001, more than 40 offerings were completed
for 1,015 EAS employees. There are three entry
points or tracks representing initial and advanced
supervisory skills and management development.
Participants complete an assessment based on the
leadership competency model to determine their
appropriate entry point into the program.
Currently the program consists of one week of
classroom instruction for each track. In addition,
functional/technical training is available for
delivery and mail processing supervisors. Several
other functions have functional/technical cur-
ricula already in place for supervisors.

The ALP continued to make significant
progress in preparing high-potential managers
for the challenging leadership roles of the future.
By the end of the year, a total of 48 classes with
approximately 42 students per class had entered
the program. Several program design improve-
ments were made. Among them were a new ALP
video describing the Executive Competency
model; an updated enrollment guide and web-
site; a new evening speaker series called
Executive Chat; and the addition of two postal
vice presidents as regularly appearing ALP fac-
ulty. This year introduced the first of a planned
series of seminars for ALP graduates: the ALP
Strategic Direction Seminar Series, the result of a
partnership between Employee Development and
Strategic Planning. Each seminar focuses on one
point of the Postmaster General’s “star,” the five
success strategies. The first seminar focused on
pursuing legislative reform.

ALP was reviewed by the American Council
on Education and was rated as carrying 12
undergraduate college credits. As a result, ALP
students pursuing college degrees will now be
able to apply their ALP experience toward college
degree requirements.

The Processing and Distribution
Management program focuses on the core opera-
tional aspects of the plant manager position. The
course has been structured to touch all functional
areas, and to provide reference materials and tools
to the plant manager candidate. The course is a
combination of classroom lecture, real world

examples, and the application of learning through
projects and On-the-Job Instruction (OJI). The
course material provides an overview of basic
mail processing operations, performance expecta-
tions, and support functions that directly support
plant performance. The participant receives a
macro view of facility operations and planning,
expands knowledge of support functions, and
develops a strategic plan for change. The week of
OJI involves visiting a designated trainer plant
manager. It allows the participant to visit a
Processing and Distribution Center, a Bulk Mail
Center, and an Airport Mail Center. Individuals
identified on Performance Cluster succession
plans for the positions of Manager, Processing
and Distribution Facility, EAS-23; Manager,
Processing and Distribution Center, EAS-25; and
Manager, Processing and Distribution Center
PCES-1 (small) are eligible to attend. Six classes
were held in 2001, with 119 participants.

In a continuing partnership with PBS, The
Business and Technology Network, postal
employees received training on a number of
topics affecting them and their workplace.
Programs aired via the Postal Satellite Training
Network covered safety, diversity, customer
service, and management issues. Most programs
could be taped for viewing at another location or
time, saving travel time and expenses over tradi-
tional seminar training venues. Safety programs,
were seen by more than 50,000 postal employees
nationwide.

Safety for Postal Leadership was rolled out
to an audience of more than 35,000 postal
leaders. This 16-hour course provides an oppor-
tunity for supervisors, managers, and craft leaders
to study together. It underscores the critical role
of leaders in promoting safety in postal
operations. This course is now an integral part of
ASP and lays a critical foundation for members
of Joint Labor Management Safety and Health
Committees and Facility Safety Coordinators in
smaller facilities without full-time safety profes-
sionals.

Facility Safety Coordinator (FSC) Training
is a self-directed, self-paced course, available in
both paper and web-based formats. FSC training
covers thirty-eight critical safety topics in three
areas: leadership, technical, and administrative
tasks. The target audience is any EAS employee
with facility safety coordination responsibility.
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b. Technical and Craft Education

The National Center for Employee
Development (NCED) achieved the goal of cap-
turing its program revenues and journal voucher
transfers from Postal customers greater than
expenses incurred in first year to receive zero dollars
from the Postal Service in its program budget.
Aggressive seat management, a curriculum widened
beyond traditional technical courses, and revenue
generation efforts contributed to this success in the
Center's mandate to become self-funding and inde-
pendent from the postal headquarters budget by
FY 2005.

In FY 2001, NCED's traditional headquar-
ters' program funding was moved to field offices,
and NCED received an administrative budget of
$18.4 million and a $0 program budget. The
Center began charging postal clients and stepped
up efforts to attract non-postal conference and
training clients. Through intensive revenue efforts
and cost control, NCED held administrative
budget costs below its allocation, covered FY 2001
program expenses with revenues, and ended the
year with a $1.34 million surplus in the program
budget. NCED supported a $39 million training
and conferencing operation, with a headquarters
budget cost of only $17 million.

NCED provided critical support to core busi-
ness and employee development. The Center
delivered automation and motor vehicle mainte-
nance and operations courses, as well as
environmental compliance and automation man-
agement programs. It continued to offer more than
a dozen technical and administrative courses for
postal supervisors, and programs such as elevator
maintenance and natural-gas vehicles for non-
postal clients. Staff conducted 280 courses, in
2,770 class offerings, for 37,900 postal employees.
Efforts continued to cultivate other educational
partnerships with non-postal business groups.

The Oklahoma Center transmitted more than
3,475 hours of Postal Satellite Training Network
(PSTN) programming. NCED originated more
than 1,330 broadcast hours of course and technical
information and it transmitted another 2,135
broadcast hours originated elsewhere, including the
Business and Management Channel, the Center for
Leadership Development, USPS-TV, and Southeast
Area District programs. Using both PSTN and
PATN (Postal Audio Teletraining Network),
NCED delivered 23 distance-learning courses to
12,320 employees in their home offices, for
128,980 total distance-learning training hours.
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The Center also implemented and enhanced
the new web-based Automated Enrollment System,
improving user interface and accounting capabili-
ties supporting revenue generation.

1. Major NGED Accomplishments

During 2001, NCED listed its major accom-
plishments as follows:

n Supported national Breakthrough
Performance Initiative processes by providing
field courses for Automated Facer Canceller
System and Delivery Bar Code Sorter feeder
alignments and system optimization. Courses
on Automation Systems Management,
Managing Automation for Postal Supervisors,
and BPI for the Carrier Sequence Bar Code
Sorter contributed to improved field
automation operations, efficiency, cross-func-
tional teamwork, and unit productivity.

n Began development of CISCO, Microsoft,
and Oracle information technology courses
for postal and external clients. By year-end,
NCED had delivered five offerings of
Maintaining CISCO Network Devices for
postal groups, earning $92,000 in revenue.
Customized Windows NT instruction cap-
tured another $78,000. NCED is expanding
its I'T education capability and customer base
in FY 2002. Planned courses include net-
work security and intrusion detection,
computer forensics, ORACLE database,
Windows 2000 certification, advanced net-
work and routing, and Windows NT 4.0.

n  Provided nine deployment course offerings
for 114 employees on the new MERLIN
(Mailing Evaluation Readability Lookup
Instrument) system. MERLIN analyzes
presorted mail to ensure that the mailer
has earned a claimed discount. Course
offerings supporting deployment will con-
tinue into March 2002.

n  Completed development of the Remote
Input Output Subsystem course. Delivered
27 offerings for 200 technicians who main-
tain local-area and wide-area-network remote
and host systems.

n Developed and delivered a new Vehicle
Maintenance Facility (VMF) Management
Training course to support vehicle mainte-
nance operations. Delivered nine offerings for
more than 100 supervisors.

n  Conducted five offerings of a new Periodicals
course for postal business-mail and mailing-
requirements clerks. It covers administration
and verification of periodicals, helping to



ensure proper revenue collection on mailings
coming in through Business Mail Entry
Units. About 125 students completed the
course in FY 2001. Development has also
begun on a Periodicals course for business
mailers.

Installed two Automated Flat Sorter
Machine 100s to assume mail processing
equipment mechanic training from the
vendor. NCED educated 312 students in
eight months by delivering simultaneous
classes on two shifts. Moving the program to
NCED saved field offices about $1,000 per
student in travel and lodging costs. The
Postal Service also avoided the costs of
funding the vendor-delivered course.
Provided field-based introductory courses for
postal automation systems. Also delivered
252 offerings of 22 distance-learning courses
to 11,000 students in their home offices.
Supported ongoing Time and Attendance
Collection System (TACS) deployment.
Creative scheduling reduced the need for
instructors from four to three.

Conducted about 30 environmental health
and safety programs on postal compliance
with national rules and regulations. Courses
included hazard communications, waste
reduction and recycling, refrigerant educa-
tion and certification, asbestos management,
and toxic substance control.

Served as an active participant in the
Integrated Logistic Support Plan process,
contributing to the efficient and cost-effec-
tive support of more than 20 new and
evolving national equipment systems.
Supported systems include Automated Flat
Sorter Machine 100 Phase II, Delivery Bar
Code Sorter — Expanded Capability,
Delivery Bar Code Sorter Input/Output
Subsystem, Direct Connect, Postal
Automated Redirection System, Central
Plant Operating Control System, Flat
Bundle Collator, Automatic Tray Sleever,
Automated Airline Assignment, Automated
Scan Where You Band, Automated Parcel
Processing System, PC104 Modification to
Small Parcel and Bundle System, Enhanced
Plant Wiring, Information-Based Indicia
Program, Wide Field of View,
MLOCR/MPBCS Replacement, Universal
Flat Sorting Machine 1000, Automated Flat
Feeder/Optical Character Reader, Singulate
Scan and Induction Unit, Package Bar

Code Sorter Printer Replacement, Planet
Code for Flats, and Robotic
Containerization System.

2. Revenue Generation

Center staff captured more than $4 million
in total revenues from external business along
with $18 million in journal voucher transfers
from postal customers for training and other
efforts to help offset NCED operating expenses.
Total housing room nights rose slightly to
206,270, of which 30,370 were conferees.

n  Training revenues of $16.4 million came
from core technical programs for postal
clients. Postal courses on business mail,
safety, The Occupational Safety and Health
Organization (OSHA), and management
drew another $2.5 million. Courses for
non-postal clients covered elevator mainte-
nance, natural-gas vehicles, building
systems, and computer networks.

n  Conference services garnered $1.6 million
from room nights plus sale of meeting
space. Events ranged from small banquets,
to meetings and retreats, to large confer-
ences for 600. Major non-postal clients
included Phillips Petroleum, North
American Retail Dealers Association, Sonic
Corporation, Department of Health and
Human Services, Bureau of Indian Affairs,
College Boards, and the American Red
Cross. The University of Oklahoma football
team held planning retreats the night before
each home football game, and continues to
do so this season. Numerous postal training
and conference groups included sales, engi-
neering, and a national maintenance
managers conference. Since NCED opened
conference facilities to the public, it has
experienced a steady increase in community
meeting business.

c. William F. Bolger Center for
Leadership Development

The Bolger Center continues to strive toward
becoming self-reliant. In 2001, the Center gener-
ated $4.3 million in cash revenue from external
business along with $9 million in Journal Voucher
Transfers from postal customers. Phase III of the
Center’s master construction plan is providing a
campus environment that has been enriched by the
rerouting of roadways, allowing for a more colle-
giate look and adequate parking for all guests. In
addition, it remedied several Americans with

Chapter 1 Gompliance with Statutory Policies |2001 Comprehensive Statement on Postal Operations|17



Disabilities Act (ADA) and safety issues that
required action.

The Bolger Center was designated as the
Continuity of Operations Plan site for headquarters’
critical functions in the event of an emergency
affecting operations at headquarters. The program
was tested on September 11, 2001, and a compre-
hensive plan has been written to ensure that the
Center can provide the Postal Service with the capa-
bility to continue performing its essential functions
in the event of an emergency or disaster situation.

The opening of a Postmark America store was
popular with Center customers, with revenue
exceeding forecasts by 80 percent during the first 10
months of the year.

A total of forty-five Advanced Leadership
Program groups have completed the first phase of
the program. Thirty-eight of these groups have
completed Phase II. Some 1,882 participants have
enrolled in the program to date. Also, 201 ALP par-
ticipants submitted certificate of completion forms
with official transcripts, signaling their completion
of all program requirements for the next program
graduation, held on March 4, 2002.

The Center hosted several first-time initiatives
during the past year. The first in a series of Strategic
Direction Seminars was held on July 31, 2001, for
ALP participants and interested PCES managers.
The seminar was sponsored by Human Resources
and Strategic Planning, and provided the opportu-
nity to hear from key figures within and outside the
Postal Service on issues of strategic importance to
the business. Two training sessions for Event
Planning and Coordination were held for headquar-
ters and Mid-Atlantic budget coordinators and
meeting planners. Also, a Processing and
Distribution Management class was added to the
course offerings at the Center. It focuses on the core
operational aspects of the plant manager position.
Since its kick-off at the Center, 121 participants
have successfully completed the course.

The Media Unit produced 41 PSTN broad-
casts, which amounted to more than 70 hours of
broadcasting. Thirty videos were produced, which
earned several Telly and Videographer Awards in
recognition of their excellence. These videos
included Ethics Survivor, E-Travel, and ALP — Your
Pathway to the Future. The Media Unit also pro-
duced several Resource Management Updates for
Employee Resource Management, which helped to
inform employees about the successful implementa-
tion of this program nationwide. After the
September 11 incidents, the Media Unit assisted
Public Affairs and Communications with produc-
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tion of videos detailing the activities of the
Continuity of Operations Group at Bolger. During
the anthrax emergency, the Media Unit produced a
PSTN broadcast on proper cleaning procedures for
mail processing equipment and a video describing
the proper use of respirators and gloves for all postal
employees. These productions assisted senior postal
management in their mission of keeping postal
employees informed at a very crucial time in the
Postal Service.

6. Selection, Evaluation, and Recognition

a. Selection, Evaluation, and Recognition (SER) is
responsible for the following:

n Establishing guiding principles for recruit-
ment and hiring of a qualified workforce.

n Designing and delivering effective, efficient,
and fair assessment systems.

n  Providing guidance on organizational selec-
tion, placement, and evaluation methods.

n Partnering with internal customers to achieve
operational success.

The following initiatives were undertaken:

n  Reengineered the hiring process, using inter-
active voice response technology and the
Internet by introducing Postal Applications
and Scheduling System.

n  Designed an approach for implementing the
Associate Supervisor Program (ASP) in
remote locations.

n Developed enhancements to the recruitment
selection and placement processes for ASP
graduates.

n Designed a web-based maintenance selection
system tool.

n Administered the Voice of the Employee
(VOE) survey.

1. Postal Applications and Scheduling System

In January, SER announced the deployment of
a national interactive voice response (IVR) system
to automate entrance examination application
methods. This replaced labor-intensive manual
activities. The new system streamlines and standard-
izes the test application process at a substantial cost
savings, protects sensitive application information,
reduces cycle time between application and exam,
and provides a national web-based scheduling com-
ponent with an automated fulfillment process for
mailing applicant scheduling packages. In 2000,
SER’s field offices used approximately 60,000 work
hours handling these cards for battery exam open-
ings alone. The average cost to process applications



previously was $3.26 per applicant. The average per
call cost for the IVR usage in 2001 was 56 cents.
This, combined with the 43 cents for the printing
and mailing of the application package, brings the
cost per applicant to 99 cents, for an average savings
of $2.27 per applicant.

Less than one year after national implementa-
tion of the IVR, the system was enhanced to
include the following: (1) a web application process
accessible through the Postal Service's website at
usps.com/employment, (2) the added capability for
offices to announce casual/temporary employment
opportunities, and (3) the inclusion of additional
entry-level exams on the system. In 2001, more
than 843,147 applicants applied for postal examina-
tions or for casual/temporary employment through
either the IVR or the web, saving more than $1.9
million over the manual process.

2. Associate Supervisor Program Review and Revisions

Ongoing efforts to update and revise current
programs included a complete review of ASP
Revised materials were disseminated nationally. In
addition, the results of a comprehensive survey of
all ASP participants and their managers were ana-
lyzed with plans to address the survey findings.

To attract qualified first-line supervisors, SER
developed a recruitment toolkit, which is specifi-
cally designed to assist Human Resources
professionals in their recruitment and pre-employ-
ment efforts. Before its inception, many facilities
were faced with high numbers of supervisory vacan-
cies, decreased numbers of applicants for
supervisory positions, and increased numbers of
supervisors moving to other functional areas.

Based on the recommendations of a functional
work team, which included representation from the
National Association of Postal Supervisors, agree-
ment was reached to make changes that involved
the placement of EAS-15 associate supervisors into
EAS-16 initial-level supervisor positions after a
period not to exceed 18 months.

Another concern that surfaced was the need
for consistency in the selection methods allowed
when filling initial-level supervisor positions. As a
result, an implementation plan has been developed
to sunset the initial-level supervisor selection
method. This plan will be implemented in early
2002.

3. Miracting the Right Applicants for the Right Johs

To educate the public about our entry-level
positions and examination process, an orientation
guide was developed that provides all the necessary
information for making an informed decision about
postal employment and required examinations. This

guide explores certain aspects of the examination
process, a first step for employment consideration.
It highlights key aspects about the entrance exami-
nation (timing, scoring, etc.). It also provides details
about the hiring process.

4. Recruiting for Specialized Skills

In June 2001, SER initiated a national
recruitment effort for specialized skills, especially
for the postal maintenance and automotive
mechanic careers, beginning with its participation
in the annual SkillsUSA-VICA and Techspo
Conference. More than 13,000 of the world’s most
competitive technical students attended this con-
ference, presenting the Postal Service with a
unique opportunity to set 2 model for recruiting
highly skilled workers for hard-to-fill positions.
Conference participants learned about technical
postal careers and benefits and applied for open
examination announcements. They were also
tested onsite and offered tours of the Kansas City
Packaging and Distribution Center and Vehicle
Maintenance Facility. Of those applicants tested
onsite, 79 percent qualified, demonstrating a
venue for future recruitment efforts.

