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I.
INTRODUCTION

A.
Background 

The request of the United States Postal Service in this case is only the fourth proposal filed before this Commission for an advisory opinion relating to nationwide changes in postal services pursuant to §3661 of the Postal Reorganization Act.  The first case arose in 1975 as Docket No. N75-1 and involved a retail analysis program.
   The second case was Docket No. N75-2 which involved changes that led to the elimination of a separate Airmail category of mail.
  The third case was Docket No. N89-1 and involved the realignment of three digit Zip-code pair service standards.
  In each case this Commission provided thoughtful and reasoned advice that was significant to the proposal and which ultimately led to important modifications of the programs.  In Docket No. N89-1, the Commission determined the proposed nationwide reductions in service were not justified, 
 and the Postal Service subsequently and significantly modified a major part of the proposal.
 The hearings and record compiled in this END (Evolutionary Network Development) case have further demonstrated the wisdom of the statute’s requiring public scrutiny of planned Postal Service programs affecting service nationwide.
The July 2003 report of the Presidential Commission, and later supported by the Government Accountability Office (GAO) and the Postal Service Office of the Inspector General (OIG) advised the Postal Service to overhaul its 1950’s era postal network through consolidation and standardization of the infrastructure.
  The Postal Service initiated an Evolutionary Network Development (END) process with “state of the art” computer network design technologies to carry out that task. (Tr. 2/198-202)  This proceeding, to review the evolutionary network development (END) service changes, arises out of that program.  

OCA recognizes that the Postal Service should be given the flexibility and authority to adjust its outdated operations and networks to meet its business needs and create cost savings and efficiencies, if it is to remain a viable and valuable institution.  While the Postal Service may need to consolidate its facilities to “right-size” the postal system due to factors including changes in the type of mail being processed, outdated equipment and facilities, and excess capacity, there remain concerns about the transparency and accountability of the proposed realignment process.  As a public institution with various government-provided monopoly benefits, the Postal Service must bear a special responsibility to be accountable and transparent to all stakeholders and be sensitive to the needs of the communities it serves, while balancing those needs against the costs when realigning its network and operations.
Congress has been keenly interested in the network realignment program.  Both the House and Senate versions of the proposed Postal Service reform legislation include specific provisions regarding the Postal Service’s network realignment to ensure the Postal Service informs the Congress and others about its efforts to improve operational efficiency and eliminate excess capacity, meet customers’ needs, and to establish performance goals and standards.
  Floor debate indicated specific concern about the continuing lack of transparency to the public about the Postal Service’s consolidation plans.
  
During this proceeding, several improvements to the program have been added by the Postal Service, relating generally to improving the transparency of the AMP consolidation proposals and providing for a more meaningful opportunity for public input.  In OCA’s view, several additional modifications to the END program are necessary, some of which are consistent with provisions in the draft Postal Service legislation pending in Congress, and should be recommended by the Commission in its advisory opinion.  Also, when timely, a further §3661 filing should be required to provide the Commission a fuller opportunity to advise the Postal Service about its END process and measurements for Regional Distribution Center (RDC) activations.   

 The Postal Reorganization Act (39 U.S.C. §3661) requires the Postal Service to obtain the Commission’s advice on its END program to consolidate mail processing facilities that will impact service on a nationwide basis.  The overall END program includes network models and computer programs developed to design the most efficient mail processing and transportation network for the Postal Service given, as a starting point, the existing facilities and current mail processing operations and equipment. (Tr. 2/178, 208, 234; OCA/USPS-T1-29, Tr. 2/106.)  Two computer models have been developed:  (1) the optimization model, which takes a first cut at designing the most efficient network, and (2) the simulation model which analyzes potential consolidations, as indicated by the output of the optimization model of the network, in greater detail to determine their feasibility.  
Once the initial desirability of a potential consolidation is determined, further procedures using the older AMP (Area Mail Processing) process are followed.
  The AMP process consists of a series of workpapers designed to calculate the cost savings, impacts, and feasibility of a potential consolidation of two or more facilities.  (See, for example, USPS-LR-N2006-1/5 and 6.)  The final decision is left to management’s discretion based upon the materials developed.  Approvals at the local level are required first, and final approval rests with the Senior Vice President, Operations, at headquarters. (APWU/USPS-T1-7, Tr. 2/63.)  

Another significant portion of the END process is the planned renaming and probable reconfiguration of various regional processing hubs into RDCs (Regional Distribution Centers).  These RDCs would replace the current BMCs (Bulk Mail Centers) and/or integrate them with several other transportation hubs such as Hub and Spoke Program facilities (HASPs) and smaller mail processing and consolidation facilities.
B.
Primary Issue for Decision by the Commission

This proceeding commenced pursuant to §3661 of the Postal Reorganization Act (PRA).  Section 3661(a) specifically provides that “The Postal Service shall develop and promote adequate and efficient postal services.”  To that end, §3661(b) provides that whenever the Postal Service determines there “should be” a change in the nature of postal services which will generally affect service nationwide, a proposal must be submitted to this Commission for an advisory opinion on the change.  Thus, the Commission’s advice should be requested before the effective date of the proposal and directed primarily toward fulfilling the goals of this section of the statute as well as any other applicable provisions of the PRA.  The Commission must consider whether the proposal will assist the Postal Service to “develop and promote adequate and efficient postal services” as required by §3661(a).
  The Commission should tailor recommendations that will ensure the Postal Service’s plans for changes in service further the goal of developing and promoting adequate and efficient postal services.
II.
EXECUTIVE SUMMARY

To promote adequate and efficient postal services, the OCA proposes the Commission render the following advice to the Postal Service regarding this request:

1. The time of the filing under §3661 was not within a reasonable time prior to the effective date of the proposal.  The Commission should recommend earlier and more timely filing dates for proposals pursuant to §3661.  Although many facility consolidations pursuant to the proposal will not occur for several years, some consolidations have started pursuant to the END program without the opportunity for the Commission’s advice.  Earlier proceedings and subsequent Commission advice at an earlier stage would undoubtedly have avoided some of the difficulties experienced with the lack of public information and input earlier in the process.  If the request had been filed earlier, several problems with the program uncovered during the hearings could have been avoided.  It further would have provided input to bolster the AMP review process.  

2. The END program has been reviewed internally by an independent verification and validation team and a draft report issued.  The report concluded the END Optimization Model program performs as it was intended to perform.  The Commission may conclude that the framework of the Optimization Model is satisfactory.  On the other hand, the Simulation Model workloads could not be validated for local facilities, and more work is needed.  One difficulty is that 3-digit ODIS data does not always represent “real” volume flows between communities.  The report also faulted the use of “national average throughputs” at the facility level, recognizing equipment types and age vary from facility to facility.  Although the deficiency is not fatal to the operation of the simulation program, the Commission should recommend the problem be fixed and recommend management continue with further improvements to the Simulation Model to recognize actual operations.