8. Giving Special Gonsideration to Temporary Employees
for Career Positions

SER deployed new policies to further the
consideration of postmaster relief/leave replace-
ment (PMR/LR) employees for career positions
through competitive examinations and direct
application for vacancies. The Commission on a
Safe and Secure Workplace reported that “a
number of managers are frustrated that they
cannot give special consideration to casual, tempo-
rary, substitute, and relief employees for career
positions when the non-career employees have
already been screened and trained and are known
to be good workers.” The new policies for
PMR/LR employees act on the recommendation
of the commission to provide special consideration
to temporary employees by allowing PMR/LRs to
get examination ratings for placement on local
hiring registers for career jobs other than post-
master and reducing the minimum service
required to apply for postmaster jobs. In addition
to examination opportunities, the new policies
provide for a shorter period of time (from three
years to one year) that PMR/LRs must serve
before they can apply for permanent postmaster
positions. The policies further expanded
PMR/LRS’ ability to apply from only in the office
in which they worked to career postmaster vacan-
cies within the commuting area.

6. Managing Transition
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In January 2001, the Postal Service made a
transition of the Priority Mail Processing Center
(PMPC) network from contract to postal. SER
was tasked to support this transition to develop
and deploy an employment strategy that would
allow 10 PMPC sites to effectively and efficiently
transition up to 6,000 contract employees to
postal employees while maintaining Priority Mail
service during transition. SER provided innovative
tools and processes to address the issues of recruit-
ment, quick hiring and retention. The area teams
hired more than 6,000 employees in a record time
of 60 days from the date of the official announce-
ment to the transition to a postal-run operation.
All ten sites were able to maintain operations
through the transition and to meet or exceed the
staffing needs to support the PMPC operations.

1. VOE Survey

SER has developed and implemented
employee opinion surveys, called Voice of the
Employee (VOE) surveys for the last 10 years. The
surveys sample one-fourth of career employees each
quarter. Each survey elicits opinions on a wide
variety of work-related issues and provides a mecha-
nism to monitor the organization. Results from the
surveys are provided on the WebEIS, and local
managers are given tools to guide use of the survey
results. Starting in FY2000, an index formed from
six of the survey questions has been used as the pri-
mary measurement of the VOE under the Postal
Service Pay for Performance Program.

The national VOE survey results for FY2001
show an index number of 58.1, an improvement
over the baseline FY2000 index of 57.5. The overall
response rate for 2001 was 55 percent versus a 47
percent rate in FY 2000. The results reflect
improved scores in the areas of employee recogni-
tion, supervisory treatment of employees, and
ability to communicate with employees.

Survey data and employee suggestions will
help the Postal Service to achieve continuous orga-
nizational improvement.

7. Workplace Environment Improvement (WEI)
The Office of WEI was created in September
1998 to reflect managements commitment to
improving the postal work environment and
bringing focus to “people issues” in the Postal
Service. Recently the work of EAP and WEI were
combined under one manager. The function
includes the Employee Assistance Program, vio-
lence prevention and crisis management activities,
the identification and propagation of indicators,
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and measures and initiatives for workplace envi-
ronment improvement. Key components of WEI
for 2001 and 2002 continue to be:

n  Coordination and implementation of recom-
mendations from the report by the
Independent Commission on a Safe and
Secure Workplace.

n  Development of the role of the Employee
Workplace Intervention Analyst position to
play a more strategic and consultative role in
field WEI efforts to provide organizational
development activities.

n Integration, assessment, and communication
of employee feedback and other workplace
environment information.

n  Support for replication of a broad array of
workplace improvement initiatives and
practices.

n  Communication of progress in improving
workplace environment. Specific areas in
which these components are carried out are:

a. Employee Assistance Program

The Postal Service EAP provides free, vol-
untary, confidential, in-person counseling
services to employees and family members from
master’s-level counselors housed in or near local
postal facilities. Counselors are available 24
hours a day, seven days a week, in convenient
locations to assist employees and family members
with a variety of difficulties that affect their lives
and their work, including emotional, financial,
legal, chemical dependency, marital, and family
problems.

The EAP provides consultation to managers
and supervisors regarding not only individual
workers, but also the work setting within which
they function. The EAP intervenes when appro-
priate through preventive efforts, such as manager
coaching and educational seminars on communi-
cation and stress management. EAP also provides
ameliorative efforts that include conflict resolu-
tion sessions and organizational interventions and
restorative actions, such as debriefings after a crit-
ical incident (e.g., suicide, domestic violence at
work, armed robbery, accidental death). In 2001,
42,285 employees and their family members
received counseling from the EAP.

48 percent of employees reported some type
of work problem that impacted their work per-
formance. EAP staff responded to more than 556
critical incidents and provided assistance to more
than 9,511 employees after these incidents.



Health and wellness seminars on topics ranging
from stress management to elder care to sub-
stance abuse were provided to 57,425 employees.

h. Violence Prevention and Crisis Management

The Workplace Environment Advisory
Committee, including representatives of employee
unions, management associations, labor relations,
and human resources, was created shortly after the
inception of this office in late 1998 with the man-
ager of WEI as chair. This group, working closely
with the Inspection Service and WEI, uses a stan-
dardized protocol for the identification and
resolution of potential “troubled worksites.” These
are postal sites that may be susceptible to threat-
ening or other undesirable behavior as a result of
individual or systemic problems. In addition,
WEI assists the field in ensuring that local threat
assessment and crisis management teams are in
place and that desired training is provided.
Finally, WEI staff are involved, on an ongoing
basis, in communication with and response to
potential threats and crisis incidents throughout
the Postal Service to ensure prompt response,
swift resolution, and maximum safety of postal
employees.

WEI played a key role in the dissemination
of the report of the independent Commission on a
Safe and Secure Workplace, also known as the
Califano Commission, because it was chaired by
Joseph A. Califano, Jr. The commission conducted
a comprehensive review and analysis of violence in
the Postal Service over a two-year period and
released it findings in August 2000.

The Commission found that while postal
employees are not more likely to be victims of
violence at work, they are more fearful than other
employees about violence in the workplace. On
the other hand, postal employees are less angry,
aggressive, hostile, depressed, and stressed than
those in the national workplace. The
Commission recognized the Postal Service’s
strong efforts in developing a comprehensive
array of programs to reduce workplace violence,
but made recommendations for the following
improvements:

n  Continue and step up violence preven-
tion programs already in place and
address underlying sources of friction.

n Screen job applicants more carefully.

n Define “zero tolerance” for violence policy.

n  Continue violence awareness training for
employees, with unions playing a greater
role.

n  Ensure that warning signals of violence are
heeded and employees know how to report
threats and violence.

n  Establish communication systems such as cell
phones or beepers for carriers on delivery
routes, especially in high crime and remote
areas.

n  Allay employee concerns about confiden-
tiality of the EAP.

n  Encourage joint local union/management
oversight.

n Train managers and union officials to better
handle employee terminations.

n Increase training of supervisors and managers
in interpersonal skills.

n  Strengthen incentives to focus managers on
the workplace environment, in addition to
customer satisfaction and financial perform-
ance.

Also, according to the Commission, the
Postal Service, unions, and management associa-
tions should overhaul dispute resolution processes
and agree on a system of financial performance
incentives for craft employees. Finally, the
Commission recommended that Congress should
consider revamping compensation systems for
postal managers and employees to eliminate or at
least raise the pay ceiling to attract the best man-
agers and effectively reward good performance of
all postal workers.

WEI continues to lead the efforts to imple-
ment the recommendations. Communication
regarding changes is ongoing.

¢. Integration of Employee Feedback and Workplace
Environment

WEI plays a pivotal role in increasing the
effectiveness with which data from the VOE
survey and other workplace environment informa-
tion are used. The Board of Governors approved a
compensable indicator using six survey questions
for the 2000 survey. This index will be retained as
a compensable indicator for 2002. WEI provides
technical assistance to the field in interpreting and
responding to these data. It also facilitates sharing
of information about field and best practices that
impact positively on the work environment.

WEI staff serve as internal consultants on
WEI efforts throughout the country, with an
emphasis on increasing the efficiency and effective-
ness of these activities, particularly with regard to
the use of outside consultants. Also, WEI is propa-
gating information throughout the Postal Service
regarding internal and external resources for
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addressing workplace environment issues,
including local and national Postal Service initia-
tives and outside sources, which have been shown
to improve workplace relationships and climate.
Finally, WEI will continue to deliver national mes-
saging in 2002, to ensure that the business case for
improving the workplace is recognized and
accepted.

d. Dependent Care

Pursuant to a Memorandum of
Understanding (MOU) negotiated with the
APWU, AFL-CIO for the 1998 - 2000 National
Agreement, the Postal Service and the APWU
jointly selected a vendor to provide a dependent
care resource and referral service to management
and APWU employees. The service allows
employees to get assistance in locating dependent
and elder care resources as well as a variety of
options to help balance work and home life. The
MOU remains in place through September 2003.

D. Postal Cost Apportionment
and Postal Ratemaking

Developments
(39 U.S.C. 101 (d))

1. Omnibus Rate Case: Docket No. R2001-1

On September 24, 2001, the Postal Service
filed a request with the Postal Rate Commission
for a recommended decision on changes in rates
and fees. The proposed overall percentage change
was 8.7 percent and included a 3-cent (or 8.8 per-
cent) increase from the current 34-cent basic
First-Class Mail rate. The proposed increase was
designed to provide an additional $4.3 billion in
annual revenue, based on a test period of FY 2003.

The filing also included numerous classifica-
tion changes that would be responsive to customer
needs and the changing environment. For example,
the Postal Service proposed that Delivery
Confirmation service be expanded to First-Class
Mail parcels, and that delivery information be
available for certified First-Class Mail letters and
flats; it proposed a new drop ship discount and a
new pallet discount for Periodicals mailers; it pro-
posed an incentive for customers to enter large,
heavy parcels at the destination Sectional Center
Facility; and it proposed including Delivery
Confirmation as a Parcel Select feature. Also, the
Postal Service proposed continuing the restruc-
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turing of post office box grouping and fees that was
begun in the previous omnibus case to better reflect
the local cost of providing the service.

On October 25, 2001, Chairman Omas of
the Postal Rate Commission suggested that the
participants pursue settlement discussions with the
goal of terminating the case before the end of the
ten-month litigation schedule typically experienced
in omnibus rate cases. Commissioner Omas pro-
posed settlement in light of recent events,
including the September 11 terrorist attacks and
the anthrax mailings, that had precipitated a
greater need for revenues than had been reflected
in the Postal Service’s filing. An early termination
of the case would allow the Postal Service to
implement rate and fee changes earlier, and would
result in greater overall revenues.

The Postal Service and the other participants
undertook extensive settlement negotiations
involving two general settlement conferences and
numerous discussions in smaller groups.
Eventually, the participants reached a settlement
agreement that would permit most of the Postal
Service’s original proposals to be implemented as
early as June 30, 2002. The agreement also incor-
porated several relatively minor changes in the
proposed rates and fees. A total of 56 out of 62
parties in the case signed the agreement. Only one
party, the American Postal Workers Union,
opposed it, challenging the proposed discounts for
First-Class Mail presort and automation letters.
The Commission scheduled hearings to consider
APWU’s opposing testimony.

When the hearings are completed, the
Commission must evaluate the settlement agree-
ment and submit a recommended decision to the
Postal Service’s Governors.

2. Omnibus Rate Case: Docket No. R2000-1
As a result of Docket No. R2000-1, filed
with the Postal Rate Commission in January 2000,

the prices the Postal Service charges for products
and services offered to the public increased an
average of 6.3 percent. These increases were imple-
mented in two stages. In the first stage, rates and
fees increased an average of 4.6 percent on January
7, 2001, when the Postal Service implemented the
Postal Rate Commission’s recommendations under
protest. An additional average 1.6 percent rate
increase was implemented on July 1, 2001, as a
result of the Postal Service Governors’ determina-
tion that the rates recommended by the
Commission would not provide enough revenue to



maintain the financial integrity of the Postal
Service.

The Commission issued its first Docket No.
R2000-1 Recommended Decision in November
2000, ten months after the Postal Service filed its
request. The Governors determined that the rates
and fees that the Commission recommended
would have resulted in a revenue shortfall of
approximately $1 billion. After considering their
statutory options, the Governors decided to allow
the Commission’s recommendations to take effect
“under protest” and to return the case to the
Commission for reconsideration. Although in its
second Recommended Decision the Commission
agreed with the Governors on several technical
points, it recommended limited changes that did
not correct the projected revenue shortfall. The
Governors responded by rejecting it and
remanding the case to the Commission for another
round of reconsideration.

When the Commission’s third Recommended
Decision did not address the issues raised by the
Governors and correct the projected revenue short-
fall, the Governors in May 2001 chose to modify
the decision. Under the Postal Reorganization Act,
the Governors must ensure that postal revenues are
sufficient to cover total estimated costs. If the
Commission recommends rates that are insuffi-
cient, the Governors have a limited ability to
change or modify those rates to correct the
revenue imbalance. Any decision to modify a
Commission-recommended decision must be
unanimous, with all Governors voting in favor of
the modified rates. The Docket No. R2000-1 case
was only the second time that the Governors have
found it necessary to modify a Commission-rec-
ommended decision in an omnibus rate case. The
Postal Service implemented the modified rates on
July 1, 2001.

Two petitions to review the Governors’ modi-
fication decision were filed in the U.S. Court of
Appeals, but both petitions were withdrawn
shortly after filing, leaving the modification
unchallenged in the courts.

3. Ride-Along Experiment Extension Case:
Docket No. MC2001-3
On September 28, 2001, the Postal Service

filed a request with the Postal Rate Commission
to extend the expiration date of the ongoing
experimental Periodicals Ride-Along classifica-
tion, which had been established in Docket No.
MC2000-1. The Ride-Along experiment permits
an enclosure included in periodicals mailings to

pay a flat, per-piece rate of ten cents. This is
more affordable for mailers than the prior
requirement to pay the Standard Mail rate for the
piece. It is also simpler for the Postal Service to
administer.

The Postal Service requested the extension,
pending the issuance of a Postal Rate
Commission recommendation on the permanent
classification and rate changes for Ride-Along
proposed in the omnibus rate case, Docket No.
R2001-1. The experimental classification would
have expired on February 20, 2002, unless the
Postal Rate Commission recommended the
requested extension.

The participants in the proceeding negoti-
ated a settlement agreement based on the Postal
Service’s proposal. On January 11, 2002, the
Commission issued its Recommended Decision,
essentially adopting the unopposed Stipulation
and Agreement to extend the experiment.

4. Experimental Suspension of Fee for
Manual Delivery Gonfirmation Case:
Dockets No. R2001-2 and MC2001-2

On September 20, 2001, the Postal Service
requested a Commission-recommended decision
on an experimental mail classification proposal
that would allow the Postal Service to offer
Delivery Confirmation service without fee to retail
Priority Mail customers from December 1 through
16, 2001. The proposal had three objectives. First,
the proposed experiment was expected to give
postal customers an incentive to mail packages
before the busiest week of the holiday mailing
season, with a possible associated reduction in the
Postal Service’s resource needs during the peak
period. Second, it would introduce the retail
Delivery Confirmation service to customers who
otherwise would not be aware of it. Third, the
experiment was expected to provide valuable expe-
rience with more flexible pricing approaches.

The Postal Rate Commission established an
expedited schedule for consideration of the pro-
posal, with the goal of issuing a recommended
decision in mid-November. On November 5,
2001, the Postal Service withdrew its request. It
explained that, in light of the need to face the
challenges posed by the recent world events,
including use of the mail for bioterrorist acts, the
most prudent course would be to focus its window
service and retail operations on the provision of
existing domestic services during the upcoming
holiday peak mailing season. The Commission
closed this docket on November 6, 2001.
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5. Experimental Presorted Priority Mail Rate
Case: Docket No. MC2001-1
On March 7, 2001, the Postal Service

requested the Postal Rate Commission to issue a
recommended decision on a proposed experimental
Priority Mail presort classification. The Postal
Service proposed a three-year experiment to deter-
mine the effect on Priority Mail costs, volumes, and
revenues resulting from new Priority Mail work-
sharing discounts. The experiment would offer
discounts to a limited number of customers for sor-
tation to the ADC, 3-digit or 5-digit level.
Following negotiations among the participants in
the proceeding, on May 17, 2001, the Postal Service
asked the Commission to base its recommendation
on an agreement settling all the issues in the case.
This Stipulation and Agreement limited the term of
the experiment to approximately two years. On
May 25, 2001, the Postal Rate Commission issued a
decision recommending the implementation of this
experiment, based on the terms of the Stipulation
and Agreement. The Governors of the Postal Service
approved, and the Postal Service implemented the
Priority Mail experimental presort discounts on July
15, 2001.

6. First-Class Mail Service Standards
Complaint Case: Docket No. C2001-3

On May 19, 2001, a complaint was filed with
the Postal Rate Commission, pursuant to 39 U.S.C.
3662, alleging that in 2000 and 2001 the Postal
Service implemented changes in two- and three-day
service standards for First-Class Mail on a nation-
wide or substantially nationwide basis, without first
requesting a Commission advisory opinion, pur-
suant to 39 U.S.C. 3661. The complaint also
alleged that the First-Class Mail service resulting
from these service standard changes did not comply
with various policies under the Postal
Reorganization Act. While the Postal Service
admitted that service standard changes occurred
during 2000 and 2001, it did not consider that a
request for an advisory opinion was required.
Rather, it contended that the service standard
changes were part of a more extensive realignment
plan previously submitted for Commission review
in Docket No. N89-1. The Postal Service also did
not consider that the service resulting from the
changes was inconsistent with any policies of the
Act. The complaint proceeding is pending before
the Commission.
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7. Priority Mail Rates Complaint Case:
Docket No. C2001-2
On January 12, 2001, a complaint was filed

with the Postal Rate Commission, pursuant to 39
U.S.C. 3662, alleging that the one- and two-pound
Priority Mail rates implemented on January 7,
2001, as a result of Docket No. R2000-1, did not
conform to the policies of the Postal Reorganization
Act. The complaint argued that, by rejecting a
Commission-recommended change in the Priority
Mail flat-rate envelope classification in Docket No.
R2000-1, while at the same time implementing the
Priority Mail rates the Commission had recom-
mended, the Postal Service Governors had
implemented one-pound and two-pound Priority
Mail rates that were not supported by the eviden-
tiary record of the case. The Postal Service moved to
dismiss the complaint on a variety of statutory and
jurisdictional grounds, and because the complaint
was substantively without merit. On April 27,
2001, the Postal Rate Commission declined to insti-
tute proceedings and dismissed the complaint.

8. Sunday and Holiday Collections

Complaint Case: Docket No. C2001-1

On October 27, 2000, a complaint was filed
with the Postal Rate Commission, pursuant to 39
U.S.C. 3662, alleging that changes in Sunday and
holiday mail service implemented by the Postal
Service in previous years had resulted in a nation-
wide or substantially nationwide change in service
for which the Postal Service should have requested
an advisory opinion from the Postal Rate
Commission under 39 U.S.C. 3661. The Postal
Service moved to dismiss the complaint on the
grounds that it did not allege a belief that the Postal
Service was failing to provide services in confor-
mance with the polices of the Act. The Postal Rate
Commission dismissed the portion of the com-
plaint relating to the termination of outgoing mail
service on Sundays in 1988, but it declined to dis-
miss the portion of the complaint relating to
changes in holiday mail service. The complainant
has yet to complete presentation of his direct case,
and the case is still pending,

9. PosteCS Complaint Case:
Docket No. C99-1
In October 1998, United Parcel Service (UPS)
filed a complaint with the Postal Rate Commission,
pursuant to 39 U.S.C. 3662, concerning the Postal
Service’s provision of PosteCS, a wholly electronic,
Internet-based document service designed to sup-



port secure electronic communications. The funda-
mental basis for the complaint was the allegation
that the Postal Service is offering PosteCS to the
public without having first submitted to the
Commission a request for a recommended decision
on classification provisions and rates associated with
this service. The complaint further alleged that pro-
vision of PosteCS at no charge on an introductory
basis is contrary to the pricing standard of the Postal
Reorganization Act. Finally, the complaint alleged
that the service constituted a “nationwide change in
service” for which an advisory opinion must be
requested under that Act, pursuant to 39 U.S.C.
3661.

The Postal Service moved to dismiss the
complaint. In its motion to dismiss, the Postal
Service maintained that the Commission does not
have subject matter jurisdiction to entertain the
question of whether PosteCS is a “postal” service.
Even if the Commission had jurisdiction to con-
sider the complaint, the Postal Service asserted
that PosteCS is plainly not a “postal” service for
purposes of the Commission’s jurisdiction,
according to the definitions of that term put forth
by the courts, the Commission, and the
Governors of the Postal Service. On May 3, 1999,
the Commission issued an order denying the
Postal Service’s motion to dismiss and ordering
further proceedings on the question of whether
PosteCS is a “postal” service for purposes of the
Commission’s rate and classification jurisdiction.
Throughout 2000 and 2001, the Commission
addressed disputes related to discovery. On
November 9, 2001, the Presiding Officer issued a
ruling granting a motion by UPS to suspend pro-
ceedings in the complaint case, pending the
conclusion of the omnibus rate case, Docket No.

R2001-1.

E. Transportation Policies
(39 U.S.C. 101 (e),(f))

1. General

The Postal Service spent $5.1 billion for the
contractual transportation of mail in 2001. This
represents a 7.4 percent increase in the transporta-
tion expenses as reported in 2000. However, in
FY2001, the Priority Mail Processing Center
(PMPC) contract was cancelled and, as a result,
costs totaling $275 million in 2001 that previously
were classified as other expenses under the PMPC
contract are reported as transportation expense in

FY2001. When the 2001 transportation expense is
adjusted to a basis comparable to 2000, the
increase is only 1.5 percent.

2. Domestic Transportation

a. Air Transportation

Air transportation costs in 2001 totaled
$1.9 billion. These costs include the use of com-
mercial airlines (passenger and freight) and
dedicated networks. The Postal Service con-
tracted with 55 commercial airlines to move
more than 2.94 billion pounds of domestic mail
last year. Twelve of the commercial airlines han-
dled 75 percent of the total volume. Since
September the Postal Service has not been able
to transport certain mail on commercial airlines
due to FAA restrictions. This resulted in dramat-
ically lower volumes flown on commercial
airlines and will continue to do so as long as the
restrictions are in place.

To supplement the movement of mail by
air, the Postal Service operated dedicated net-
works for most of the year. These dedicated
networks gave way to a transportation agreement
with FedEx in August, 2000 that improves air
operations. This new alliance replaced all of the
existing air networks and most of the point-to-
point aircraft. The alliance addressed
transportation requirements for significant por-
tions of Express Mail, Priority Mail, and
First-Class Mail.

The events of September 11 had a pro-
found impact on the need for dedicated air
service. The inability to transport certain mail
resulted in the need to expand the FedEx alliance
and also required some additional dedicated air
taxi service to offshore locations such as Hawaii,
Alaska, and Puerto Rico.

b. Rail Transportation

Postal Service expenses for all rail trans-
portation were $239 million for 2001. This
represents a 13.5 percent decrease from 2000.
The Postal Service held contracts with eight rail-
roads that perform service on approximately
2,100 rail segments. Contracts with one major
rail supplier were not renewed in September
2001 because of their request for double digit
price increases.

In 2001 the Postal Service paid Amtrak
$90 million for rail transportation service. The
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Amtrak transportation network provides service
for the majority of Periodical Mail.

c. Highway Transportation

The Postal Service expended approximately
$2.3 billion for highway mail transportation in
2001, an 8.1 percent increase over 2000. This
increase was driven by the reclassification of
expenses from services to transportation for the
PMPC and the realignment of two- and three-day
service. The two- and three-day service realign-
ment resulted in mail being diverted from the air
to service-responsive surface transportation.

d. Hub and Spoke Program

The hub and spoke program was expanded
by four facilities in 2001. The hub and spoke pro-
gram is crucial to the two- and three-day service
realignment and continues to support dedicated
air transportation.

e. Domestic Water Transportation

In 2001, the cost of transporting mail to
domestic offshore destinations was $29 million, a
3 percent decrease over 2000.

3. International Transportation

a. International Air Transportation

The Postal Service continues to align its air
transportation strategy to provide universal service
that satisfies the global delivery requirements of
American businesses and consumers. In 2001, the
Postal Service spent $182 million for international
air transportation to provide global delivery service
to more than 188 foreign postal administrations.
U.S.-flag suppliers were paid $143.2 million, and
foreign-flag suppliers received $38.8 million. The
use of foreign-flag suppliers, particularly for airmail
service, expands the Postal Service’s ability to reach
destinations where U.S.-flag suppliers do not pro-
vide the required service. In addition, the cost of
military mail, reimbursed by the Department of
Defense, was $122.7 million.

b. International Surface Transportation

In 2001, the cost of international surface
transportation by ocean was $6.6 million. Ocean
suppliers are awarded on the basis of a best value,
comparative analysis of proposals.

c. Terminal Dues and Transit Charges

Under the acts of the Universal Postal Union
(UPU) each postal administration which receives
mail from another administration has the right to
collect from the sending administration a payment
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for the costs incurred in processing and delivering
mail received from that administration, those
charges are called terminal dues. Additionally, the
UPU provides for transit charges for mail which is
exchanged between administrations through a
third country.

Transit charges are paid by the sending
country to the intermediary country for for-
warding mail to the destination. During FY 2001
the Postal Service paid $477.2 million for these
fees and in FY 2000 $425.8 million was paid.

4. Postal-Owned Transportation

NIOB

Vehicle Type

Inventory
1/4-Ton 3318
1/2-Ton 112,768
1-Ton 1,307
2-and 2 1/2-Ton 1263
Cargo Vans 2424
Tractors 1819
Spotters 405
Trailers 5,146
Service 5,068
Administrative 5453
Law Enforcement 2871
Mobile Post Office 218
Miscellaneous _ 186
Total Owned 208,318
Leased Vehicles _ 112
Grand Total 215,630
Postal Service Vehicle Operating Trends 2000
Number of vehicles 208,318
Miles traveled (millions) 1151
Miles per gallon 95
Cost per vehicle S 4132
Cost per mile S0.76

5. Mail Transport Equipment (MTE)

The Mail Transport Equipment (MTE) con-
tract service provides an integrated network (i.e.,
distribution, logistics/network management, and
information services supporting tracking and
tracing) for the Postal Service’s mail handling
equipment. Five operational suppliers manage 22
MTE service contract sites broken out by city clus-
ters of normally three pairs. These city clusters are
located throughout the United States. Moreover,
the network is operated through an Operating
Systems Integration and Management contract. Six
firms’ fixed-priced contracts were competitively



awarded among five suppliers on September 19,
1998. The contracts are currently funded for $1.7
billion, with a 5-year basic contract period and one
5-year option period. During FY 2001, the MTE
service contracts processed and repaired more than
1,185,000,000 units valued at $227.2 million, at
an average unit price of $17.86 cents.

The independent and externally administered
Customer Satisfaction Measurement system consis-
tently shows high marks, from both premier and
national accounts, for the availability of serviceable

MTE.

F. Postal Facilities, Equipment and
Employee Working Conditions

(39 U.S.C. 101 (g))

1. Safety and Health

The Postal Service continued to enhance the
safety and health program, through inspections, pro-
gram evaluations, targeted accident reduction
efforts, and partnerships with federal regulators.

The Postal Service implemented a new safety
inspection process to ensure inspection of every
facility on a timely basis. To support this effort,
national mailings of inspection checklists were
accomplished and facility safety coordinators were
introduced to a new training program and a series
of “Infopaks” detailing technical and administrative
information. Both safety professionals and line
management were supported by the upgraded
Safety Toolkit, a computer program to assist with
inspection reporting and abatement. The Postal
Service also continued to upgrade the Safety Toolkit
Resource Page, a comprehensive source of refer-
ences, guidance, and other information on
employee safety and health.

Internal safety and health program evalua-
tions were accomplished, to provide a “leading
indicator” of safety performance. Improvements in
program scores were noted across the board.
Program guides were upgraded, and a new small
facility guide was issued. The program guide con-
tinues to be based on OSHA guidance and best
industry practices.

The Postal Service also continues to partner
with OSHA on employee safety and health. Two
facilities (Buffalo, NY, and Pittsburgh, PA)
achieved “Star” status under the OSHA Voluntary
Protection Program. This is the highest rating
under the prestigious OSHA program. The Postal

Service also continued to pursue strategic partner-
ships with OSHA on several issues, as well as
timely investigation of employee complaints and
response to citations.

Management was tasked with developing
action plans to focus on critical causes of accidents:
slips, trips, and falls; materials handling; motor
vehicle accidents; and employee history of repeat
accidents. This is an ongoing, sustainable effort to
target these causes and reduce injuries and illnesses.
To support this effort, an Accident Reduction
Center was created on the Toolkit Resource Page,
which contains action plans, best practices, and
accident data and analysis.

Employee communication was a principal
safety and health goal this year. The Postal Service
began sending out a series of special communica-
tions programs using videos, posters, and safety
talks, as well as other internal communications
vehicles. The purpose was to remind all
employees why working safely is important to
them, to those they love, and to the Postal
Service.

2. Environmental Programs

The Postal Service awarded four national
environmental service contracts that reduced costs,
increased efficiency, and assured standardized
delivery of services necessary to support environ-
mental compliance activities.

These four contracts replaced more than 270
existing contracts and will save the Postal Service
$30 million over the next four years. Services cov-
ered under these contracts include planning,
program development, testing, sampling, analysis,
compliance reviews, training, studies, and surveys
on environmental issues.

The contracts provide a mechanism for Postal
Service personnel to obtain top quality services
necessary to support environmental compliance
activities and programs while reducing costs, elimi-
nating duplication of effort, and taking advantage
of innovations and increased efficiencies by the
contractors.

These contracts also enabled the Postal
Service to reduce its field environmental comple-
ment of environmental staff by 30 percent and
significantly cut expenditures last year.
Stakeholders continued to receive all necessary sup-
port, however, due to a business-driven
realignment of environmental field support serv-
ices, improved technology solutions, and
strategically driven budgeting.
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In 2001, the Postal Service won seven White
House “Closing the Circle” awards — the most
ever received by the Postal Service. These awards
are the federal government’s top award for environ-
mental leadership and innovation. One of these
initiatives — Total Resource Management — also
won the Postal Service’s top project management
award.

In May 2001, the Postal Service received the
first of 500 electric delivery vehicles that will be
deployed in California, New York, and the
Washington, DC, metropolitan area. The new
electric postal vehicle has no tailpipe because it
creates no fumes. It has a battery pack instead of a
fuel tank, which means no foreign oil and no trips
to the gas station. It tracks better through the
snow because it's heavier than the gas-powered
version and has better wheel alignment. And the
postal carriers who have tested the prototypes
making curbside deliveries in California say they
also like one other feature of the quiet electric
vehicle — the dogs don't hear it.

Ongoing efforts include deployment of the
500 electric-powered delivery vehicles began in
February and will be completed in April 2002.
Letter Carriers in southern California, White
Plains, NY, and Washington, DC, are using these

zero-emissions vehicles successfully.
3. Facilities

a. Real Estate Inventory

TABLE 1.2 POSTAL SERVICE REAL ESTATE INVENTQRY

Total owned facilities 8,203
Total owned interior square feet 218,741,826
Total owned land in square feet 890,468,826
Total leased facilities 26,594
Total leased interior square feet 103,179,262
Total GSA/other government facilities 451
Total GSA/other government interior square feet 4,446,759
Annual rent paid to lessors $818.9 million

b. Realty Asset Management

Realty Asset Management is the part of
Facilities that provides internal expertise to
identify, analyze, and maximize the return on
underutilized and surplus real property assets
controlled by the Postal Service. This organization
generates income from real estate assets by
maximizing postal property value through its
highest and best use, leasing or subleasing excess
postal space to government and public tenants,

28|2001 Comprehensive Statement on Postal Operations| Chapter 1 Compliance with Statutory Policies

and selling surplus real property. During 2001,
revenues totaling $86.7 million were generated by
Realty Asset Management from the following
sources:

¢. Facilities Workload

TABLE 1.3 REALTY ASSET MANAGEMENT

Leasing to private tenants $10.2 million
Leasing to government tenants $29.6 million
Sales of excess property $22.7 million
Rent from developmental property $24.2 million
4. Purchasing and Materials
\B 4 F PR
Projects Projects
Completed Ongoing
During as of End
2001 of 2001
New construction, major
renovations, and expansion projects 210 314
Building purchases 86 54
New lease construction 230 243
Other lease actions
(alternative quarters, new leases,
and lease renewals) 6,064 1,597
Expense repair and
alteration projects 9,496 3,605
Captial repair and
alteration projects 8,983 1,974

a. Introduction

In 2001, the Postal Service made more than
38.7 thousand contractual actions (contract
awards and modifications) worth more than
$13.8 billion. While this dollar total is one of
the largest in Postal Service history, it includes
the award of a $6.3 billion contract to Federal
Express for mail transportation services, the
largest contract ever awarded by the Postal
Service. Generally, 2001 saw a decrease in Postal
Service purchase actions due to the overall fiscal
state of the Postal Service. In this business envi-
ronment, Purchasing and Materials took effective
steps to maximize purchasing leverage and to
simplify processes throughout the organization.
Results from these efforts have proven very posi-
tive, in areas such as supply chain management,
fuel programs, and materials management-



related initiatives, and will continue to pay divi-
dends for years to come.

b. Supply Chain Management

Purchasing and Materials has identified the
supply chain management philosophy and atten-
dant business practices as central to its efforts to
further the business and competitive objectives of
the Postal Service. During 2001, Purchasing and
Materials dramatically expanded its application of
these business practices throughout Postal Service
purchasing and materials management, and the
results have been impressive.

Over the past several years, supply chain
management has become one of the most impor-
tant aspects of successful contemporary businesses;
a few years ago, it became a major tenet of the
Postal Service’s Breakthrough Productivity
Initiative. In general terms, supply chain manage-
ment is the analysis of the purchase process and
the supply stream, from the supplier’s supplier to
the customer’s use and disposal, in order to
increase customer satisfaction and decrease overall
cost. Effective supply chain management involves a
number of business practices, including close inter-
action among end users, buyers, and suppliers,
long-term contracts, and ongoing analysis and
improvement of operating and administrative
processes.