3. Periodically, the Postal Service should make publicly available a list similar to USPS witness Williams’ list of 139 “Possible AMP Opportunities” filed in this proceeding, as long as the END program is in operation.   Publicly announcing the most current list every six months would reduce the sense of secrecy surrounding the program and assist in alerting and preparing stakeholders for potential upcoming AMP analyses.  A comparable Regional Distribution Center (RDC) list should also be made available.
4. The END program has two major underlying flaws.  First, it assumes that larger facilities are necessarily more efficient at mail processing than smaller facilities.  This assumption is contrary to established evidence that larger facilities are not more efficient.  Second, it assumes the volume variability of most mail processing operations is less than 100 percent which is questionable.  Consequently, the Commission should recommend special care be taken by Postal Service management before consolidating facilities to ascertain whether the planned larger facility will, in reality, be more efficient.
5. The AMP worksheets do not provide specifically for analysis of some of the potential impacts listed in the preamble to the Postal Service’s Handbook PO-408, as being considered, such as community impacts and future strategic initiatives.  The AMP worksheets also do not consider the potential impacts on mailers and on service (other than on service standard performance) to the degree that they should.  No part of the AMP study measures the costs or burdens on mailers and the costs to communities that may result from service standard changes.  The AMP process does not consider costs incurred by mailers; it “is designed to only consider postal costs.” (APWU/USPS-T2-16((e), Tr. 2/390.)  
The Commission should recommend a fuller analysis within the AMP worksheets for a more complete picture and to also improve the consistency of future analyses.  The Commission should advise the Postal Service to specifically provide in the worksheets for measured analysis of the impacts on the community, the cost burdens on mailers, the impacts on service (in addition to impacts on service performance standards) and any estimates of revenues from potential real estate transactions.
6. The AMP process, from which potential cost savings are estimated, ZIP-Code pair upgrades and downgrades are determined, and the impact on employees and the community are considered, was substantially improved during the hearings, in order to provide for earlier public notice and public input and consideration of that input by management.  The Commission should advise the Postal Service to update its Handbook PO-408 to include the USPS’ recent changes in communication policies and to specifically establish a more consistent policy that, as part of the AMP process, the public’s comments and concerns must be seriously considered at all levels of management early in the process.

7. The AMP process lacks decisional rules and guidelines to be applied by local managers and headquarters’ management when weighing the cost savings against the service changes and other real or potential impacts of a consolidation.  The Commission should recommend the Postal Service implement specific decision rules and guidelines to avoid potentially inconsistent application of the AMP process to various consolidations and to reduce the potential for the appearance that AMP consolidations discriminate in favor of one geographic area over another geographic area.

8. The PRC should recommend the Postal Service communicate any upcoming facility changes as far in advance as possible that may disrupt local service, such as mailbox collection times, drop shipping locations, and bulk mail collection requirements, etc., to avoid unexpected service impacts.

9. The AMP post-implementation review process (PIR) detailed in the Postal Service’s Handbook PO-408 has not been followed.  Only one PIR of the several recently implemented consolidations has been completed and, in other cases, no PIRs were even initiated.  The Commission should recommend more stringent management oversight of PIRs, a critical part of the AMP process, and should recommend that PIRs be made public for additional transparency and accountability of the program.
10. The PIR guidelines are too limited, measuring only cost savings but not measuring impacts on service and other matters.  There is no method for evaluating the effectiveness of communications with mailers during the implementation process.  There is also no PIR for the END models. 
The Commission should recommend broadening the PIR review to include the impacts on service, employees, and the community rather than only checking to see if planned cost savings were realized.  The PIR instructions need to be expanded to specifically require a discussion of the impact on all areas of service, including the impact on collection box times, the impact on mail delivery times, and the actual impact on overnight deliveries.  The PIRs should attempt to measure the effectiveness of communication with mailers during the consolidation process.  
Also, as to PIRs for RDC consolidations, additional details will be needed for adequate PIRs.  RDC consolidations will impact much wider geographic areas and will most certainly have significant impacts on services for mail classes other than First-Class and Priority Mail, but which are now only incidentally covered by the present AMP worksheets.

11. The process for activating RDCs is only in the development stages and sketchy, at best.  The cost savings from RDC activations are currently unknown and it is claimed the savings will not be known until all are activated.  It is not clear that the Postal Service will even estimate cost savings when RDCs are established.  The Commission should find that, given the vague procedures and unfinished documentation relating to RDC activation, the Postal Service must file at a later date, and in a timely manner, a proposal pursuant to §3661 to permit further and full hearings, as necessary, for a complete review of the RDC activation program.  

12. The END process for consolidations is expected to take several years.  Given the delays and missteps that have occurred in the process, there may be further changes and delays about which the Commission should be routinely notified.  The Commission should take steps to insure that it is continuously informed about the status of the END program, of any significant modifications to the END model, and of the progress of consolidations pursuant to the END program.  The Commission should establish procedures to obtain follow-up information concerning the status of the END program, to provide more transparency sought by several interested groups, including congressional representatives, local public officials, the GAO, the OIG, employees, business mailers and consumers.
The Commission can also provide for future transparency of the END program by holding open this docket to obtain periodic reports, or by promulgating reporting rules requiring the Postal Service to continually provide information about the status of the END program, including information about consolidations as they are completed.
The Commission should recommend, as the GAO has, that the Postal Service include in its annual Comprehensive Statement a list of the changes that were made to the Postal Service’s infrastructure during that year and changes that are planned for the coming year.  

III.
NATURE OF THE CASE--§3661
A.
Brief Procedural History and Significant Library References

1.
Procedural Events

The Postal Service request in this proceeding was filed on February 14, 2006.
  The filing was noticed and hearings were ordered by the Commission pursuant to §3661 of the PRA.
  The Commission appointed April E. Boston to represent the interests of the general public in this proceeding.

The Commission issued a Notice of Inquiry early in the proceeding posing five questions regarding the evidence that would be required to properly advise the Postal Service about the END program.
  Due to the prospective nature of this case, OCA responded that the Commission can perform its role without having detailed evidence of the impact on service levels and costs for each known or potential future consolidation as long as the process for measuring those impacts is in place, workable, and functioning.  However, an understanding of the AMP and RDC processes is important and ascertaining the decision rules to be applied by management for decisions which determine the facilities to consolidate is equally important. (Response to Question 1 at 1-6.)  OCA also responded that it is impossible and unnecessary to estimate the outcome of each consolidation in even a general way.  If decision rules are in place and consistently applied, it can be assumed service will not be degraded. (Response to Question 2 at 7-8.)  OCA also stated the Commission does not need to know the specific network configuration to estimate service and cost impacts.  General information will be sufficient, but a process to keep the Commission periodically informed about the impact of the program would be useful to monitor the success of the plan.  Knowledge of the specific assumptions of the END program would be useful to determine its reasonableness and whether it is technically competent. (Response to Question 3 at 9-11)  OCA also responded that the Commission should consider the plausibility of the assumptions that enter into the AMP process, but that the underlying quality of the data does not need to be reviewed.  It would also be helpful to know how the END model is built and how it works without needing to replicate the exact model.  (Response to Question 4 at 12-17)  Finally, it is necessary for the process to look at all impacts, not just those involving changes in 3-digit ZIP-Code pair performance standards (i.e., collection times and time-of-day delivery). (Response to Question 5 at 19-20.)
Two Postal Service witnesses appeared:  witness Shah (USPS-T-1) described the END program and witness Williams (USPS-T-2) described the AMP process.  Cross-examination of the Postal Service witnesses was conducted on July 18 and 19, 2006.  Rebuttal testimony was filed by APWU witness Yao (APWU-T-1) on September 1, 2006.   That testimony focuses on effective public engagement and includes a comparative analysis of the USPS’ current public engagement strategy and offers an alternative public input process recommendation to better engage the general public.