A Supply Chain Management Core Team has
been in place for the past several years, using
process management data analysis and other busi-
ness practices to help implement supply chain
management throughout Postal Service purchasing
and material management. More than 90 supply
chain “Centers of Excellence” (COEs) (an increase
of 30 over last fiscal year) have been established
throughout Purchasing and Materials and are
using supply chain management business practices
to benefit the Postal Service. The COEs are cen-
tered around cross-functional teams, representing
both purchasing and internal customers, and each
is commodity-focused, investigating how customer
satisfaction can be improved and savings realized.
As a result, strategic partnerships have been devel-
oped with, among others, suppliers providing
office products, packaging for expedited mailings,
mail transport equipment, and cellular phones and
services. These partnerships offer quick delivery,
and often cost savings, through electronic com-
merce. The Postal Service also receives discounts
and rebates depending on the amount of business
done with a particular supplier. Due to the wide
variety of goods and services purchased by the

Postal Service, such partnerships will grow, as will
the customer service and financial benefits
received.

During 2001, several significant new part-
nerships were formed. A gain-sharing contract
was awarded to SBC Global Services, Inc., for
voice network services at more than 37,000
Postal Service facilities. As part of the contract,
SBC has guaranteed $15 million in savings, and
in August the company provided the Postal
Service with the first rebate check, in the amount
of $5 million. Partnerships were formed with two
custodial product suppliers to provide all of the
Postal Service’s needs for this commodity. The
business advantages include lower prices through
consolidation of requirements and volume pur-
chasing, enhanced quality, and end-user
satisfaction.

Goodyear Tire and Rubber Co. was awarded
a long-term contract and is now the exclusive sup-
plier of new tires for the Postal Service’s
200,000-plus fleet of trucks, vans, and delivery
vehicles. During the term of the contract, the
Postal Service expects to save at least ten percent
per year. An added aspect of this contract is that
Postal Service employees will receive significant
personal savings in tire purchases and automotive
services from participating Goodyear dealers.

These commodity-based contracts are illus-
trative of how the Postal Service is using supply
chain management business techniques to reduce
costs and deliver quality. Cross-functional pur-
chase teams define requirements, analyze demand
data, use process management tools to devise
optimum business approaches, and work with
suppliers to reach mutually beneficial agreements.
Although in the past several years supply chain
management has led to some substantial achieve-
ments, FY2001 raised the bar — cost reductions
had been predicted to be $100 million — and
instead they reached $157 million. Some of this
amount contributed directly to the Postal
Service’s bottom line, and the remainder was
reinvested.

One commodity receiving particular atten-
tion was transportation fuel, which annually costs
the Postal Service more than $700 million. A Fuel
Management Program has been established, based
on a pilot test that began in 1998. The program
provides lower cost fuel to suppliers who transport
and deliver mail on behalf of the Postal Service
(historically, these suppliers purchased the fuel on
the open market). Two contracts have been
awarded to suppliers for approximately 95 million
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gallons of fuel nationwide, and savings have been
estimated at about $0.12 per gallon. Additionally,
savings are being realized nationwide through the
use of a fuel card that can also be used for vehicle
maintenance services.

Innovative business practices have been and
continue to be used to further supply chain man-
agement. Reverse auctioning, an Internet-based
business practice, was first used during FY2000 for
selected commodities. Reverse auctioning allows
potential suppliers to adjust their proposed price
on-line as they react to the proposed prices of their
competitors. The results for the Postal Service are
lower prices, better negotiating position, shorter
purchasing cycles, and improved productivity.
During 2001, reverse auctions were held for sev-
eral commodities. In one case, a reverse auction for
corrugated boxes generated savings of $2.5 mil-
lion.

The adoption of supply chain management
by Purchasing and Materials has obviously led to
some real successes. However, more can be
achieved. Purchasing and Materials’ senior man-
agement began a complete review of organizational
structure, effectiveness, and human resources and
skill sets. During FY 2003, a new structure will be
in place, and it will maximize the use of com-
modity teams, supply chain management business
practices, and technology to ensure that Postal
Service purchasing and materials management
continue at the forefront of both the public and
the private sectors.

c. Process Simplification

For some time, small purchases have been
made locally by Postal Service employees via credit
card. This allows users to purchase day-to-day oper-
ational needs quickly and efficiently. The new
emphasis on supply chain management and large
consolidated contracts for many of these common
items has somewhat reduced the need for these
buys (while also increasing Postal Service pur-
chasing power), but providing local offices with the
means to get what they need when they need it
remains important. During 2001, the number of
credit cards in use remained approximately the
same as it was in FY 2000, and the total dollar
amount of such purchases shrank by approximately
one-sixth, mostly due to the Postal Service’s finan-
cial position and budget tightening.

New policies and tools have also been intro-
duced to simplify the purchasing process. In FY
2000, several years worth of effort led to a com-
plete redesign of the contractual documentation
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used for Postal Service solicitations and contracts.
With the issuance of the new policies in January
2002, Postal Service solicitations will consist of
three basic solicitation provisions, and contracts
will consist of two basic clauses. Contracting offi-
cers and purchase teams will add to or modify
these basic terms and conditions based on the
item being purchased or the contract type being
used, and the result will be contracts that have far
more in common with commercial terms and
conditions than those generally used in govern-
ment contracts.

Among the new tools bringing greater effi-
ciency to Postal Service purchasing is a web-based
application, eBuy, which links Postal Service
employees, purchasing and materials management
professionals, web-based catalogs, and suppliers.
EBuy provides a “papertless” requisitioning, pur-
chasing, and payment system, while ensuring
adequate oversight. The benefits are significant.
Transaction and other administrative costs have
been reduced, prices for most available commodi-
ties have fallen, and large inventories are no longer
required. At the same time, lead times are reduced,
and purchasing professionals are freed from con-
centrating on transactions and now can concentrate
on strategic sourcing. Another new tool we are
introducing is the electronic Governmentwide
Point of Entry (GPE), which has replaced the
Commerce Business Daily as the means of publi-
cizing purchase opportunities. The GPE is accessed
via the Internet.

d. Materials

The materials organization of Purchasing and
Materials is responsible for managing thousands of
line items required for daily Postal Service opera-
tions, providing purchasing and materials support
to the areas through ten Purchasing and Materials
Service Centers (PMSCs), and operating of one
Material Distribution Center. The Materials cata-
loging function maintains more than 25,000
stocked items and more than 6,000 direct supplier
items.

Gross sales for the Materials wholesale oper-
ations were $356 million in parts, supplies,
printed materials and equipment. Issues from
wholesale inventories amounted to $156 million,
while electronic commerce-based direct sales
from 90 suppliers rose to $200 million, a 25 per-
cent increase over last year. At the same time, the
Label Printing Center produced more than 2 bil-
lion mail processing labels, and the Mail
Equipment Shops produced more than 1.6 mil-



lion sacks and pouches, 4.4 million keys, and
330,000 locks.

Continuing our process management efforts
with internal Postal Service partners, Materials
worked with Retail to save an additional $11 mil-
lion on the distribution of merchandise to all postal
stores and outlets and $412,000 in packaged
stamps. Another partnership was established with
the Consumer Advocate, under which a test for the
on-line sales of unclaimed property from the Mail
Recovery Centers (MRCs) was begun. Using a
single MRC as a pilot test, more than 36,000 items
were sold, and this generated approximately $1.4
million in net revenue. In its preliminary findings,
the Consumer Advocate’s organization stated that
this figure was three times that of past returns, and
this test will be extended into FY 2002.

Partnerships with other Postal Service organi-
zations yielded similar successes. Working with the
Maintenance Management organization, Materials
improved order and delivery cycle times from 14
days to 10 days. This will decrease field inventory
investments by more than $2 million annually. In
partnership with Delivery Confirmation, we devel-
oped and obtained funding, and initiated
equipment acquisition for consolidating national
delivery confirmation label production into the
Label Print Center. This is projected to save $1.8
million by the fourth quarter of FY 2002. And,
working with Retail's POS ONE (Point-of-Service
One) program, Materials was able to institute a
program that identified $3 million in underused
equipment and redeployed it in lieu of new pur-
chases.

Materials Distribution organization also
began using the Freight Traffic Management
System (FTMS) — a web-based software system
that calculates expected freight charges and allows a
user to select the best value carrier. The system is
used by materials distribution and materials man-
agement specialists at the areas and districts; it
calculates expected freight charges and allows a user
to select the best value carrier. Materials also
worked with Fleet Management, the Inspection
Service, Finance, the General Services
Administration, and four vehicle manufacturers to
purchase 1,083 non-mail vehicles. The purchase
ensures timely deliveries and prompt payments,
and it resulted in overall cost avoidance of $2 mil-
lion. Last in this area, Materials evaluated more
than 42 major acquisitions for transportation
opportunities and obtained an average 10 percent
savings.

To reduce operating costs and improve cus-
tomer service, Materials reviewed distribution
requirements and support structure. This led to the
closing of the South River, NJ Materials
Distribution Center. The closing resulted from a
volume decline in supply and equipment
operations and an accelerated use of direct vendor
deliveries. Operational savings of $2 million will be
realized from the closing, as will an additional $2
million once the facility is leased to commercial
operations. Additional savings were obtained by
reducing wholesale inventories from $148.5 million
to $138.6 million through increased use of direct
vendor deliveries and implementation of phased
deliveries under the automated warehouse replen-
ishment initiative.

The Recovery of Assets and Materials (RAM)
initiative, begun in 1998, continues to reap suc-
cesses. RAM manages field surplus and excess
equipment. In 2001, equipment reallocations and
cost avoidance in lieu of new purchases were more
than $78 million, an 80 percent improvement over
FY 2000.

e. Professional Development

In order to further integrate commercial best
practices into Postal Service purchasing, we are
changing our training to focus more on the private
sector. However, while in the process of phasing
out most of our in-house curriculum, we continue
to conduct select purchasing and materials courses.
During 2001, more than 500 purchasing and
materials employees attended 23 courses. All of the
courses receive college credit recommendations
from the American Council on Education.

As noted, Purchasing and Materials is transi-
tioning to full implementation and management of
an integrated supply chain, and we are transi-
tioning to the use of commercially available supply
management courses. In 2001, 448 Purchasing and
Materials professionals systemwide attended 18
offerings of the two-day Institute for Supply
Management seminar, "Purchasing and Materials:
Creating a Seamless Process.” Purchasing and
Materials professionals will attend more such
courses in FY 2002 and beyond. In terms of educa-
tion and professional attainments, as of January
2001, more than 60 percent of Purchasing and
Materials’ professional and administrative staff
attained at least a bachelor’s degree or higher, and
more than 38 percent had attained a professional
certification in either the purchasing or materials
management discipline.
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Under the Office of Government Ethics
(OGE) guidelines, the Postal Service must provide
designated employees with annual ethics update
training. In 2001, web-based ethics training was
developed and provided to more than 350
Purchasing and Materials employees, thereby
meeting the OGE annual training requirement.

f. Major Purchases

The contract awarded to Federal Express for
handling and transportation of expedited mail,
worth $6.3 billion, is the largest contract ever
awarded by the Postal Service. Performance began
in August 2000, and is scheduled to continue for
seven years. More than 61 million pounds of mail
per year will move under the contract. The Postal
Service also entered into a retail agreement with
Federal Express for the placement of its collection
boxes at designated Postal Service facilities. An
indefinite delivery contract with United Airlines
for the transportation of First-Class Mail
amounted to $427.9 million, and a similar con-
tract awarded to Delta Airlines amounted to
$390.4 million.

In the Supplies and Services area, significant
contractual actions included the exercise of an
option contained in an existing contract with
Ford Motor Company calling for the delivery of
more than 11,000 carrier vehicles and priced at
more than $235.1 million. Another contract
modification, this one with Lockheed Martin and
for Recognition Improvement Program II, was
executed in September and valued at $152 mil-
lion. Also of interest is a two-year contract for the
aggregated natural gas requirements of 125 Postal
Service facilities in the Eastern, New York Metro,
and Capital Metro Operations areas. The con-
tract, which was awarded to a
Native-American-owned, Tulsa, OK, company,
stabilizes and reduces natural gas prices for these
facilities.

In the Design and Construction commodity
area, a $35.5 million contract was awarded for
major renovations to the Seattle Processing and
Distribution Center (PDC). The renovations
include a complete roof replacement, security
improvements and structural and seismic
upgrades. A $9.1 million contract was awarded in
November for an expansion at the Champaign,
IL, PDC. The work, which was completed 90
days ahead of schedule, included the construction
of an 88,000-foot addition to the existing work-
place.
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g. Supplier Diversity

The Postal Service’s Supplier Diversity pro-
gram is a fundamental element in its corporate
strategy to remain competitive and profitable in
the marketplace. The Postal Service’s record is a
good one, and because its business and financial
challenges are more similar to those of the private
sector than to those of government agencies, the
Postal Service has adopted more of a private-
sector approach to supplier diversity. That
approach is based on strengthening the supplier
base by reaching out to identify strong suppliers
and providing them with opportunities to com-
pete for Postal Service contracts.

The Postal Service periodically benchmarks
itself against both the public and private sectors,
and historically, the results have proven substan-
tial. These efforts continued during 2001. For
example, the Postal Service participated in a sup-
plier diversity survey of Conference Board firms.
The survey found that the Postal Service was a
leader in the use of small and woman-owned
firms, and "above average" with minority-owned
firms. While direct comparisons are extremely dif-
ficult, given the wide differences among the data
available for comparison, this leadership position
was reconfirmed from a second source. In the
second annual DIV2000.com survey of 100,000
small, minority, and woman-owned suppliers, the
Postal Service ranked sixth among public sector
entities in promoting "multicultural business
opportunities.” While this ranking reflects both
effort and success, it is a drop from the Postal
Service’s number two ranking last year. However,
overall program results naturally were affected by
the general decrease in contract opportunities
during 2001, and the statistical spike resulting
from the contract awarded to Federal Express.

Earlier in the year, the Postal Service was the
only public sector entity chosen to participate,
with a number of Fortune 100 firms, in the
development of a Public Broadcasting Service
series on the importance of supplier diversity. The
program is now being aired in several markets,
and the Postal Service uses it as part of its
ongoing supplier diversity training. The Postal
Service also has developed a Computer-Based
Training course addressing postal-specific supplier
diversity issues. The course will be broadly distrib-
uted and used during 2002, and appears so
promising that at least one local chapter of the
National Minority Supplier Diversity Council has

requested use of the course.



The Postal Service continues to maintain
close relationships with a number of national
associations and their affiliates that support sup-
plier development and diversity throughout the
country. During 2001, the Service sponsored or
actively participated in an estimated 100 fairs
and events focused on supplier diversity across
the nation. The Postal Service website,
USPS.com, contains a variety of material
designed to provide information on how to do
business with the Postal Service, connects to
buyers and key contact points, and delivers
information on contract opportunities as they
arise.

Policy changes regarding subcontracts with
small, minority, and woman-owned businesses
introduced in 1999 continue to gain attention.
Some 440 firms submitted subcontracting
reports in 2001, up markedly from the 310 that

reported last year. However, despite the increase
in firms reporting, subcontract dollars with
small, minority and woman-owned businesses
for 2001 were significantly lower than last year.

Outside of the subcontracting area, more
than $3.8 billion (representing more than 69
percent of contractual actions) went to small
businesses. Nearly $314 million (representing
8.8 percent of contractual actions) went to
minority businesses, and more than $569 mil-
lion (representing 12.3 percent of contractual
actions) went to woman-owned businesses. Last,
the Postal Service committed more than $58.3
million to suppliers that employ blind and
severely handicapped people under the Javits,
Wagner, O'Day statutes.
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Chapter 11 Postal Operations

A. Public Perceptions, Customer
Outreach and Mailer Liaison

1. Customer Feedback Analysis

The Postal Service uses a variety of methods to
communicate with customers about our services,
products, policies and personnel. The aggregated
data from these sources allow us to formally inte-
grate the voice of the individual consumer into our
business practices and provide feedback to
operations where we can take action, respond and
improve. In 2001, the number of customer contacts
through traditional methods of communications
(i.e., letters, phone calls, customer walk-ins)
decreased. The number of customer inquiries via
Internet, an alternative customer communication
vehicle, increased 40 percent.

The Postal Service logged 254,200 customer
contacts during 2001, an approximate 5 percent
decrease. Of these, 3 percent were compliments,

2 percent were general information requests and 95
percent were service issues. The volume of Internet
inquiries skyrocketed, reaching 159,804 e-mails —
68,779 over last year.

The increase in customer contacts occurred in
all ten Postal Service areas.

2. Customer Qutreach and Mailer Liaison

a. National Postal Forum (NPF)

National Postal Forums were held in
Orlando, FL, and Denver, CO, with over 10,000
business customers and exhibitors attending,.
Business mailers attended the Forum for informa-
tion on mailing industry issues, trends and
opportunities; to learn about cutting-edge tech-
nology; to participate in information-packed
business and educational sessions; to have access to
Postal Service decision-makers; and for networking
opportunities. Today’s Forums provide profes-
sionals with ongoing training in a rapidly changing
industry, and the opportunity to build on the busi-
ness partnership between the Postal Service and its
customers, to network with industry peers, and to
talk directly with postal officials.