Initial briefs are due October 19, 2006 and reply briefs are due October 26, 2006. 

2.
Library References 

Much of the information supporting the END process was filed by the Postal Service as library references in this proceeding.  Guidelines for the AMP process are included in USPS Handbook PO-408. (USPS-LR-N2006-1/3.)  Other management tools for use in the AMP process include the AMP communication plan (USPS-LR-N2006-1/4), since updated by the AMP Notifications tool kit (USPS-LR-N2006-1/12), and the AMP public input summary and related documents. (USPS-LR-N2006-1/16.)  There is also a draft RDC communication Plan (USPS-LR-N2006-1/23) and a Draft RDC Activation Planning Document (USPS-LR-N2006-1/24).  

The documents for 18 AMP consolidations have been filed as library references.  There are AMP analyses of 10 completed but not fully implemented AMP consolidations (USPS-LR-N2006-1/5 and /10(protected copy)).  There are also the completed Marina AMP (USPS LR-N2006-1/6), the AMP analysis for six additional proposed consolidations (USPS-LR-N2006-1/11), and the AMP decision package for Newark, N. J. (USPS-LR-N2006-1/14.)  AMP worksheets for terminated AMP studies were also filed. (USPS-LR-N2006-1/21.)

The only completed post-implementation review, the Marina AMP six months review, are library references (USPS-LR-N2006-1/27 and /28 (protected)).

One library reference includes extensive information relating to the Postal Service’s mail processing facilities and operations, size, equipment, personnel and volumes of mail by type. (USPS-LR-N2006-1/15.)      

Also, an important library reference is a draft report by an internal independent verification and validation team of the END program models. (USPS-LR-N2006-1/18.)  Technical information relating to the END models (but not the models themselves) appears in various library references: the “END Optimization Report” describes the development and implementation of the optimization model (USPS-LR-N2006-1/17), the earlier Network Integration and Alignment project model requirements report (USPS-LR-N2006-1/20), the TSP programs and output logs for mail processing variabilities, (USPS-LR-N2006-1/22, responsive to POIR 6, question 1), END optimization mail volumes (USPS-LR-N2006-1/25, responsive to POIR 7, question 1), and equations and regressions from the BMC network. (USPS-LR-N2006-1/26 (protected).)

One critical GAO report describes the Postal Service’s realignment strategy as lacking “clarity, criteria and accountability.” (USPS-LR-N2006-1/7, April 2005.)  Also important is a study of the USPS’ OIG on the AMP process. (USPS-LR-N2006-1/8, December 2005.)  Like the GAO report, the OIG report was critical of several aspects of the Postal Service’s AMP process, particularly its lack of compliance with policy requirements, lack of a policy to respond to stakeholder resistance, and outdated AMP guidance. (Id. at ii.)  Some of the OIG’s recommendations have been initiated by the Postal Service and others that have not been complied with are similar to the OCA’s recommendations discussed below.

B.
Standard for Commission Review
 

The request of the United States Postal Service in this proceeding for an advisory opinion on changes in postal services is only the fourth proceeding filed before this Commission pursuant to §3661 of the Postal Reorganization Act.
  Section 3661(a) specifically provides that “The Postal Service shall develop and promote adequate and efficient postal services.”  To that end, §3661(b) provides that whenever the Postal Service determines there “should be” a change in the nature of postal services which will generally affect service nationwide, a proposal must be submitted to this Commission for an advisory opinion on the change.  The Commission’s advice must be directed toward the goal of this section of the statute.  In the first opinion issued by the Commission pursuant to a case brought under §3661, the Commission recognized that it “must determine whether the program promotes adequate and efficient postal services and conforms to the other policies established under title 39.”
  Thus, the Commission must consider whether the proposal will assist the Postal Service to “develop and promote adequate and efficient postal services.”  The Commission should tailor recommendations that will ensure the plans for changes in service further the goal of developing and promoting adequate and efficient postal services.
The Commission set out a guideline necessary to properly advise about a §3661 proposal:  review is limited to “the overall structure of the program, but does not extend to specific applications of the program when implemented.
  The prospective nature of §3661 requires an analysis of the potential effects of the program although precise estimates of the impacts are not possible. (Id. at 21.)   The Commission can rely upon a projection of the reasonably foreseeable consequences of the program. (Id. at 22.)  Also, does the program conform to the stated objectives of the Act and is the methodology sound, (Id at 33-34) and does the program attempt to introduce “rational decision-making” into the realignment program?  (See id. at 44.)  OCA is concerned that the program does not appear to consider the mandate of the PRA that in planning facilities the Postal Service shall emphasize “a maximum degree of convenience for efficient postal services.”  Neither the AMP process, nor the unfinished RDC process, as discussed below, consider, as they should, the impacts upon service and the convenience of the mailing public.
  

C. Reasonableness of the timing of the filing

The time of the filing under §3661 was not within a reasonable time prior to the effective date of the proposal.  The Commission should recommend earlier and more timely filing dates for proposals pursuant to §3661.  Although many facility consolidations pursuant to the proposal will not occur for several years, some consolidations have started pursuant to the END program without opportunity for the Commission’s advice.  The END program had been in operation for many months during which time the Postal Service might have filed its proposal with the Commission. If the request had been filed earlier, several problems with the program uncovered during the hearings could have been avoided.    

The statute provides that a proposal pursuant to §3661 shall be submitted “within a reasonable time prior to the effective date of such proposal….”  In the first “N” case, Docket No. N75-1, the opinion of the Commission specifically incorporated a policy statement establishing guidelines for the filing of future requests for advisory opinions.  It stated: 

The prospective nature of our review of actions and programs under §3661 requires that filings by the Postal Service be made as early as possible and contain a comprehensive statement of the underlying facts.
 
In the next “N” case opinion in Docket No. N75-2, pending the issuance of rulemaking proceedings on the timing of filings under §3661, the Commission requested the Postal Service to file §3661 requests at least six months in advance of the proposed implementation date.