“Innovation in the Mail” was the Forum’s
theme in 2001. General Sessions provided atten-
dees with insight into the vision, plans and
priorities of mailing industry leaders. The
Postmaster General outlined the Postal Service’s
objectives and priorities for the future. The
Deputy Postmaster General and Pitney Bowes

Chief Executive Officer reported on the findings
of the Mailing Industry Task Force, which they co-
chaired. The report focused on three major
themes: unifying the industry; making the mail
channel more competitive; and responding to cus-
tomer needs. The Postmaster General and the
Chief Executive Office of Federal Express dis-
cussed implications of their new alliance. And the
Chairman of the Board of Deutsche Post World
Net shared his perspective on implications of
postal deregulation.

Attendees received information about tech-
nology available to improve the value of the mail
through numerous sessions, workshops and
exhibits. Postal executives, along with industry
leaders, led discussion groups that addressed remit-
tance mailers, periodicals mailers, package mailers,
and advertising mailers service issues. Postal offi-
cers hosted several “Business Builder Strategy
Sessions” at each Forum. The sessions featured
Postal Service programs and initiatives and cus-
tomers who have benefited from them. Forum
attendees also were offered sessions on address
management, how to keep costs and rates low, and
avoiding fraud scams. Mail security was particu-
larly emphasized at the Denver Forum.

In all, the Forum’s training and education
program offered customers approximately 100
business sessions and workshops at each Forum.
These training and education programs were
designed around customers’ business processes and
categorized as follows: Getting and Keeping Your
Customers, Managing Mail Preparation and
Acceptance, Distribution and Fulfillment, Mail
Center Operations, and Postal Rates and Policy. As
part of the Postal Service commitment to contin-
uing education, a Mail Center Professional
Certificate Program was offered to those who
attend required sessions in specific mail prepara-
tion and mailing operations areas. Applicants for
this program, who attended the required sessions,
received a Mail Center Professional Certificate. To
date, approximately 800 individuals have partici-
pated in this program. Complementing the
Forum’s educational program was the exhibit floor,
which featured approximately 290 companies at
each Forum. The exhibits displayed the latest in
mailing supplies, services, mail automation equip-
ment, software, and computer hardware.

b. Consumer Advisory Councils

Consumer Advisory Councils (CACs) offer a
unique opportunity for the Postal Service to main-
tain contact with residential customers nationwide.
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CAG: operate at the Post Office level and are
made up of a corss-section of community and local
postal officials. The Consumer Advocate provides
functional guidance and support to our CACs.
Based on the results of a 1999 benchmarking
study, the Consumer Advocate identified long-
range strategies for tying local council activities to
the Postal Service's corporate objectives, ensuring
that the voice of the consumer is heard at the cor-
porate level.

¢. Postal Customer Council®

Postal Customer Councils (PCCs) are grass-
roots organizations comprised of businesses that
use the mail. They provide networking and educa-
tional opportunities to help businesses effectively
and efficiently communicate and enhance their
relationship with customers and identify prospec-
tive customers through the mail. They also provide
the Postal Service the opportunity to enhance its
working relationship with local businesses and to
better identify their needs. In 2001, many PCCs
became more active in seeking the participation of
small and medium-sized businesses as members
since they depend on mail now more than ever to
enhance their business strategy. During the year,
the 250 local PCCs held over 1,500 total customer
meetings.

Keeping Posted, the national PCC newsletter
is featured as an insert in our monthly Memo-to-
Mailers and now reaches well over 150,000
customer addressees; virtually all of whom are
members of PCCs. The newsletter communicates
the plans and successes of each PCC thus serving
as a “best practices” manual for other PCCs.
Complementing the newsletter is the PCCs own
website at http://www.usps.com/nationalpcc. The
website helps businesses find the location of their
closest PCC and enables veteran PCC members to
locate informative presentation material for their
local meetings.

Providing guidance and assistance to the
PCCs is the Postmaster General’s PCC Advisory
Committee. This select group of industry leaders
and postal executives/managers has many years of
experience in the leadership of PCCs. They have
provided unique and innovative methods to sup-
port PCCs" needs and to recognize their
accomplishments. Among the committee’s innova-
tive ideas is the “Meeting in a Box” series, which
provides videotaped material to the PCCs for their
local meetings. In addition, this group selects the
coveted PCC Leadership Awards. These awards
represent the highest honor given by the Postal
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Service to PCCs and their members. In 2001 the
awards were presented at the National Postal
Forum in Orlando, FL. Awards were given to the
most creative and innovative PCCs in the cate-
gories of Best PCC Newsletter, Best PCC Event,
Best PCC Co-Chair team, and Best Membership
Campaign.

This year the advisory committee launched
the first-ever PCC Leadership Conference, held in
October at the National Postal Forum in Denver,
CO. This half-day event focused on enhancing the
leadership skills of the PCC co-chairs and individ-
uals aspiring to PCC leadership. The conference
included motivational talks by several Postal
Service senior officers and best practices presenta-
tions by members of the National PCC Advisory
Committee. The conference was attended by
postal and industry co-chairs from around the
country. Based on their feedback it was judged a
complete success and another leadership confer-
ence is planned for April, 2002.

Recognizing the capability of the PCC net-
work to communicate important information to
customers, the Chief Operating Officer Pat
Donahoe and Chief Postal Inspector Ken Weaver
called the PCCs to action in October and
November to hold meetings and address mail secu-
rity issues in light of the bio-terrorist attacks on
America’s Postal Service. These meetings included
the local postal inspector, district manager, post-
master and a postal medical representative. The
sessions not only focused on anthrax and general
safety best practices, but also reinvigorated cus-
tomer confidence in the safety of mail.

Customers said they were pleased with the
information they received. Additionally, many
PCCs are including mailroom security articles in
their newsletters and on their websites to reach a
broader audience. The PCC network is helping us
effectively and efficiently communicate with our
customers.

d. Mailers Technical Advisory Committee (MTAC)

The resulted in significant accomplishment
and progress for one of the mailing industries and
Postal Service’s premier resources — the Mailers’
Technical Advisory Committee — commonly
referred to as MTAC. Never before has the prepa-
ration, processing and delivery of mail been
changing so rapidly and this environment has
offered many important opportunities for making
a positive impact. MTAC’s purpose is to share
technical information, advice and recommenda-
tions on matters concerning mail related products



and services to enhance customer value for mutual
benefit of all involved. MTAC membership con-
sists of associations representative of all segments
of the mailing industry.

MTAC has a 25-year track record of finding
meaningful solutions to the challenges facing both
the Postal Service and its customers. This past year
was no exception. Work groups brought together
dedicated and hard working Postal Service and
industry specialists who determined how best to
move forward in such areas as PostalOne!, Unit
Load Tracking, Maximizing the Value of Planet
Code, and Presort Optimization, just to name a
few. The MTAC leadership also determined this
year that a number of work groups actually com-
pleted their mission or are close to it. These
include groups such as Bound Printed Matter,
Future Flats Strategies, Preparation of Trays on
Pallets, Drop Ship Appointment System, and
Mail.dat, also just to name a few. Much was
accomplished in each of these areas which has
enhanced the progress and/or implementation for
each of these programs. Other key initiatives such
as MERLIN (Mailing Evaluation Readability and
Lookup Instrument) and Product Redesign,
although not specific MTAC work groups them-
selves, have been provided this year with
significant developmental support by the MTAC
membership.

During the challenges of late 2001, MTAC
played an important role in maintaining the confi-
dence of key stakeholders in the safety and
effectiveness of mail. Members heard from senior
Postal Service management at MTAC meetings
about what was being done to educate employees
and customers about bio-terrorism in the mail and
how service had been rapidly restored after the
attacks. Expert medical consultants to the Postal
Service were made available to MTAC members to
discuss the risks related to contracting anthrax in
the mail and the effective Postal Service response
to the discovery of anthrax. MTAC developed an
electronic rapid communications network through
which real time information was disseminated on a
regular basis after the September 11 terrorism and
the October anthrax attacks to provide guidance
and to keep mailers informed and focused on facts
rather than fears.

e. Mid-Market

The Mid-Market is a customer segment-
driven opportunity to grow Postal Service
revenues from the efforts of smaller commercial
mailers to acquire and retain customers. One of

the key strategies to activate this revenue oppor-
tunity is to work with the industry of direct mail
service providers — third party intermediaries —
to establish and build relationships with the one
million Mid-Market customers that the Postal
Service cannot reach with personal contacts.

This year the Postal Service engaged in sev-
eral pilots to test strategies for reaching this
market. At the core was an initiative with the
Mailing and Fulfillment Service Association to
partner on several pilots including seminars tar-
geted to several specific audiences such as
marketing executives, and Hispanic businesses.

In March, as part of the National Postal
Forum in Orlando, we pioneered an innovative
seminar for direct mail service providers about
how to grow business in the Mid-Market. In
October, we tested a mini-conference strategy
with service providers in Denver. Tracking sys-
tems established to monitor results suggest that
this event will generate almost two million new
pieces of ad mail volume — which translates to
about $400,000 in new postage from this one
small market alone. We anticipate rolling out the
marketing model established in this test into sev-
eral additional markets this year.

Another significant initiative was the
development of a new data analysis tool, the
Opportunity Index, which uses quantitative cri-
teria to rank the growth potential of prospective
customers into four quadrants. This process will
enable the development of specific selling strate-
gies and the alignment of selling teams according
to customer growth potential. The Index is being
tested in two California sales centers.

Additionally, we began to develop perform-
ance metrics to track volume, revenue and
customer satisfaction in the Mid-Market. Also we
completed focus group research among Mid-
Market mailers to develop requirements for
enhancements to product and pricing features.

f. Mail Recovery Centers

The Postal Service operates three Mail
Recovery Centers (MRCs) in San Francisco, CA;
St. Paul, MN; and Atlanta, GA. These facilities are
responsible for the final disposition of undeliverable
and non-returnable mail. During 2001, they
processed approximately 1.7 million parcels and
118 million letters. To better serve customers, the
Postal Service uses MRCs as diagnostic tools to
pinpoint specific problem areas that affect mail vol-
umes received at our facilities. By communicating
these problems to our mailers, they are able to
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improve their mail preparation and/or packaging.
We work closely with mailer organizations to deter-
mine ways we can work together to provide better
service and reduce operating costs. A direct result
of this process was the Expanded Return Program,
whereby undeliverable mail items found in com-
pany-identifiable packaging are returned in bulk, as
postage due to the 35 participating companies.
Approximately 445,000 pieces were returned
through this program during 2001. Additionally,
the Mail Recovery Centers realized a substantial
decrease in cycle times and processing work hours
through Process Management efforts. The Mail
Recovery Program also has initiated various internal
functional partnerships with Operations, Delivery
Programs, Retail and the Inspection Service, to
improve organization efficiency. These will be
ongoing initiatives in FY 2002.

g. Corporate Contact Management

Corporate Contact Management provides
postal customers easy toll-free access to a broad
range of products and services through
800.ASK.USPS. CCM also handles Domestic
Express and Priority Mail tracking and tracing calls
on 800.222.1811 and Dinero Seguro or Money
Movers calls on 800.ENVIOMX. The overall goal
of CCM is to improve customer service and oper-
ating efficiency, decrease general information calls
to post offices and increase revenue through estab-
lishment of an effective national contact-handling
infrastructure. Presently, the CCM network,
including two centers - located in Denver, CO and
Kansas City, KS respond to 64 million phone
inquiries from across the nation regarding general
information, mailing rates, hours and locations of
local postal facilities and service opportunities

Call center responsibilities were transferred to
the Vice President and Consumer Advocate’s office
in 2001. The Consumer Affairs office enhanced the
program with automated voice recognition tech-
nology that answers customer requests for ZIP
Codes and post office hours and locations. The
Consumer Advocate has outlined a strategic vision
for the program that streamlines and consolidates
enterprise contact center customer care and lever-
ages CCM infrastructure to support personalized
product and service transactions whether by phone,
email or Web.
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B. Core Business

The Postal Service has a fundamental require-
ment to provide products and services that meet
the needs of its different business and consumer
customers. The Postal Service continues to improve
its monitoring of the business environment
through market research, customer satisfaction/loy-
alty measurements and Customer Value Analysis
for specific products and customer segments.

The Postal Service conducted a broad number
of studies in 2001 in areas such as billing and pay-
ments, package services, advertising, and product
pricing. These studies were designed to provide
actionable information to decision-makers in sup-
port of the development and implementation of
marketing and service programs.

1. First-Class Mail

Effective and efficient service is the foundation
of our flagship product, First-Class Mail. This year,
high service performance was achieved as measured
by the External First-Class Measurement system
(EXFC). Our continued focus on transactions mail
(bills, statements and payments) has positioned the
Postal Service to continue to be the primary enabler
for businesses and consumers to conduct financial
transactions. Continued refinement of the National
Firm Holdout program, redesign of Business Reply
Mail (BRIM) service, and continued attention to
two and three-day service performance have all sup-
ported improved service in this critical part of the
First-Class Mail base.

On October 1, 2001, we successfully launched
the new production system for Confirm — the mail
tracking system for letters and flats. The improved
system contains the following attributes:

n Near real-time data access.

n Start-the-clock” data to verify place and date
of mail induction.

n  Service performance measurement tools that
enable the Postal Service to improve perform-
ance.

n  Expanded PLANET Code functionality for
increasing the amount of data assigned within
the codes to meet mailers’ business needs.

n User-friendly web site.

n Dedicated customer support.

Confirm information allows mailers to make
better business decisions by knowing where mail is
in the mail stream and when it is about to be deliv-
ered. Confirm also serves as a performance
measurement system and diagnostic tool for Postal
Service Operations to identify and correct opera-



tional deficiencies. Deployment of hardware and
software to enable all bar code sorters in the field to
read and transmit PLANET Code data is essentially
complete for both letter and flat sorters. In 2002,
we will continue to improve scan rates for flat mail
by installing automated feeder systems on FSM
1000 machines.

In 2001, Confirm was the winner of the
World Mail Innovation award, which was presented
in London.

Product Development began testing several
new First-Class Mail application enhancements,
including MicroPayment and Friend-To-Friend
Mail in 2001. MicroPayment concept uses stamps
as a form of currency. MicroPayment reply cards,
either business reply or courtesy reply, offer cus-
tomers the option of using stamps as payment for
low price point purchases valued between $1 and

$10.

2. Advertising Mail, Standard Mail

Standard Mail is the primary class of mail for
delivering advertising content to the mailbox. It is a
valuable medium for the distribution of information
about products and services (catalogs and direct
mail), organizations (fundraising), and individuals
(campaign materials). It can target the right audi-
ence, it can deliver personalized messaging, it allows
for testing of different creative and mailpiece ele-
ments as well as the entire advertising campaign,
and it delivers these benefits within the framework
of the security and privacy of the U.S. Postal
Service. These attributes position Standard Mail as a
cost effective and efficient advertising medium.

To better serve our customers, Product
Development has refined the already successful
www.uspsdirectmail.com website to better fit the
corporate look and feel of www.usps.com. The
improved website launched this spring and con-
tinues to offer on-line help to businesses interested
in adding to their customer base and/or better
meeting the needs of their existing customers. New
for this year is the addition of five Authorized
Affiliate Merchants that can help the new mailer
with any or all of their mailing needs.

Product Development conducted more than
forty direct mail seminars that provided the small
business owner with all the tools necessary to begin
using the mail to advertise their product or service.
These seminars are provided in conjunction with
the local district offices and members of the mailing
community.

Working closely with the Sales team, new and
improved materials were developed to support local

and national sales personnel in their pursuit of new
customers. These materials were developed with a
corporate look and message so that all core products
are presented with uniformity.

Product Development is working closely with
many other functional areas in the organization in
to provide an integrated offer that will meet all the
emerging needs of the small business and mid-
market customer segments.

Working with Operations, industry associa-
tions, and the direct mail and mail order industries,
increased attention to service, improvements in
delivery predictability and better coordination with
the mailing community at large was achieved.

3. Periodicals Mail

The Postal Service is the primary deliverer of
subscription publications in the United States.
Working closely with the periodicals industry, the
Postal Service has identified opportunities for cost
reduction, service improvement and business
growth. Over the past year, Product Development
has worked with cross functional groups on such
efforts as future flats strategies, package integrity,
service measurement and mail irregularity feedback.
Core Business also collaborated on several process
efficiencies, including customer and operations
training packages, and standard operating proce-
dures for our processing plants and airmail
facilities.

We have established an electronic communi-
cations vehicle that links publishers and printers
with Postal Service delivery units, sufficient to
identify and resolve subscriber delivery and service
issues. In combination with Area marketing and
operations functions, quarterly Periodicals Focus
Group meetings are conducted with industry repre-
sentatives to educate, inform and collaborate on
issues designed to facilitate customer service and
petiodicals business growth. Attendees of the
National Periodicals Focus Group Conference
describe the event as the best industry-focused
meeting ever.

Product Development looks forward to con-
tinuing our business building initiatives through a
periodicals Web page and opportunities to increase
subscription marketing for publishers.