 Currently, the Commission’s rules require, as a minimum, the filing of a request for advice “not less than 90 days in advance of the date on which the Postal Service proposes to make effective the change in the nature of postal services involved.” Rule 72.  The rule provides a minimum, but not a maximum, advance time for filing requests: “there is no obstacle to filing earlier than that.”
  Given the complexity of the END program and the numerous issues to be considered, 90 days was clearly insufficient lead time for obtaining advice prior to the first planned implementations.  In fact, at the time of filing on February 14, all 10 AMPs were in various stages of implementation. (Williams T-2 at 9, lines 16-18.)  Several AMP consolidations under the END program had been completed sometime prior to May 8, 2006, even though, “Implementation of all elements can take up to six months to complete.”
  Clearly, implementation was planned to begin and had begun long before the conclusion of the 90 day period following the filing of the request on February 14, 2006, the minimum period provided for in the Commission’s rules.
The Postal Service filing in this case was not timely.  Although many facility consolidations pursuant to the proposal will not occur for several years, some consolidations have started pursuant to the END program without the  opportunity for the Commission’s advice.  As of the date of filing its Request in this case on February 14, 2006, the Postal Service admitted 10 consolidations were already “in various stages of implementation and all are expected to be completed by June 2006.”  (Williams, T-2 at 9 referring to USPS-LR-N2006-1/5.) 
If the request had been filed earlier, several problems with the program that were uncovered during the hearings, particularly as they related to the transparency of the program, communication and procedures for public input, could have been avoided.  The END program had been in operation for many months, during which time the Postal Service might have filed its proposal with the Commission.  Consequently, the Commission should again advise the Postal Service that the 90 day period indicated in the Commission’s rules is a minimum period of time and that earlier filing of requests is important to complete the process prior to implementation of proposals that may be flawed and can be improved as a result of the transparency of the hearing process.  
IV.
END PROGRAM COMPUTER MODELS
A.
END Program Optimization and Simulation Models 

The END program has been reviewed internally by an independent verification and validation team and a draft report issued.  The report concluded the END Optimization Model program performs as it was intended to perform.  On the other hand, the Simulation Model workloads could not be validated for local facilities, and more work is needed.  The Commission may conclude that the framework of the Optimization Model is satisfactory but recommend management continue with further improvements to the Simulation Model to recognize actual operations. 
The Postal Service has not provided the complex formulas for the “optimization” and “simulation” models of the END program which model the Postal Service’s network.  Consequently, the focus of cross-examination in this proceeding has been to gain an understanding of the models.  A considerable amount of evidence has been collected for this record about the history of the models, their inputs and outputs, and how the outputs are applied by the Postal Service when deciding upon local consolidations to meet the objectives of efficiency and economy while providing prompt postal services.
 
Nevertheless, despite the efforts of numerous parties, including the examinations of several POIRs, the actual equations and the operation of those programs remain hidden within “black boxes” in the custody of the Postal Service.  The operation of the models has neither been observed nor replicated, inasmuch as the details have not been forthcoming.  

However, despite not having the models available for analysis, for several reasons OCA has concluded the record sufficiently demonstrates the bona fides of the models: that they function as represented by the Postal Service and that they provide, for the most part, with one notable exception, a satisfactory working outline of the optimal network for which the Postal Service is striving.  As OCA indicated in response to a Presiding Officer’s inquiry early in this proceeding, it is not necessary to obtain the mathematical details of the models because:

The quality of the data compiled and the accuracy of the methods measuring service and cost impact are matters within the purview of Postal Service management. The Postal Service relies upon its own data and, as far as we see, has no incentive to consolidate for consolidation’s sake.
 
Furthermore, although this proceeding is styled “Evolutionary Network Development Service Changes, 2006,” the Commission is not specifically required in this proceeding to approve the END models.  Rather, at the heart of the Request, is the question of whether the Postal Service’s “plans to implement service standard changes for various 3-digit ZIP Code area origin-destination pairs for different mail classes conform to the policies in title 39, United States Code.” (Request at 4.)   The service standard changes do not flow directly from application of the END program models, but only after the intervening application of the AMP (Area Mail Processing) guidelines (and later the RDC guidelines) to specific facilities. (See OCA/USPS-T1-11, Tr. 3/1090.)  The AMP analysis is not based so much on complex computer modeling applications which provide suggestions for facilities that might be consolidated, but on less complex arithmetic calculations and management decisions as to the feasibility and rationality of specific consolidations of facilities that are expected to improve the efficiency and economy of the network.  
The END programs indicate the facilities that ought to be consolidated for the best efficiency and so provide management the assurance that a particular consolidation is “going in the right direction.”  The END programs also initially determine whether the consolidation of two particular facilities will be consistent with an efficient network over the long term.  Thus, while the principles being applied in the END programs are important, the details are less important for this Commission, particularly given the independent validation and verification team report in the record, discussed below, which provides a measure of assurance the models are reasonable and function as intended and as represented. 
The End program provides an impetus for consolidations by pointing to areas where consolidation would increase efficiency. Thus, the END program serves as a motivator encouraging AMP analysis. The END program plays no part in the AMP analysis other than pointing out the direction of a consolidation and the volumes to be moved.  The END program may also provide a template for the equipment to be moved and used at the new facility.  However, the impact of the consolidation is determined by the calculations in the AMP worksheets and management decisions.
The Postal Service commenced an extensive internal examination to validate and verify that the END computer models perform correctly.  Verification is a determination of whether the model meets the conceptual description and specifications; validation determines if the model is built correctly.
  A draft report issued in January 2005 by the Independent Verification and Validation (IV&V) team found the models generally satisfactory.
  The Postal Service has determined the draft report shall be the final report.
 The report determined the results of the optimization model are reasonable at the aggregate level.  

As for the simulation model, the report concluded that the simulation model “did not always respond the way one expects when variables in volume and throughput are introduced” and recommended further analysis of specific locations tested to understand why this occurs. (USPS-LR-N2006-1/18 at iv.)
  Simulation model workloads could not be validated due to variances between facilities, products, and optimization model volumes, noting workloads and volumes in the two models should correspond to one another.  The Postal Service has not corrected all of those shortcomings. (Tr. 2/224-25.)  One difficulty is that 3-digit ODIS data does not always represent “real” volume flows between communities.  The report also faulted the use of “national average throughputs” at the facility level, recognizing equipment types and age vary from facility to facility.  Although the deficiency is not fatal to the operation of the simulation program, the Commission should recommend the problem be fixed.  

While the AMP process is adequately documented in this record, the same cannot be said of the planned RDC activation process.  The Independent Verification and Validation report also singles out potential difficulties modeling RDCs.  It states, “package and bundle processing concepts embedded in the model are not fully developed at this time.” (USPS-LR-2006-1/18 at v.)  Absent development of a total package sortation system (TPSS)…the depth of sort provided by the APPS solution would appear to be inadequate.”(Ibid.)  Other situations make the multi-APPS environment “difficult to manage.”  Also, RDCs are large complex operations which “will likely incur significant material handling and transport needs.” (Ibid.)  Thus, the report indicates substantial future planning is needed for RDCs to handle the package and bundle processing that is envisioned.  This is one more reason why additional work and study of the RDC configuration should be completed prior to the Postal Service activating that part of the END program.   The report also strongly believes other models being designed to further test solutions at the facility level should continue, including the Integrated HASP Network Model. (Ibid.)  The Independent Verification and Validation draft report also noted that exceptions to service standards would have a detrimental effect on the overall outcome of modeling and that earlier clearance times are key to the expanded reach of consolidated facilities. (Ibid.)  OCA has no reason to dispute these findings. 
B.
Public Availability of End Program Network Output

Periodically, the Postal Service should make publicly available a list similar to USPS witness Williams’ list of 139 “Possible AMP Opportunities” filed in this proceeding, as long as the END program is in operation.   Publicly announcing the most current list every six months would reduce the sense of secrecy surrounding the program and assist in alerting and preparing stakeholders for potential upcoming AMP analyses.  A comparable RDC list should also be made available.
The question arises as to the degree of transparency that ought to be accorded the information derived from the computer output from the END programs, particularly the “opportunity” list compiled by Postal Service management of the facilities drawn from the network plan that may be considered for AMP analysis.  A subsequent section of this brief will discuss the need for transparency during the AMP analyses.  In OCA’s view, the Postal Service should provide the complete list of potential consolidations to the public on a periodic basis.  USPS witness Williams had compiled such a list of 139 “Possible AMP Opportunities.”
  