4. Special Services
Special Services add value to mail services in
three primary ways; 1) they provide safe choices on
how to send money with postal money orders, 2)
they provide alternative ways and places to receive
mail through the Post Office Box service, and 3)
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they customize First-Class Mail, Expedited and
Package services with a variety of accountable mail
special services. Customers may confirm receipt
and delivery of their mail, obtain signatures, insure
mail contents, officially register mail security and
have the Postal Service perform Collect on Delivery
(COD) services.

n  Product Development initiated electronic
enhancements for Certified Mail and Return
Receipts. Market research was conducted to
assess customer interest in electronically
enhanced Certified Mail and Return Receipt
Services. Customers overwhelmingly favor
electronic enhancements that will allow them
to access delivery status of their Certified
Mail on the Internet or receive a Return
Receipt with delivery information and an
image of the recipient’s signature returned to
their email address. These new service
enhancements were included in the R2001-1
rate case filing. Development work was initi-
ated with a launch planned for /fall of 2002.

n The first cost-based Post Office Box fee struc-
ture was implemented along with the
R2000-1 rate case. The fee structure for Post
Office Boxes is now based on one of six fee
levels that best match the cost of the PO Box
space for a given post office. Further refine-
ments of this fee structure have been
proposed for the R2001-1 rate filing. This
will make it possible for PO box fees in a
number of locations to cover their costs
which will create more fair and reasonable
box fees over time and improve the contribu-
tion to institutional costs.

n  Special Services messaging in retail locations
continued to improve, making it easier for
customers to see menu boards with services
and prices for specific special services.

C. Expedited/ Package Services

In 2001, Expedited/Package Services
served as the focal point for all Postal Service
package initiatives. As with all other Postal Service
products and services, Expedited/Package Services
aimed to provide consumers a reliable, affordable,
and dependable delivery product..

We sought to position the Postal Service as
one of the top providers in the package delivery
market by emphasizing customer value with its
service to everyone, everywhere, every day. We
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also provided a variety of solutions to meet the
business needs of individuals, and small and large
businesses by concentrating on a few strategic
goals — customer ease-of-use, consistent service,
and price advantage.

Growing the Postal Service’s package busi-
ness entails meeting the following objectives:

n  Image — Increased customer ease-of-use
and continual positive advertising to
enhance and establish the Postal Service’s
position in the package business.

n  Service — Consistent, reliable service and
continuous improvements in overnight,
2/3-day and ground parcel services.

n  Price — Ensuring price advantage as a key
strategy to maintaining the competitive
edge for postal package products.

1. Package Products

Prior to the events surrounding September
11, Express Mail saw modest growth in concert
with the entire overnight package service industry.
Since that date, the overall industry has seen a flat-
tening in the overnight market. Customers
continue to view Express Mail as a reasonably
priced alternative in the overnight market.

Priority Mail maintained its position as leader
in 2-3 day service. However, as a result of the rate
increase and aggressive competition, Priority Mail
began losing market share.

Throughout 2001, Expedited/Package
Services worked with functional areas throughout
the Postal Service to develop strategies to enhance
the growth and development of Package Services.

The Postal Service’s Package Services menu
also includes Parcel Post, Parcel Select, Media
Mail, Bound Printed Matter and Library Mail.
These services continue to provide valuable
options in the ground parcel category.

Parcel Select has emerged as a growing force
in the package delivery market, quickly becoming
a key part of many companies’ service strategies.
The number of service providers for Parcel Select
has grown rapidly, giving shippers a strong net-
work of national and regional parcel consolidators
and expeditors to work with.

Parcel Select represents a real value alterna-
tive for package shippers who can save on their
parcel shipping costs and choose a level of service
which best meets their shipping needs. The con-
cept behind Parcel Select originates from a term
that parcel shippers have known for years — zone

skipping.



Through this concept, parcel shippers who
can provide their own transportation are able to
bring their parcels directly to a postal facility.
Since distance and transportation are major cost
factors in postage rates, the Postal Service is able
to reduce its costs and pass those savings on to the
shipper as postage discounts. The closer the mail
is dropped to its final destination, the greater the
savings. Overall, Parcel Select is an economical
way to leverage the Postal Service’s greatest
strength, its nationwide six-day a week neighbor-
hood delivery network.

2. Global Express Guaranteed™

Global Express Guaranteed, our interna-
tional expedited shipping service, is an outgrowth
of the Postal Service’s strategic alliance with DHL
Worldwide Express. This premier guaranteed
international service is now a permanent shipping
service, as designated by the U.S. Postal Service
Board of Governors in August 2000. Global
Express Guaranteed service is available to over
200 countries and territories worldwide and is
available for purchase at approximately 20,000
Post Offices across the U.S.

Service enhancements to Global Express
Guaranteed in 2001 include preparation and pay-
ment of shipments online, online discounts, and
convenient payment of postage.

3. Confirmation of Delivery Services

Delivery Confirmation service scan perform-
ance scores remain strong. As a result, the scanner
equipment infrastructure meets other organiza-
tional needs. The launch of the Confirm Program
in October 2001 is a prime example.

Signature Confirmation service was launched
on February 4, 2001. This service gives customers
the ability to see if their mail piece has been deliv-
ered. If customers require additional proof of
delivery, they can request a copy of the recipient’s
signature (provided by fax or mail). Potential new
features under consideration for 2002 could attract
more customers to our confirmation services.
These include bulk delivery record downloads for
electronic option customers.

The USPS Shipping Center site at
www.usps.com is a big hit. Launched in late May,
2001, this site is the third most visited site on
www.usps.com. A special feature offered at this site
is an online shipping label which provides cus-
tomers the ability to print Priority Mail labels with
no fee electronic option Delivery Confirmation
service. Thus far, labels are being generated at over

20,000 per week. A PC Postage (electronic
postage) feature will be added in 2002.

4. Package Services Promotions
We renewed Postal Service sponsorship of

and commitment to the “Help Stamp Out
Hunger” food drive conducted annually by thou-
sands of members of the National Association of
Letter Carriers (NALC). We also renewed
Expedited/Package Services sponsorship of the
Heisman Trophy. Ballots for Heisman Trophy
voting are mailed to and from the nation’s sports-
writers via Priority Mail. The Heisman and
Priority Mail are linked because they both repre-
sent the very best in their field.

3 Direct Marketing GCampaigns

Expedited/Package Service’s worked with the
Postal Service Sales organization to integrate its
four commercial direct mailings with both the
Leads Generation and Sales Region acquisition
teams.

Additionally, 450,000 direct mail pieces were
sent to Small Business Customers advertising
Global Express Guaranteed, the Postal Service’s
premium guaranteed two-day international
service. Global Express Guaranteed is delivered
internationally by DHL as a postal alliance
partner.

The anticipated service improvement
resulting from the Postal Service’s landmark agree-
ment with FedEx, which provided for domestic
air transportation for USPS expedited products,
was the cornerstone of a full-fledged direct mar-
keting campaign. The elements of the campaign
designed by the Postal Service’s direct advertising
Agency, Foote, Cone and Belding (FCB),
included a direct mail postcard, e-mail and ban-
ners.

The postcards offered recipients a chance to
win a USPS Pro Cycling Team bike in an effort to
drive traffic to the USPS Web site. The direct mail
portion of the Network Alliance sweepstakes was
targeted to all small- and mid-sized businesses to
increase awareness of the Postal Service’s network
enhancements and stimulate interest, specifically
all 21,396,218 names in the Postal Service
Business Customer Database. (Florida names
were excluded from the mailing due to Florida
sweepstakes law.)

To help equip the Sales force with the tools
necessary to attain their goal of increasing
revenue, Expedited/Package Services helped
develop the Selling Integrated Package Solutions
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training program. Another enhancement to the
Selling team is "The One Book" produced by
the Sales team. "The One Book" was written for
CEO's to see how postal products and services
can help them achieve their business goals. It
offers numerous packaging solutions and pro-
vides testimonials by notable customers such as
Land's End and Lillian Vernon.

6. Sales and Service In The Fall Holiday
Mailing Season
To reinforce sales force training and to

increase revenue during the Holiday 2000
mailing season, Expedited/Package Services and
Sales aired the PSTN broadcast, “Sales and
Service in the Fall Holiday Mailing Season.”
This live program, broadcast in September 2000,
contained a call-in question and answer segment,
to help ensure viewers' understanding of the
material presented.

D. International Mail

International Business achieved modest rev-
enue growth during 2001 while at the same time
reducing administrative overhead and related
expenses. Postage revenue increased by 1.8%.
Corresponding outbound international mail
volume, however, declined by 1.5%. Major focus
was directed at both product and market develop-
ment for package services, infrastructure
improvements through electronic data interchange
with customers, suppliers, and foreign postal
administrations; and progress in forming among
like-minded countries to emphasize service per-
formance as a major initiative.

1. Volume and Revenue

During a period of economic slowdown in
the national economy, total international revenue
grew by 4.5% or more than double the rate of
growth of domestic mail. Revenue for 2001 was
$1.731 billion, up $74.1 million over the prior
year. Mail volume was 1.08 billion pieces, down
16.9 million pieces from 2000. Revenue and
volume performance was mixed across all interna-
tional product offerings. International Priority
Airmail and Air Parcel Post showed the most dra-
matic strength with revenue gains of 35.5% and
20.1%, respectively, on corresponding volume
increases of 38.2% and 20.6%. Surface Parcel Post
also posted revenue increases of 16.9% on a 4.4%
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increase in volume. Surface and Air Letter-post
traffic both declined with respect to revenue, pieces
and weight. Of the $74.1 million net increase in
revenue, $2.3 million was derived from interna-
tional mail fees, $25.5 million from outbound
postage revenue, and $46.3 from foreign postal
administrations to cover the cost of handling and
delivery of foreign origin mail in the United States.

2. Product/Rate Restructuring

On January 7, 2001, new restructured inter-
national product lines and prices were introduced
to make it easier to do business with the Postal
Service. Content-based rate distinctions were elimi-
nated for retail customers and our product lines
were reorganized according to delivery speed.
Pricing anomalies that have confused customers
and employees were eliminated; our prices now
clearly reflect differences in delivery speed and relia-
bility. The rates most international mailers pay were
simplified. Twelve different rates for documents
weighing 1 ounce or less were replaced by two
rates: 60 cents for North America and 80 cents for
the rest of the world. Other changes were made to
the international rates to ensure appropriate levels
of cost coverage. Categories of mail that have con-
sistently lost money or that cannot be offered at
reasonable prices given the level of service were
eliminated. International rates have always been
organized by groups of countries to reflect differ-
ences in transportation and foreign delivery costs.
These country groupings were updated to reflect
significant changes in foreign delivery charges set
by the Universal Postal Union.

3. New Rate Discounts

In 2001, the Postal Service introduced a new
discount program for its Global Express Mail
service. The portfolio of postage reduction oppor-
tunities is coordinated to help customers keep
their distribution expenditures in line with the
service requirements they need. The first level is a
5 percent discount for all mailers who use the
Express Mail Corporate Account (EMCA). In
addition to the EMCA 5 percent discount, if a
mailer commits to sending at least 600 items or
$12,000 in postage annually, they can receive
larger discounts under the Global Package
Discount program through an International
Customized Mail Agreement.



4. Management/Cost Reductions
Administration and overhead costs were
reduced at the Headquarters level for International

Business. Program budgets, capital budgets
expense, and administrative costs were dramatically
cut. This was accomplished through the elimina-
tion of redundant and low priority activities.
Executive and staff reductions contributed to lower
administrative costs.

International Call Center operations have
been made more efficient through the enhance-
ment of the existing interactive Voice recognition
(IVR) system. Telecommunication costs were
reduced.

All work processes have been reviewed and
defined. Ineffective and antiquated practices have
been replaced by more modern cost effective prac-
tices. We have saved additional dollars by moving
some manual work to an internet-based system.

We anticipate continued savings by consoli-
dating the international operation with the
domestic operation. This consolidation will allow
sharing of the existing infrastructure and agent
functions.

5. Improving Service for International
Express Mail and Air Parcels

The Postal Service continues a multi-year
process of improving the reliability and features of
its expedited and package service offerings. In 2000
Global Express Guaranteed was established. This
offering now provides premium guaranteed service
at a premium price. To complement this service,
and to clarify related options for customers,
International Business has taken steps to transform
its existing Global Express Mail and Global Air
Parcel services into a consistent and reliable menu of
companion options that are predicated on days to
delivery and geographic service area. These services
have been designed to offer reliable two-day, four-
day and six-day service options to the major cities in
Europe, and corresponding three-day, five-day and
seven-day service options to major cities in Asia.
The absence of day certain delivery will permit
these services to be value-priced under Global
Express Guaranteed.

To launch these service-related distinctions,
the Postal Service took two important steps during
fiscal year 2001. First, new pay-for-performance
agreements were negotiated with those foreign
postal administrations with whom service and traffic
warranted improvement. These new agreements,
which establish penalties for failure to scan, track,
and deliver items on time, codify the basis for

service improvement. Second, the concept of a new
delivery approach to provide of Global Express Mail
and Global Air Parcels to continental Europe, with
emphasis on levels of service, was fully developed.
This concept has culminated in an agreement that
replaces numerous separate bilateral arrangements
with European posts, and offers the advantage of
standardizing scanning and delivery procedures that
are uniform.

6. State Department Coordination

The Universal Postal Union (UPU) High
Level Group completed its work in July 2001 and
reached agreement on recommendations to allow
wider participation by the private sector in 2002.
A new Consultative Committee will serve as the
forum for the private sector. Private sector mem-
bers of this new committee will also have
observer status in other UPU bodies, including
the UPU Congtess, the Council of
Administration and the Postal Operations
Council. While the next Congtess of the UPU in
2004 will be responsible for formally approving
these proposals, both the Council of
Administration and the Postal Operations
Council have agreed to implement them on an
interim basis beginning in 2002. This develop-
ment provides an opportunity for a substantial
improvement in dialogue, understanding and
cooperation among the diverse public and private
sector stakeholders in the international delivery
services arena.

The Postal Service has continued to work in
cooperation with the U.S. Department of State,
which has primary responsibility to formulate,
coordinate and oversee policy with respect to
U.S. representation in the UPU. The
Department of State leads a consultation process
on postal policy issues with all stakeholders,
including the Postal Service, other government
agencies, customers and private providers of
delivery services. This responsibility was granted
to the Department of State though legislation
that Congress passed in October 1998. The
Department of State’s role is to ensure that the
Postal Service not enter into any agreement that
provides an undue or unreasonable preference to
the Postal Service, a private provider of postal
services or any other person.

In addition, the Postal Service, Department
of State and Postal Rate Commission agreed to
sponsor a joint study of the email provisions of
Article 43 of the Convention of the UPU and
their impact on key stakeholders. The results of
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TABLE 2.1 HISTORICAL AND PROJECTED MAIL VOLUME BY FISCAL YEAR*

(billions of pieces)

this study, carried out by an independent con-
sultant, shall contribute to formulation of U.S.
policy on the fees postal administrations pay for
the delivery of international letter mail. The
Postal Service shall also continue its efforts
through the UPU to implement a more cost
based terminal dues system for industrialized
countries with a link to service quality in 2004.
This system, adopted at the UPU Congtess in
Beijing in 1999, provides a transition to more
cost-based terminal dues system for all countries.
The Postal Service also participated on the
U.S. delegation to the UPU High Level Group,
which was created by the Beijing Congress in
1999 to address issues of UPU reform and wider
participation by key stakeholders in postal issues.
This delegation was led by the Department of
State and included representatives from other
government agencies and the private sector.

E. Mail Volume and Service
Performance

1. Mail Volume
As shown in Table 2.1, mail volume fell
slightly in 2001. In fact, volume fell for every class
of mail except First-Class Mail, largely due to eco-
nomic slowdown and the effect of rate increases.
Total mail volume fell by 420 million pieces, or 0.2
percent.

For 2002, the Plan projects growth of about
1.2 percent. Since it is now clear that this growth
will not occur, the Postal Service and its stake-
holders have taken steps not contemplated in our
FY 2002 plan to ensure the Postal Service’s con-
tinued financial viability.

Flexible pricing, an essential element of Postal
Reform, would allow the Postal Service to accom-
modate unanticipated increases in costs and to
increase mail volumes by offering a variety of
pricing incentives to customers. In slow mailing
periods, customers could be offered lower rates
whereas premium rates could fairly be charged for
mailing during high volume mailing periods when
service is more costly. Such pricing flexibility is
commonplace business practice in competitive
markets. It is also practiced by government enter-
prises such as public transit systems.

Revenue grew about 2 percent in 2001,
largely because of R2000-1 price increases, which
were implemented in January and July. The price
increases offset losses in volume and decreasing
weight per piece. Priority Mail volume fell over 8.5
percent, but revenue actually grew slightly as a
result of a 15 percent rate increase. Across almost
all classes of mail, average weight per piece was
down in 2001. This trend is most pronounced in
Periodicals, Express Mail and Parcel Post. All of
theses classes declined well over 5% in weight per
piece since the rate change in January 2001. In the
case of Periodicals Mail the weight decline is largely
due to the economic slowdown and consequent
weakness in the advertising market. Actions by our
competitors to secure some of the volume in the
wake of the rate increase also affected these
classes. At the same time, differences in
growth rates between classes of mail are
changing the mail mix. More and more

2000 2001 Projected 2002  Projected 2003
First-Class Mail 1035 108.7 103.5 103.3
Priority Mail 12 1.1 1.2 1.2
Express Mail 01 01 01 01
Periodical Mail 104 101 101 100
Standard Mail 901 899 923 956
Package Services 11 11 11 1.1
International 11 11 1.3 12
Other 04 04 04 04
Total Mail 2079 2075 2099 2129

*The slowing of the economy coupled with the impact of the events of September 11 and the subsequent use of the mail as a vehicle for bio-terrorism will
result in costs and negative business impacts, the magnitude of which are unknown at this time. Due to the range of uncertainty relating to the financial
impact of these events, this submission reflects assumptions included in Postal Service rate case docket number R2001-1, filed on September 24, 2001,
and reflecting pre-September T1th estimates. Significant actions have been taken since September Tith to address the potential financial damage. These
include a $1.3 hillion reduction in expense plans, negotiation of a proposed settlement of the Postal Service's rate filing with a view to accelerated rate
implementation, and passage of legislation authorizing appropriations for certain financial losses directly associated with terrorist attacks and the screening

and security of mail.
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mailers are taking advantage of presort and
dropship rate incentives, which affect our
revenue and workload. Within First-Class,
single-piece letters, which generate more
revenue, fell close to 3 percent, while the
less expensive workshared letters grew
almost 6%.