Many of the locations, in the list of targets of opportunity, were previously known as potential consolidation sites.
  Others were newly available.  Some have been temporarily or permanently rejected as potential consolidation sites.  In addition, the END programs continuously regenerate network designs as new volumes and consolidations occur.  The optimization model is run at least annually with new volumes and costs (Tr. 2/226) or when there is a fundamental change in the distribution concept, but the simulation model is run more frequently to test the feasibility of operational concepts. (Tr. 2/221-222.)  Thus, the list of potential local consolidations could be changed at least every few months.

The Postal Service has experienced problems with premature rumors about consolidations causing concern among stakeholders about the future. The Postal Service has been concerned about unnecessarily worrying the public with potential consolidations for several reasons:  incomplete or misinformation creates concern for employees; the unions may worry unnecessarily about the loss of jobs; and local mailers and communities are concerned about the impact on their mail service.  In many cases, the concern may be premature or unfounded because management will decide for other reasons that consolidation is infeasible. (See Williams, T-2 at 13.)    

Weighed against these concerns are the advantages to stakeholders of transparent knowledge about the status of the consolidation process.  When a locality is suddenly informed about the potential for closing a facility late in the process, the Postal Service’s failure at being forthcoming with facts and data frustrates interested participants and the Postal Service appears unwilling to share with stakeholders in a timely manner the information necessary for their communities to respond appropriately.
  
For these reasons, in addition to expanding upon the lines of communication during the AMP process, which the Postal Service has commendably worked to improve during this proceeding, the Postal Service should periodically make publicly available a list similar to witness William’s list of 139 “Possible AMP Opportunities” filed in this proceeding, as long as the END program is in operation.   Publicly announcing the most current list every six months would assist in preparing stakeholders for potential upcoming AMP analyses.    

This is particularly important over the long run.  The Postal Service has explained the current list of 139 cases is not the final list of consolidations as it is a dynamic list changing with system growth and markets.  The Postal Service also plans further levels of consolidations after this first round to consolidate the consolidated facilities, if feasible. (Tr. 3/567)   The current list is therefore only one of many lists that will result from END program outputs. 

By withholding this information from the public, the Postal Service merely arouses public curiosity and, in the minds of the public, may serve to raise the matter in importance beyond its true significance, engendering suspicion and animosity where, if information were routinely made available, the public would  appreciate the information and better community relationships with the Postal Service would be possible.
The Commission should therefore recommend that, as part of the overall END program process, the Postal Service periodically release a list similar to the list of “Possible AMP Opportunities” for AMP sites, with the caveat that it is a preliminary list without local AMP analysis.  This would eliminate the stress and hand-wringing currently engendered locally when the announcement of a forthcoming AMP consolidation analysis appears with a relatively short time frame for response by stakeholders.   Without such a list, those stakeholders who have an interest in consolidations must assume every location is a potential AMP candidate. 

In addition, to date, the Postal Service has not provided a list of potential RDC sites, again claiming the computer program does not output that information. (Tr. 2/233)  The Postal Service no doubt has a list of RDC sites compiled by the models or at least which can be determined from the output of the models similar to the “Possible AMP Opportunities” list.  The Postal Service should also make this information available on a regular basis with the list of potential AMP consolidations.
C. The Fundamental END Program Assumptions are Questionable and May Lead to Inefficient Consolidations.

The END program has two major underlying flaws.  First, it assumes that larger facilities are necessarily more efficient at mail processing than smaller facilities.  This assumption is contrary to established evidence that larger facilities are not more efficient.  Second, it assumes the volume variability of most mail processing operations is less than 100 percent which is questionable.  Consequently, the Commission should recommend special care must be taken by Postal Service management before consolidating facilities to ascertain whether the planned larger facility will, in reality, be more efficient.

The Postal Service’s END model assumptions related to consolidation of operations of smaller and medium-sized facilities into similar operations in larger facilities are questionable, at best, and could lead to inefficient consolidations.

Two fundamental END model assumptions are:  (1) system-wide productivity gains will be achieved by consolidating operations at smaller and medium-sized facilities into similar operations at larger facilities; and (2) the volume variability of most mail processing operations is less than 100 percent.

1. Questionable assumption 1--system-wide productivity gains will be achieved by consolidating operations at smaller and medium-sized facilities into similar operations at larger facilities.
In an April 2005 report, the GAO provided convincing evidence that P&DC plant productivity varies inversely with size. (USPS-LR-N2006-1/7 at 29-30.)  This was further confirmed by more detailed information on productivity for various mail processing operations provided by the Postal Service in its response to an interrogatory, VP/USPS-T1-16. (Tr. 3/1197-1221.)  This information consisted of a series of charts which displayed average productivity for eight major mail processing operations, for each year from 1999-2005 and for three different facility size categories: smallest 33%, middle 33%, and largest 33%.  In virtually every case, operational productivities varied inversely with facility size.  In many cases, the difference in productivity was large – for example, the percentage difference in 2005 OCR productivity between small and large facilities was about 33%.  This pattern was further confirmed by USPS witness Bozzo’s response to VP/USPS-T12-4(b) in Docket No. R2006-1(Tr. 10/2656):  
It is a stylized fact that mail processing operations at “large” facilities have lower productivities, on average, than similar operations at “small” facilities.

In that same response, the Postal Service attempted to qualify this finding by noting that:

However, there is sufficient within-group productivity variation that there are “large” facilities with higher productivity operations than most “small” facilities.

This qualification does not sufficiently counter the fact that larger facilities are many times less efficient than smaller facilities.  Within-group variation in productivity does not mean that the END model can always find a small facility operation with unusually low productivity to be conveniently consolidated into a large facility operation with unusually high productivity.  Transportation cost considerations limit the available consolidation possibilities, and so on a system-wide average basis, the beneficial effect of the within-group productivity variation is likely to be small.
  
A related concern arises from the Postal Service’s procedures used to estimate volume variabilities via econometric models of several mail processing operations.  The inputs to their econometric models for each operation combine the data for a given operation type over all facility sizes, so that separate estimates of the characteristics (parameters) of each operation by facility size are not available.  (See witness Shah’s response to VP/USPS-T1-21(a), Tr. 2/152) and witness Bozzo’s R2006-1 response to VP/USPS-T12-6(a).)
Thus, the underlying assumption that favors consolidation of smaller facilities into larger facilities is flawed and will not lead in many cases to greater efficiencies.    