In the 2002 planning cycle, we had
expected volume to grow a little over 1
percent, as indicated by Table 2.1. We
anticipated a decline in First Class volume,
but projected growth in Standard Mail and
a recovery in Priority Mail. However, the
onset of recession, the events of September
11, 2001, and the anthrax incidents in the
following months, have rendered these



plans and projections obsolete. Actual mail volume
declined 5.5 percent in the first quarter of 2002,
and through the end of December revenues were
already more than $1 billion below plan.
Management has responded to this setback by
ordering a $1.3 billion reduction in FY 2002
expense plans to mitigate the impact of lost rev-
enues. At the same time, to protect the Postal
Service’s financial viability, most members of the
mailing community represented in the rate case
process have agreed to early implementation of new
postage rates. Accelerated rate implementation will
infuse revenue needed to preserve the Postal
Service’s financial health and will forestall rate
increases greater than the 8.7 percent average
increase that the Postal Service had proposed.

2. Service Performance Measurement

First-Class Mail service performance results are
measured through the Transit Time Measurement
System (I'TMS), which measures service perform-
ance from the time mail is entered into the system
at an induction point until the time it is received in
the home or small business. TTMS is independ-
ently administered by PricewaterhouseCoopers
under a contract with the Vice President and
Consumer Advocate.

TTMS' main goal is to measure service per-
formance from the customer's point of view. The
information gathered determines the effectiveness of
system performance in satisfying customer require-
ments. The External First-Class (EXFC) system is
an external measurement system of collection box to
mailbox delivery performance. EXFC continuously
tests a panel of 463 ZIP Code areas selected on the
basis of geographic and volume density from which
90 percent of First-Class volume originates and 80
percent destinates. EXFC is not a system wide
measurement of all First-Class Mail performance.
The EXFC measurement system has been in exis-
tence since 1990. The independent EXFC system
showed an average national overnight performance
of 94 percent for 2001. National service perform-
ance for two and three-day service commitment
areas averaged 85 and 81 percent respectively.

Measuring customer satisfaction is an ever-
evolving process. The Customer Satisfaction
Measurement (CSM) for the Postal Service is
focused on improving customer satisfaction. CSM is
composed of three distinct components: one that
measures residential satisfaction CSM-R, one that
measures business customer satisfaction CSM-B and
one that measures event-based customer satisfaction

CSM-EVB.

The CSM survey process supports the goal of
the Voice of the Customer under CustomerPerfect!.
Customer satisfaction is measured independently by
The Gallup Organization through a contract with
the Vice President and Consumer Advocate.

The CSM-R results (See Table 2.2) showed
that 92 percent of the nation's households rated
Postal Service Overall Performance as "excellent,”
"very good," or "good" for the last quarter of the

fiscal year.

TABLE 2.2 CUSTOMER SATISFACTION RATINGS BUSINESS AND

RESIDENTIAL PERFORMANCE IN 2001 PERCENT RATED
EXCELLENT / VERY GOOD / G

PERFORMANCE BY QUARTER

National Accounts 94 93 89 91
Premier Accounts 92 92 91 90
Business Accounts 89 89 88 88
Residential Accounts 92 92 91 92

A redesigned CSM Residential survey was
implemented in 2001 to better reflect consumers'
expectations of delivery products and services and to
better measure postal corporate strategies. The
survey was designed to provide more actionable data
to field postal managers.

For the CSM-B, National accounts reported
an overall performance rating of 91 percent for the
last quarter of the fiscal year. These business cus-
tomers have been identified as the Postal Service's
largest customers. Approximately 250 accounts are
designated as National Accounts.

The Premier accounts reported an overall per-
formance rating of 90 percent for the last quarter of
the fiscal year. These are the second largest group of
business customers. There are approximately 12,000
Premier accounts.

Business accounts reported an overall satisfac-
tion rating of 88 percent for the last quarter of the
fiscal year. Business accounts are all other business
customers not identified as National or Premier
Account companies or sites.

F. Mail Distribution

1. Automation Activities

The Postal Service continues to focus on
automating mail distribution operations to
improve efficiency and reduce costs. The founda-
tion of this effort is based on barcode
technology, which includes generating barcoded
mail, processing barcoded mail in automated
operations and adjusting the workforce as neces-
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sary to capture savings.

a. Letter Mail Automation

In 2001, customers generated over 90 billion
barcoded letters, representing about 61 percent of
total letters. The Postal Service generated barcodes
for another 42 billion - about 29 percent of all let-
ters. Of the barcodes we generated and applied to
letters, Multiline Optical Character Readers
(MLOCRs) and the Remote Bar Coding System
(RBCS) accounted for about 19 billion. Other

operations accounted for the remainder.

1. New Equipment and Software

This year, the Postal Service continued its
campaign to improve automated processing of
letter mail through deployment of additional hard-
ware and software. New automation equipment is
allowing postal operations to keep pace with the
increasing volume of letter mail and the growth of
our delivery network. (See Table 2.3)

TABLE 2.3 NEW CONTRACTS WERE AWARDED FOR:

Assorted Flat Sorting Machine (AFSM)100s 382
Collection and Delivery Vehicles 24,00
CSBCS Stacker Modules 353
Delivery Bar Code Sorter Expanded Capability Kits 108
Mail Entry Verification Systems 200
Parcel Singulators/Readers 42
Recognition Improvement - Typed & Printed Addresses 1,088
Small Parcel and Bundle Sorter Control Systems 192
TOTAL 4

The deployment included 334 Delivery Bar
Code Sorters, 198 Input/Output Sub-System Kits,
and 246 Output Sub-System Kits. This equipment
allows mail that was being processed manually to
enter the automated mail stream, thereby reducing
work hour requirements.

Since 2000, the Postal Service has worked to
increase the physical limits of mail that can be
processed on automation equipment, thus
increasing the amount of automated mail and
reducing the amount of manual mail. Currently,
about 8 percent of letter mail is processed manu-
ally. Yet, it accounts for one-half of the total letter
mail processing labor costs. Letters can be
processed using automation equipment at one-
tenth the cost of manual processing.

In support of this effort, six prototype
Delivery Bar Code Sorter Expanded Capability
(DBCS-EC) machines have been deployed at three
major processing plants. A contract for 25
Delivery Bar Code Sorters with Expanded
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Capability and 81 Expanded Capability kits was
awarded in 2000. These EC kits, when added to
our existing DBCS machines, allow them to
process a wider range of mail than is currently pos-
sible. The DBCS-EC machines will be capable of
handling flimsy mailpieces as well as thick and
heavy items.

Letter mail recognition rates continued to rise
in 2001 as we deployed additional hardware and
software upgrades for our existing Multiline
Optical Character Reader (MLOCR), Delivery Bar
Code Sorter Input Output Subsystems (DIOSS)
and Remoter Computer Readers (RCRs). The
RCR 2000 program resulted in a 75 percent hand-
written address encode rate. The Recognition
Improvement Program (RIP) is projected to yield
an approximately 88 percent overall system encode
rate by 2004. During 2001, we tested and
deployed improvements to 346 mail processing
centers under this program. RIP is an incentive-
based program where the vendor is paid based on
incremental performance improvements (pay for
performance).

We performed a competitive test for a
replacement camera system/barcode reader for our
deployed barcode sorters. A Wide-Field-Of-View
(WFQV) camera system will replace the current
Wide Area Bar Code Reader (WABCR) on the
DBCS, DIOSS, and CSBCS machines. This
camera system will read the Information Based
Indicia (PC Postage) in addition to the
POSTNET and PLANET barcodes read by the
WABCR. The WFOV camera system demon-
strated a significant improvement over the
WABCR in reading POSTNET and PLANET
barcodes during the competitive test. A purchase is
planned for 2002, with national deployment
beginning in 2003.

2. Remote Encoding Centers

When all electronic means of resolving
address information have been exhausted, the mail-
piece image is sent to a Remote Encoding Center
(REC) where operators use video display terminals
and keyboards to process the address information.

Providing partial RCR results with the image
often allows the operator to process the address
with minimal keystrokes. The results of RBCS
activities are barcodes sent electronically to a bar-
code sorter. There, the barcode is applied to the
mailpiece, keeping it in the automated mail stream.

Between September 1999 and the end of
2001, reduced keying requirements due to recogni-
tion rate improvements allowed us to close 30 of



the original 55 RECs. More closures are expected
in 2002. While we are looking into other consoli-
dation options that could result in the closure of
additional RECs, we expect images from other
product lines to be processed at RECs. The AFSM
100, PARS, and APPS programs, which are dis-
cussed in the next section, will increase the REC
workload.

3. Process Improvements

a. Sorting Technology

Over 9,000 barcode sorters have been retro-
fitted with an Identification Code Sort (ICS)
upgrade kit. The ICS System enables mailpieces
with unreadable POSTNET barcodes to be sorted
using the unique mailpiece identification tag and
the piece's associated ZIP Code. The ICS System
eliminates the need to re-label and reprocess these
mailpieces, saving two additional passes through
the barcode sorters as well as associated labor and
label material costs.

The ICS system now connects all of our
existing barcode sorters, including Delivery Bar
Code Sorters, Carrier Sequence Bar Code Sorters,
and Mail Processing Bar Code Sorters.
Approximately 1,700 ICS computers are linked
together via three ICS Electronic Post Office
Servers to provide ID Tag/ZIP data to all letter
mail barcode sorters across the country.

We completed deployment of 438 Manual
Modification kits for our MLOCRs during 2001.
This enhancement allows the MLOCRs to process
a wider range of mail, including thick mailpieces
that previously had to be sorted manually. This
modification has improved the machine's perform-
ance by reducing the jam rate, which is resulting
in higher throughputs and reduced mail damage.

During 2001, the Postal Service deployed
101 CSBCS Stacker Modification Kits. This 21-
or 25-stacker addition provides the CSBCS with
the capability of sorting to a greater number of
delivery points even though the volume of mail in
the route (or combination of routes) may not have
changed. Bin overflows, manual processing
requirements, processing costs, and delays in get-
ting mail to the carrier are being reduced.
Deployment of 252 additional kits will be com-
pleted in 2002.

b. Undeliverable- As-Addressed Mail

Development of the Postal Automated
Redirection System (PARS) continued during
2001. This system will handle Undeliverable-

Addressed (UAA) letter mail more efficiently than
today’s process. The UAA mail will be intercepted
earlier in the sorting process, resulting in a reduc-
tion in total handlings and processing costs. The
system will notify mailers of patrons’ address
changes electronically for mailers that subscribe to
this service or hard copy for mailers that do not.
Both services generate revenue for the Postal
Service. The system will also automate processing
of Change-of-Address forms.

During 2001, a field demonstration of the
system’s capabilities was conducted at the Dulles,
VA, P&DC. A PARS pilot is currently being con-
ducted at the Dulles P&DC where valuable
technological and operational information is being
learned.

¢. Advanced Facer Canceler Upgrade

Funding was approved in 2001 to modify
selected AFCSs to process mail without phospho-
rescence in the stamp, indicia, or meter mark. This
will avoid the current manual operation required to
face and cancel such mail. At least one AFCS at
each of the 286 major mail processing facilities, for
a total of 358 machines of the 1,086 deployed, will
receive this Video Facing Modification.
Deployment is scheduled to begin in 2002.

d. Flat Mail Automation

Over 50 billion pieces annually fall into the
flat mail category. In 2001, customers generated
barcodes for almost 40 percent of them. Postal
computer forwarding system activities also gener-
ated a small percentage of barcodes as part of the
forwarding process.

An important addition to our automation
processing capability has been the Automated Flat
Sorting Machine (AFSM) 100. The enhanced fea-
tures of this machine have enabled us to expand
the benefits of automation to the flat mail stream.
These features include three automatic feeding sta-
tions yielding a potential throughput of over
17,000 pieces per hour, OCR reading with on-line
video encoding (i.e., real-time keying) of OCR
rejects, and a tray take-away system with adapt-
ability to robotic handling systems. This enhanced
processing is providing additional flat sorting
capacity. Deployment of 175 AFSM 100s was
completed in 2001. A second phase, deployment
of 362 machines, which will primarily replace our
older and less capable FSM 881s, began in January
2001 and is scheduled to be completed in 2002.
Phase 2 hardware and software enhancements have
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increased the read rate and potential throughput of
the machine to over 20,000 pieces per hour.

During 2001, we conducted a competitive
test of automatic feeders and optical character
readers for the Flat Sorting Machine (FSM) 1000.
The FSM 1000 can process mail, such as newspa-
pers and poly-wrapped material, that cannot be
handled by our primary flat sorters, the FSM 881
and AFSM 100. The feeder and OCR modifica-
tions will provide higher machine throughputs and
lower staffing requirements. We expect to award a
contract in early 2002 to enhance all FSM 1000s,
with deployment beginning late in 2002.

In 2001, the Postal Service completed
deployment of PLANET/CONFIRM capability
on all flat sorters. This program addresses the
needs of many customers, particularly national
mailers who want to improve their business
processes or refine customer data.
PLANET/CONFIRM provides mailers with infor-
mation regarding origin or destination
confirmation, address correction, forwarding, and
tracking.

Evaluation of Identification (ID) tag methods
for flats application was completed in 2001. ID
tagging will extend Identification Code Sorting
(ICS) methods used in letter mail to flats.
Currently, a flac-mail ZIP that has been resolved
by video keying is available only for the current
sorting operation. By adding an ID tag, the piece
can be matched to its ZIP during subsequent dis-
tributions, also. This will greatly reduce manual
keying.

A number of initiatives were started in 2001
to develop sorting systems for Delivery Point
Sequencing (DPS) of flat mail. DPS processing
will sort flat mail to delivery sequence for the car-
rier, reducing office time and increasing street
time. A two-month test to observe effects and gain
insight into flats DPS issues was completed in
Annapolis, MD, and a development strategy has
been formulated.

e. Parcel Automation

The increase in barcoded packages is driving
efforts to improve processing efficiency, including
package singulation. During 2001, we deployed 7
parcel Singulate and Scan Induction Units (SSIU)
to 7 Bulk Mail Centers (BMCs). These machines
reduce the labor required to process parcels. By
program end in 2003, a total of 38 SSIUs will be
deployed to 19 BMCs.

During 2001, we deployed seven new Small
Parcel and Bundle Sorter (SPBS) Feed Systems,
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bringing the total number in use to 271. Each
system supports one SPBS, reducing allied labor
required to feed mail onto the SPBS.

We continued the development of a next-
generation sorter that takes advantage of the latest
technology to distribute small parcels and bundles.
This new equipment, known as the Automated
Package Processing System (APPS), will automate
the existing package processing network by pro-
viding automatic package singulation and address
reading through an Optical Character Reader/Bar
Code Reader/Video Coding System
(OCR/BCR/VCS). The APPS includes automated
container unloading to support the high
throughput requirements. The system will be com-
patible with the Postal Service's Information
Platform and will support in-route tracking of
Delivery Confirmation codes. The competitive test
was interrupted by the tragic events of September
11th and is planned for completion in 2002.

In 2001, we began the installation of uni-
versal sorting technology in a new 220,000
square-foot expansion of the Los Angeles Bulk
Mail Center. The state-of-the-art sorting system is
designed to handle four separate postal products
on a common backbone. Like the APPS, this
system utilizes camera-based recognition tech-
nology with OCR/BCR/VCS capability for
optimum efficiency. Full-scale activation of the
system is expected to take place in 2002.

f. Business Mail Acceptance

The Postal Service has automated the labor-
intensive process of evaluating bulk mailing
eligibility for work-sharing discounts. The Mailing
Evaluation Readability and Lookup INstrument
(MERLIN) verifies nearly all mail preparation
requirements for both letters and flats. It produces
all reports necessary for mailing acceptance and
provides images of preparation problems for the
mailer to support process improvement.
Deployment of the first 200 MERLIN units began
in 2001. An additional 1,003 units were purchased
in 2001 and will be deployed as a continuation of
the first phase effort. Completion is expected in
the fall of 2003.

4. Material Handling
Material Handling continues to be a
significant target of opportunity for technology
investments to reduce operating costs and improve
productivity and efficiency. The primary objective
will be to pursue appropriate material handling
solutions that produce quantifiable benefits,



meeting our minimal corporate investment cri-
teria, while providing capturable savings.

In 2001, the Postal Service completed
deploying and commissioning the Universal
Transport System (UTS). This system will serve as
a test bed for material handling technology devel-
opment and applications to complement its ability
to automate the movement of letter and flat trays.
These trays of mail are transported, based on oper-
ational need, to each separate area in the plant
where mail is processed and then from the last pro-
cessing operation to dispatch. Featuring
state-of-the-art material handling technologies and
information systems, this equipment will enable
the Postal Service to contain work hour growth
while providing improved work and information
flow within our processing plants. Research and
development of complementary technologies for
receipt and dispatching operations that integrate
with the UTS will be done to determine appro-
priate technologies and applications to help the
Postal Service reduce allied material handling costs
and improve productivity.