2.
Questionable assumption 2-- the volume variability of most mail processing operations is less than 100 percent
The issue of mail processing variability has been contentious since Docket No. R97-1, when the Postal Service proposed lowering the variability of mail processing costs from the traditional near-100 percent (actually 95.6 percent) level to about 76.4 percent.  In subsequent omnibus rate proceedings, the Postal Service included similar proposals for substantially reducing the variability of mail processing costs (including the latest study by witness Bozzo (USPS-T-12) in Docket No. R2006-1).
  To date, the Commission has not found that the Postal Service’s data and methods used in estimating lower mail processing cost variabilities are sufficiently reliable to justify making such a large change in cost attribution. 

In this case, the Postal Service uses its controversial lower estimates of volume variability for the operations involved in the END optimization model.  Because these results generally reflect volume variabilities that are substantially less than 100 percent, the marginal cost declines as volume increases. (OCA/USPS-3(a), Tr. 3/1051; and see response to OCA/USPS-34(d), Tr. 3/ 1047.)  This means that the larger-volume operations have a lower marginal cost than smaller-volume operations, and so the END model finds that economies are achieved by consolidating smaller volume operations into larger ones.  As witness Shah notes in his response to VP/USPS-T1-5(b) (Tr. 2/130), the larger volume operations are usually found at larger facilities:

The objective of the optimization is to achieve economies of scale by maximizing the utilization of available capacity.  The cost functions are designed to represent the fixed and variable cost of specific mail processing operations in three size categories small, medium, and large.  The model will maximize the utilization of larger facilities given the incremental cost of adding volume to a larger operation is less than a small and medium operation.

It should be noted that the nonlinear cost functions developed using the Postal Service’s econometric analyses are approximated by linear cost functions in the END model to simplify the calculations. 

If the Commission’s (near 100%) estimates of volume variabilities were used in the END optimization model instead of the Postal Service estimates, it appears that there would be less consolidations of small and medium operations into larger ones.  In part (b) of his response to OCA/USPS-62, witness Shah confirmed the following statement:

Please confirm that in the 100% volume variability case described in part (a), the linear approximation cost functions used in the optimization model for large, medium, and small operations would have the same intercept (at the origin) and the same slope (marginal cost).  If you do not confirm, please explain.

Part (c) of this same question asked:

For the 100% volume variability case described in part (b), please confirm that since marginal costs from the linear cost functions for large, medium, and small operations would be the same, and since there would be additional costs required to relocate existing operations to different facilities, the optimization model would not maximize the utilization of operations in larger facilities, but would instead maintain the existing utilization of operations in large, medium, and small facilities.  If you do not confirm, please explain.
Witness Shah’s response mentioned other possible cost saving areas, but admitted that a 100% variability assumption would result in no direct labor cost savings from consolidation:

Not confirmed.  While the assumption of 100 percent variability precludes the possibility of direct labor cost savings from consolidation of small, fragmented operations, it does not ensure that the current operational structure will be maintained.  Other types of cost savings, such as reductions in transportation or overhead costs could lead to consolidation.

In summary, it is not at all clear from the record of this proceeding that significant savings from the END consolidation project will be achieved.  Even if consolidations under AMP are shown to save money, the money saved and efficiencies obtained may not be maximized. Consequently, the Commission should recommend special care must be taken by Postal Service management before consolidating facilities to ascertain whether the planned larger facility will, in reality, be more efficient.
V.
AREA MAIL PROCESSING (AMP) PROCESS
A.
Documentation Included in AMP Analyses

The Area Mail Processing (AMP) Guidelines issued March 1995 are contained in USPS Handbook PO-408.
  An AMP study analyzes the feasibility of consolidating mail processing and distribution operations.  Handbook PO-408 explains that the AMP process “examines the impacts on employees, the community, and customers, and considers the AMP’s effect on service, costs, productivity and future strategic initiatives.” (Handbook PO-408 at 1.)  Once initiated, an AMP is to be completed by the initiating office in six months.  The Area vice president has 30 days to review and approve or return the package to the local level. (Id. at 2.)  The Senior Vice President, Operations, Headquarters, has up to 30 days for completion of the final review.  (Ibid.)
The Handbook provides instructions and blank worksheets.  There is an executive summary worksheet calculating first-year savings,
 changes in personnel positions, and the change in priority mail average daily volume commitments (worksheet 2).  Other worksheets to be completed by local management are the documentation of communication to local employee organizations, employees, congressmen, media, local organizations and major mailers. (worksheet 3)  Also required are annual workhour savings and costs, (worksheets 4 and 4a), number of changes and savings/costs in craft personnel (worksheet 5), number of changes and savings/costs in EAS personnel (worksheet 6),  changes in First-class and Priority Mail service commitments by volume (worksheets 7 and 7a), changes in labeling lists (worksheet 8), annual associated costs (worksheet 10) and one-time equipment reconfiguration and relocation costs (worksheet 10a) as well as changes in costs for Remote Encoding Center operations (worksheet 10b), and a new worksheet for space made available analysis. (OCA/USPS-T2-19, Tr. 2/475-7.)  

B. Impacts Not Analyzed by AMP Worksheets

The AMP worksheets do not provide specifically for analysis of some of the potential impacts listed in the preamble to the Postal Service’s Handbook PO-408, as being considered, such as community impacts and future strategic initiatives.  The AMP worksheets also do not consider the potential impacts on mailers and on service (other than on service standard performance) to the degree that they should.  No part of the AMP study measures the costs or burdens on mailers and the costs to communities that may result from service standard changes.  The AMP process does not consider costs incurred by mailers; it “is designed to only consider postal costs.” (APWU/USPS-T2-16(e), Tr. 2/390.)  
The Commission should recommend a fuller analysis within the AMP worksheets for a more complete picture and to also improve the consistency of future analyses.  The Commission should advise the Postal Service to specifically provide in the worksheets for measured analysis of the impacts on the community, the cost burdens on mailers, the impacts on service (in addition to impacts on service performance standards) and any estimates of potential revenues from real estate transactions.  

The AMP worksheets do not provide specifically for analysis of some of the potential impacts listed as being considered in the preamble to Handbook PO-408 such as community impacts and future strategic initiatives. Nor do the worksheets consider the potential impacts on customers, service, or community to the degree that they should.
The AMP process does not consider costs incurred by mailers:  it “is designed to only consider postal costs.” (APWU/USPS-T2-16(e), Tr. 2/390; Tr.3/603.)  No part of the AMP study measures the costs or burdens on mailers and the public that may result from service standard changes. (APWU/USPS-T2-18(d), Tr. 2/392.)  For instance, the Postal Service is unable to locate any records to demonstrate that the needs of customers were taken into account when it changed the service standards for several consolidations in 2004.
  Although the AMP process provides for considering new areas for overnight delivery, “There are no criteria, analysis or studies to consider overnight growth areas that are mandated as part of the AMP process.” (DBP/USPS-69, Tr. 3/871.)  Local analysis evaluates the “volumes involved, availability of transportation, potential costs and other local factors.” (DBP/USPS-68(c), Tr. 3/873.)   Service standard changes are not assigned a monetary amount, which has not been explored by the Postal Service. (OCA/USPS-T2-3, Tr. 2/456.)  
A more direct mailer impact--the cost to mailers when a Bulk Mail Entry Unit (BMEU) is closed--is not included in the AMP analysis. (NNA/USPS-T2-15, Tr. 2/454; Tr. 3/603-04.)  Also, although there are instances where the final collection box times have been affected by consolidations, the AMP worksheets do not specifically provide for consideration of whether a change in collection times or the impact of earlier dispatch times would or would not meet the needs or requirements of the community. (DBP/USPS-42, Tr. 3/801; DFC/USPS-7, Tr. 3/954; DBP/USPS-75, Tr. 3/881, DBP/USPS-85, Tr. 3/939; DFC/USPS-2, Tr. 3/941.)  Moreover, the AMP worksheets do not consider the cost saving effects of technological changes resulting from deploying advanced automation such as FSS (Flats Sequencing System) machines. (OCA/USPS-T2-16, Tr.2/ 470.)  
The Postal Service stated that it makes a determination as to the types of studies that are conducted to determine customer needs on the basis of “town hall” meetings or meetings with postal service managers. (DBP/USPS-69(d), Tr. 3/873.)  These methods may be useful to pick up ad hoc situations, but they are not a satisfactory substitute for specific instructions and guidelines to routinely and consistently consider and measure customer, service and community impacts.     