The Postal Service has completed deployment
of new rectangular array robots and Automatic
Airline Assignment systems. Additional material
handling technologies that have been universally
deployed in 2001 include equipment that will
automatically sleeve (providing the covering) for
different types of letter mail trays. When mail is
ready for dispatch from the facility, trays of mail
must have sleeves and strapping applied to secure
the mail during transport, and we can now auto-
mate this process.

In addition to improvements in the handling
of our unit-loads, development is ongoing for
automating some of the handling processes that
continue to be largely manual operations. The
Postal Service is researching the handling of flat
mail, such as magazines and periodicals, with
human assist technology to reduce costs and
improve the ergonomics and safety of these repeti-
tive processes. Research and development are
underway to produce flat tub lidding technology so
that this technology can go in-line with many of
our deployed dispatch systems. Development has
also continued in the areas of "unsleevers” and
“unlidders”. This equipment will remove the ship-
ping strap from the tray that holds the sleeve/lid in
place. The mail tray will then be held in position
with robotic arms while a separate mechanical
device removes the tray from the sleeve or the lid
from the tub. These pieces of equipment will auto-
mate those current manual tasks required to

prepare and present both letter and flat mail trays
for their various downstream processing operations
as well as for dispatch. This will provide for a more
automated and controlled processing environment.
Beyond the development of new technology
applications, efforts to support field initiatives for
breakthrough productivity and cost reduction of
allied material handling labor are supported by the
field fixed mechanization activity. In this venue,
technology such as the low cost tray sorter and
modifications to deployed systems are under con-
sideration to support operating requirements.

a. Automated Seamless Dispatch System

The Automated Seamless Dispatch System
automates, streamlines, and organizes mail dispatch
operations. The program integrates three primary
material handling components — the Automatic
Tray Sleeving (ATS) system, the Automatic Airline
Assignment (AAA) system and the Robotics
Containerization System (RCS) — for the contin-
uous flow of mail trays through dispatch.

The ATS automatically sleeves all sizes of
fiberboard or plastic letter trays used in Postal oper-
ations. Deployment of 123 systems began in 2001
and will be completed in 2002.

The AAA system automatically assigns sleeved
and strapped letter mail trays and flats tubs to air-
line flights. Deployment of 220 systems began in
2000 and will be completed early in 2002. A related
material handling device, the Semi-Automatic Scan
Where You Band (SASWYB), provides a semi-auto-
mated means to scan the distribution label, weigh
the item, generate a Dispatch and Routing label to
be attached by the operator, and discharge the mail-
piece. Deployment of 125 systems is underway and
will be completed in 2002.

The RCS automatically sorts and loads letter
trays and flat tubs into mail containers or onto pal-
lets for dispatch. Deployment of 100 systems has
been completed.

These systems are critical new components
that support dispatch operations and will be inte-
grated with UTS and other systems to provide
information-rich, automated material handling
operations.

b. Mail Cartridge System and Direct Connect
System
The Postal Service continued development of
the Mail Cartridge System (MCS) and the Direct
Connect System (DCS), which are the results of
prior research efforts associated with the Integrated
Buffer System. The MCS automates the feeding
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and sweeping of Delivery Bar Code Sorters and
will recirculate local mail for two-pass sorting. By
replacing the DBCS sort pockets with lightweight
barcoded cartridges, it allows robotic sweep-side
equipment to remove full cartridges and sort them
onto racks according to their destination. MCS
will eliminate work hours associated with feeding
and sweeping the DBCS and reduce sweeping
errors. A pre-production MCS was successfully
tested in 2001 and adapted to process incoming
secondary mail using only one operator. It will
continue to be run in this mode undil July 2002.
Due to production cost estimates that exceed
potential savings, there are no plans to pursue a
production phase.

The DCS automatically transports mail from
an Advanced Facer Canceler System (AFCS) and
feeds it into a DBCS. A prototype system has been
successfully tested in Ft. Myers, FL. Due to the
current USPS financial condition, a production
program is on hold.

5. Support Systems for Mail Processing
Current cost savings initiatives focus on
maintaining critical systems and replacing obsolete

ones.

a. Transportation Information Management
Evaluation System

The Transportation Information
Management Evaluation System (TIMES) is a
data collection system designed to track highway
contractor performance as well as measure the uti-
lization of the truck transportation network.
TIMES is currently operational in over approxi-
mately 482 P&DCs, AMCs, and Airport Mail
Facilities and at the Hub-and Spoke Program sites
(HASPs). Future plans for TIMES include system
enhancements that will provide greater visibility
of actual content by mail class that is transported
on the truck transportation network.

b. Dedicated Air Tracking

The Postal Service Air Operations group con-
trols the consistency of the movement of mail on
postal dedicated aircraft through several air net-
works including the Daytime Dedicated Network
(DNET) and the Christmas Dedicated Networks
(CNET). The Dedicated Air tracking System
(DAT) provides the Postal Service with the infor-
mation and tools to monitor air and truck
operations within these dedicated air networks, to
supervise air cargo contractors involved in moving
the mail, and to supply accurate and timely reports
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to postal management. DATS allows users to track
and manage mail from either a hub or Point-To-
Point (PTP) network perspective.

DATS provides real-time operational data
that allows users and managers to manage the
transportation of expedited mail, and to review
the current day’s operations. The information
and automated tools provided by DATS assist
users in ensuring that service standards are
achieved, dedicated aircraft are effectively utilized,
and operational alerts are dealt with on a timely
basis.

DATS is capable of managing dedicated
postal air networks 24 hours a day, 52 weeks a
year, providing a wealth of timely operational
information to all levels of postal management. It
represents the latest in computer technology and
provides the Postal Service with a solid foundation
for further improvements in the management of
its dedicated air networks.

c. Surface Air Management System

The Surface Air Management System (SAM)
was fully deployed in 2001, replacing the Air
Contract Data Collection System as our new mail
assignment engine. SAMS provides the ability to
assign mail to indexed surface and air routes, and
to allocate capacity by mail classes, and track man-
ifests on-line. The system also provides an
individual routing assignment, with unique serial
identification for each item presented for dispatch.
The routing assignment and serial number are bar
code printed on a self-adhesive dispatch & routing
tag, which is applied to the item being dispatched.
The dispatch & routing tags are scanned providing
'visibility' for sacks, trays, and large parcels as they
are handed-off to transportation suppliers until
delivery back to the Postal Service at destination.
This data is used for internal quality and perform-
ance monitoring and contractor compliance
measures.

d. Surface Air Support System

The Surface Air Support System (SASS) was
deployed in 2001 to integrate scan data received
from transportation suppliers with existing trans-
portation systems, to ensure service performance
accountability and accurate payment verification.
With SASS, we have created a central 'visibility'
database to receive assignment data from SAMS
and scan data from our own facilities and from our
transportation suppliers. SASS also provides an
interface and reports used to share visibility data
with external transportation suppliers and other



Postal Service logistics systems. This scanning data
provides both service and security benefits, giving
the Postal Service better data regarding service
performance for transportation suppliers, as well
as, information regarding mail transported on a
specific flight, truck, train.

G. Delivery Unit Operations

1. Delivery Point Sequencing

Today, over 9,700 zones receive their mail in
Delivery Point Sequence (DPS) order. These 9,700
zones account for over 83 percent of all city carrier
routes and 65 percent of our rural routes, with
each route averaging approximately 1,400 DPS
letter pieces daily.

At the end of 2001, the number of city
delivery points was approximately 83.7 million,
rural deliveries totaled approximately 29.7 million,
Post Office box deliveries were 19.7 million, and
highway contract routes served 1.9 million deliv-
eries for a total of 134.5 million delivery points.

2. Delivery Operations Information System

Delivery Operations Support System (DOIS)
replaces the Decision Support Information System,
the Route Examination System and the Projected
Office and Street Time application. DOIS was
designed to provide actionable data to the Delivery
Unit Supervisors, assisting them in managing office
activities, planning of street activities, and man-
aging the route inspection and adjustment
activities. Used properly, the actionable data pro-
vided by DOIS will assist the Delivery Unit
Supervisor in making sound business decisions
related to carrier operations.

The Board of Governors approved a plan to
deploy the DOIS business solution in August of
2000, with deployment to the first three Areas
beginning in the Spring of 2001. Nationwide
deployment will be completed by March 2003.

Deployment of DOIS to districts within the
Western, Mid-Atlantic and Capital Metro areas was
completed during 2001. The planning for the
Phase 2 areas (Eastern, Midwest and Southeast) was
started. In excess of 1,400 units have been activated
using the DOIS business solution.

H. Stamp Services

1. Stamp Program
The Postal Service produced a wide variety of
commemorative and definitive stamps. The stamps

that were issued began as proposals from the public
that were researched, reviewed and recommended
by the Citizens’ Stamp Advisory Committee
(CSAC.) CSAC annually receives, through the
Office of Stamp Services, approximately 50,000
proposals for subjects to be considered on stamps.
The stamps issued in 2001 recognize a variety of
great people and their achievements in the
American experience, nostalgic and cultural
American icons, significant events and the natural
beauty and wildlife of the United States.

The 2001 commemorative stamp and sta-
tionery program consisted of 23 stamp issues, four
stamped cards and one envelope. The seventh
issuance in the Legends of Hollywood series,
Lucille Ball, pleased a large number of American
households, where even today, she appears on
reruns of “I Love Lucy.” Legendary Baseball
Stadiums presented a picture of another time and
some bygone places where Americans enjoyed their
favorite pastime. The legendary Looney Tunes
series came to its end with Porky Pig uttering the
famous phrase “Thats All Folks!” and an entire
generation of Peanuts lovers celebrated the issuance
of a Snoopy stamp depicting him atop his dog-
house, portraying the Red Baron. The art of
illustration was honored with a collection of 20
stamps entitled “American Illustrators,” which
proved to be one of the most popular stamps of the
year. Illustrators such as Norman Rockwell, N.C.
Wyeth, Frederick Remington and Maxfield Parrish
had their talents recognized on the popular pane of
stamps. Diabetes was the subject of the latest in our
social awareness stamps. Two new subjects in our
expanded Holiday Celebrations series were added
with the issuance stamps for “Thanksgiving” and
the Islamic celebration of “Eid.” Famous person-
ages such as Roy Wilkins, the civil rights activist,
Enrico Fermi, the Nobel Prize-winning physicist,
and Leonard Bernstein, the famed composer and
conductor, were among many other exciting and
important issues during the year.

The events of September 11 brought great
sadness but with it came a greater appreciation for
our nation. The Postal Service was proud to take
part in the tribute to the Heroes and afford
Americans another way to share in their patriotism
with the dedication of the “United We Stand”
stamp, which was designed and produced in record
time.

We successfully responded to the Semipostal
Authorization Act of 2000. The Act authorized the
Postal Service to establish a 10-year program to sell
semipostal stamps. The Postal Service responded in
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February, 2001 by publishing its proposed rule for
public comment in the Federal Register. After com-
ments were considered, the Postal Service published
its final rule and solicitation for proposals for semi-
postal stamps in the Federal Register. Although
semipostals are common in other foreign postal
administrations, this was the first time the Postal
Service was given the authority to create a semi-
postal program. The response was overwhelming in
terms of inquiries and amount of public participa-
tion. CSAC Members reviewed 35 qualified
proposals including the proposals for executive
agencies that would administer funds raised for 33
different humanitarian and social awareness causes
submitted in accordance with the rules and regula-
tions established for the semipostal program.

The 2002 stamp program was successfully
completed earlier than previous years. The acceler-
ated schedule affords eatlier development of stamp
and retail products and earlier release of designs to

the media, field offices, and the public.

2. Production Activities
Significant production reductions were
realized which resulted in measurable savings in
the stamp production budget.

n  For the rate implementation that took place
in January 2001, stamp production was able
to reduce the number of rate change transi-
tional stamps by approximately eight billion
stamps with a resultant reduction in costs of
$26 million.

n  Additional savings have been realized by
competitively bidding many of the com-
memorative stamp issues among the private
supplier base. An overall cost reduction of
34 cents per thousand was attained, with a
resultant overall cost reduction that resulted
in a savings of $15 million from pricing
based on FY 2000. (FY 2000 unit costs were
$3.17/1,000 stamps: FY 2001 unit costs
were $2.83/1,000 stamps.

n We successfully met all stamp production
and distribution commitments for both the
commemorative and definitive stamp pro-
grams.

3. Stamp Fulfillment Services (SFS)
Activities
Stamp Fulfillment Services fulfilled 1.5 mil-
lion customer orders, totaling $105.9 million in
revenue. 30 percent of this business was via the
Internet. The remaining 70 percent is attributed
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to USA Philatelic catalog sales. SES also processed
213,000 personalized envelope orders for $78.4
million in revenue. Total revenue flow at SES for
stamp sales, envelopes, consignments, LibertyCash
and product sales was $757 million in 2001.

|. Licensing Program

In January, 2000, the Office of Brand
Management, which oversees Licensing for the
Postal Service, made a decisive step towards imple-
menting a broad scale licensing program by
competitively selecting Equity Management
Incorporated (EMI) as the exclusive worldwide
licensing agency for the Postal Service. Over the
past year, the Postal Service has been working with
EMI to increase royalty revenue to a level consis-
tent with the Postal Service’s intellectual property
potential.

In FY 2000, the category distribution for
licensed products was comprised primarily of col-
lectible items. In fact, collectibles accounted for 79
percent of all licensed merchandise with far smaller
percentages constituting apparel/accessories (17
percent), stationery/gifts (2 percent), home prod-
ucts (1 percent), and other/miscellaneous
merchandise (1 percent). The program business
plan calls for marked diversification of category dis-
tribution in an effort to make a fundamental shift
in the Postal Service licensing business.

During 2001 the Postal Service executed 30
new contracts with licensees. Thirteen of these were
publishing/one-time use deals, and 17 were longer
term licensing contracts for merchandise sold in
retail venues. The continued effect of these initia-
tives is to maximize Postal Service trademark
equities and enhance the Postal Service brand with
high quality products, while pursuing revenue
growth. These new sales strategies will not impact
royalties for at least 18 months, producing hard
numbers during FY 2002.

In order to emphasize the standards by which
potential licensees are measured, EMI reviewed
nearly 400 products in 2001, some of which were
multiple products from one vendor, but only 30
new deals were signed. EMI incorporates strict
product review guidelines. This means that only
the highest quality products are put into the mar-
ketplace. Each product that is reviewed pursuant to
an active trademark license agreement undergoes a
rigorous trademark review process to ensure proper
trademark usage and the appropriate trademark
language.



Organizations wishing to sell products bearing
the Postal Service’s copyrighted images or marks
must obtain a license from the Postal service.
Furthermore, in conjunction with the Postal
Service Law Department, Licensing has been pro-
tecting Postal Service intellectual property in assets
represented by websites such as www.usps.com and
postoffice.com.

J. Sales

1. Sales

The sales organization is responsible for the
development, implementation and evaluation of
all commercial sales and account management
plans, programs, and policies nationwide,
including customer service and satisfaction activ-
ities. Their work generates the bulk of the Postal
Service’s annual commercial revenue. Through
the National Accounts program, Sales provides
direct support to 232 of the Postal Service’s
largest commercial mailing customers. Over
14,000 other large mailers classified as Premier
Accounts are served by Account Managers
housed across the nation.

a. Business Service Network

For the past several years the Sales organiza-
tion has also provided customer assistance
through the Business Service Network, a nation-
wide network of service contacts that provides
National and Premier customers (established
accounts) a local point-of-contact for resolving
local concerns. Headquarters oversight and man-
agement of the BSN Network is shifting in 2002
to the newly formed Service and Market
Development group under Marketing, for better
focusing of customer service activities. The net-
work, however, will continue to be strategically
housed at major postal operational points around
the country.

b. Event Marketing

Sales leads are generated through several
avenues, but the Event Marketing program has
been our most effective lead generation resource.
This program provides a Postal presence at con-
ventions and industry events, educating potential
new customers, and pairing those customers
interested in learning more, with postal sales rep-
resentatives in their home locations that can
help. During 2001 the Event Marketing Program
targeted 30 events for participation representing

the Catalog and Direct Marketing, Financial
Services, Internet/e-Commerce, Retail, Travel
and Hospitality, Entertainment, Sports,
Automotive, Multi-Level Marketing, and
Health/Food industries. From these events,
1,170 leads were generated worth $684 million
in potential revenue.

¢. Pro Cycling Sponsorship

The Postal Service also continued the win-
ning sponsorship of its top-ranked cycling team,
led by Lance Armstrong, the three-time winner
of the Tour de France. This sponsorship has four
primary objectives:

= Generate revenue by making sales to com-
panies and individuals affiliated with cycling;

* Enhance the Postal Service brand through
activities that positively impact customer percep-
tion of the Postal Service;

* Reap the public relations value of spon-
sorship through a variety of activities focused on
customers and employees; and

® Leverage retail sales on-site at domestic
cycling events, on the team’s Internet site and at
Postmark America.

Sales has leveraged the business relation-
ships developed through the cycling sponsorship,
closing more than $18 million in new sales in
the past three years. Beyond the revenue gener-
ated, the Postal Service benefits from the
tremendous public relations value of Lance
Armstrong’s victories in the 1999, 200