  
Finally, while the Postal Service has emphasized the consolidation of operations when discussing the END process, there is little discussion about the physical closing or sale of the facilities that may occur.  According to Postal Service officials, there are different types of excess capacities that exist at the Postal Service, including excess physical infrastructure, which occur when more square footage is available for processing mail than is necessary (this may include entire plants). (USPS-LR-N2006-1/7 at 34.)  However, the AMP worksheets do not estimate any savings that could result from a real estate sale of facilities and/or land or any estimations of the potential market value if a facility is closed during the END process. (Tr. 3/656.)  As GAO cautioned, maintaining an infrastructure that is larger than necessary requires the Postal Service to spend resources that it could employ elsewhere and could cause the Postal Service to forego revenue from the sale of excess properties. (Id. at 57-58.)  Since the valuable physical structure and the land are such an integral part of the process of identifying excess capacity and creating an efficient network, the Commission should recommend that the Postal Service include estimates of potential revenue from real estate transactions as a factor in the AMP decision process.

C.
Public Participation in AMP Process
The AMP process, from which potential cost savings are estimated, ZIP-Code pair upgrades and downgrades are determined, and the impact on employees and the community are considered, was substantially improved during the hearings to provide for earlier public notice and input and consideration of that input by management.  The Commission should advise the Postal Service to update its Handbook PO-408 to include the USPS’ recent changes in communication policies and to specifically establish a policy that, as part of the AMP process, the public’s comments and concerns must be seriously considered at all levels of management early in the process.
During the proceeding, the Postal Service, to its credit, revised portions of the AMP process by enhancing the documentation relating to notices of the process and providing for increased and more timely public input.  
When the Request in this proceeding was filed, only a brief review of the AMP process documents indicated critical shortcomings in the process; the public notice was not timely and the service list for notifications of an AMP analysis was inadequate.  For instance, Handbook PO-408, containing the Postal Service’s AMP processing guidelines, provides for notice to the public only after the AMP proposal, with documentation, has been approved by local officials and the district manager and then forwarded to the vice president, Area Operations, who was to ensure that, “All respective local government officials and all contact with congressional representatives is documented.”  (PO-408 at 1-2.)
  

More importantly, despite a process which appeared to provide for limited public comments and public meetings, no opportunity for meaningful public input into the process was available (APWU/USPS-T2-13, Tr. 2/385; OCA/USPS-27, Tr. 3/1025-6.)  At that time, there was “no plan for direct solicitation of comments from the general public in relation to individual AMP studies.” (OCA/USPS-2, Tr. 3/957.)  For instance, until the process was revised, the Postal Service stated that concerns from the public, particularly the concerns of retail customers, have been channeled through elected officials in order to reach the Postal Service, inasmuch as there were no other opportunities during the process for public comments. (Ibid.; OCA/USPS-18(b), Tr. 2/976; OCA/USPS-21(a), Tr. 3/1012; OCA/USPS-18(b), Tr. 3/976-7; APWU/USPS-T2-15, Tr. 2/387-8.)  Further cross-examination confirmed that meaningful public input was virtually impossible given the procedure of not notifying the public of a consolidation until the 11th hour after completion of the AMP analysis at the local and area levels, and only permitting comments just before the final sign-off by the Senior Vice President, Operations, at headquarters.  Thus, meaningful public input was nonexistent.  

Fortunately, the Postal Service has improved its communication plan with additional documentation.  Guidelines for public participation are not included in Handbook PO-408, but were developed and included in the separate USPS AMP Communication Plan (September 2005).
  That plan resulted from refinements gained from the experiences of reviewing ten recent AMPs.
  Notably, that improved plan only provided for notices of intent to conduct an AMP study directed to essentially all stakeholders, and included a kit of talking points explaining the particular AMP proposal involved, but it only provided for actual briefings to stakeholders after the completion of the AMP feasibility study and the approval decision to consolidate operations. (USPS-LR-N2006-1/4 at 6).   Significantly, still no provision for public input was included in that updated  Communications Plan (September 2005) filed as a library reference with the Request. (Ibid.) 

During the proceeding, public concerns and inquiries from elected representatives were expressed in the media about the lack of public notice and information surrounding several planned AMP consolidations.  Also, several interrogatories inquired about the notice and information the Postal Service provided prior to AMP consolidations.  Thereafter, the Postal Service subsequently filed an “Area Mail Processing Notifications Tool Kit” demonstrating the Postal Service’s detailed templates for public notice to various stakeholders about AMP consolidations.
 

Subsequently, after apparently recognizing the shortcomings of the original communications plan, the Postal Service completed and filed the “AMP Public Input Process Summary and Related Documents.”
   It consists of Postal Service guidelines for holding a public meeting after the headquarters has completed the functional review of an AMP proposal package.  It provides for holding only one public meeting, led by the district manager, for approximately two hours “at least 10 days after the date of the letter” notifying the public of the meeting.
  The public input process provides for a PowerPoint presentation based on a standard format. The public would have “up to five days after the public meeting to submit written comments to the district Consumer Affairs Manager.”  The comments from the meeting are summarized and forwarded to the Senior Vice President, Operations, for consideration before making a final decision. (See OCA/USPS-T2-18, Tr. 2/472.)  
OCA expects that if the Postal Service follows the letter and the intent expressed in the Postal Service’s revised documentation, the public communications process will be improved.  For example, it is expected that notices to appropriate stakeholders will be more timely, the notices will go to those more likely to be interested with greater opportunity for their comment, and that public input might be considered by the Postal Service.  It is anticipated that there will be opportunity for limited dialogue between management and the public at the public meeting.  In addition, a question and answer period following an AMP video, briefing and PowerPoint presentation has been added to the process.
  
The APWU filed testimony by witness Yao of “AmericaSpeaks,” a not-for-profit organization dedicated to strengthening the voice of the citizen in public decision-making.  Based upon experiences of her organization, she believes additional improvements in the Postal Service’s processes for public participation are desirable.  She recommends a broader approach to allow public input prior to implementing new initiatives. Witness Yao’s testimony was filed subsequent to the filing of the various communications documents and other resources filed by the Postal Service.  To the extent the dialogue and public participation suggested by witness Yao can be incorporated into the process, OCA believes the overall process would be further improved.
OCA recommends modifying Handbook PO-408 to include these recently issued communications documents and clarify AMP worksheet 3 with appropriate cross-references to the new documents.  This recommendation is necessary because, unfortunately, neither of these additional revised communication plans indicates either the source of those documents, the office responsible for issuing the documents, or whether they are found within the official documentation for the AMP process which resides generally within PO-408.  The communication plan documents are referred to as an “Area Mail Processing (AMP) Communications Plan (September 2005)” (on Postal Service letterhead) and an “AMP Public Input Process Summary and Related Documents” (without letterhead), respectively.  The documents do not appear to be memoranda issued by an officer of the Postal Service, nor do they indicate a location within any particular set of Postal Service documentation.  Further confusion arises about the applicable communication plans because the Marina PIR states that  “HQ Public Affairs and Communications” has published an “Area Mail Processing Communications Support Kit (February 2006)” which standardizes communications templates and processes, perhaps in lieu of AMP worksheet 3, “Communication Documentation.”
  That kit was not filed by the Postal Service in this proceeding and may differ from the communications plan tool kit dated May 2006 that is also duplicated at pages 6-44 of the Marina PIR.  The source and applicability of the several operable communications plans is thus confusing.  Because of the recent issuance of these plans, the Postal Service should be advised to update and modify Handbook PO-408 to include these documents within that Handbook or to otherwise formalize these documents and clarify AMP worksheet 3 with appropriate cross-references to the above documents.  

In conclusion, the Commission should advise the Postal Service to update the Handbook PO-408 to take into account the recent modifications of its communications policies, and also to specifically establish a more consistent policy that, as part of the AMP process, the public’s comments and concerns must be seriously considered at all levels of management early in the process.

D.
No Decision Rules Have Been Developed For Management To Apply To AMP Analyses 
The AMP process lacks decisional rules and guidelines to be applied by local managers and headquarters’ management when weighing the cost savings against the service changes and other real or potential impacts of a consolidation. The Commission should recommend the Postal Service implement specific decision rules and guidelines to avoid potentially inconsistent application of the AMP process to various consolidations and to reduce the potential for the appearance that AMP consolidations discriminate in favor of one geographic area over another geographic area.    

The AMP process lacks decisional rules and guidelines to be applied by management when deciding whether to approve a proposed consolidation.  (OCA/USPS-T2-20, Tr.2/478.)
The AMP analysis process is a bottom-up procedure.  Local management estimates savings of mail processing operations, volumes, workhours and personnel costs on the worksheets provided in the AMP handbook (Williams, USPS-T-2 at 4.)  Local management also calculates the change in the service commitments for pieces of mail in each of the affected 3-digit ZIP Code pairs. (Ibid.)  If there are cost savings, no impacts on service commitments, and no impacts on employees, and no other known negative impacts, then the decision to move ahead with a consolidation would not be difficult.  The Area vice president accesses the impacts on window operations, business mail entry, collection box times, P.O. Box delivery and whether other options were considered. (Id. at 5.)  But these assessments are not formalized or standardized for consistency.  There is only a general goal that local management should seek to minimize costs and retain existing service standards to the “greatest extent practicable.” (Shah-USPS-T1 at 8.)

However, where the savings are minimal or the impacts on service commitments are negative, the Postal Service does not provide any guidance to local management or even headquarters management as to how to weigh the various impacts to reach a decision to move forward. (Tr. 3/604; POIR 1, Q 3(c), Tr. 3/1096-1097; Tr. 3/597-598.)  There are no decision rules or even guidelines from headquarters suggesting the maximum allowable negative impact on personnel that may be permitted when approving a consolidation.  If there are no decision rules provided to local management or guidelines that suggest the maximum volume of mail that may be negatively impacted by a proposed consolidation, the decisions will be inconsistent, at best. (Tr. 3/609.)  At worst, they may lead to a significant degradation of service that is out of proportion to the benefits of efficiencies gained. 
The OIG report (USPS-LR-N2006-1/8) was concerned about inconsistency when there is no clear guidance. (OCA/USPS-T2-5, Tr. 2/459.)  The Postal Service realizes there are no “specific criteria” for delivery standard changes or other service impacts.  Although it contends they would be unable to establish criteria for every decisional situation, the Postal Service must realize there will always be some areas that require an ad hoc decision, but that should not be an excuse for not establishing some decision rules for recurring issues related to service impacts.  (OCA/USPS-20, Tr. 2/479.) 
It appears the burden is on local management to demonstrate that a consolidation is not desirable.   Postal Service policy encourages local managers to undertake an AMP analysis of their facilities whenever it appears that efficiency could be obtained through local consolidations. (Williams, USPS-T2 at 3.)  Not surprisingly, few of these ever occurred—that they occurred at all is more surprising.  Unless an Area manger with a good overview of an entire region recognized the possibilities of consolidation, it is improbable that an AMP analysis would occur.  It seems unlikely that a local manager of a P&DC would have enough information about neighboring facilities to recognize consolidation might be worth investigating.  In addition, recommending or even undertaking to study whether a P&DC’s outgoing mail processing operation ought to be reduced in size and moved to another location appears to be contrary to a local manager’s best interest.  Even a manager with knowledge or supervision over two operations would probably not wish to take on the considerable additional effort to recommend a consolidation without other motivations.  

 The END program models generally determine first whether a proposed consolidation would be beneficial and lead to a more efficient postal network.  At the local level, only overriding negative evidence demonstrating the consolidation is undesirable justifies a decision to reject the proposal.  Given this burden, and the lack of decision rules, local management and upper management are under pressure to favor consolidation even in the face of a finding of negative local impacts upon employees, service commitments or other matters.

The Postal Service has stated that six proposed consolidations have been rejected, or at least terminated temporarily, during the course of this proceeding.  (Tr. 2/519; LR-N2006-1/21 contains AMP worksheets for terminated AMP studies.)  The reasons for these terminations appear to be varied, including the feasibility of the proposals such as the impact on service standards, and capacity and management issues.  (Tr. 2/521-522; see also USPS-LR-N-2006-1/21.)
Without decision rules or guidelines from headquarters, local management’s decision to recommend that a consolidation move ahead is founded apparently only upon the finding in the AMP worksheet analysis that there will be a cost saving.  There is apparently no minimum amount of cost savings that is required to move ahead with a proposal.  
The GAO reported a lack of decision rules and cited potential problems that causes.  GAO recommended in April 2005 that the Postmaster General “establish a set of criteria for evaluating realignment decisions.”
  More specifically:
Because the Service does not have criteria to be considered, or a process to be followed, when making realignment decisions, it is not clear that these decisions will be made in a manner that is fair to all stakeholders or that is efficient and effective.

When the Postal Service was asked by the Presiding Officer about its criteria for realignment decisions, it pointed to principle criteria established for the END models and ignored the problem of its lack of criteria for the AMP decisional process; rather it pointed to the goals of the AMP process. (POIR 2, Q 9, Tr. 3/1114.)
Recently, members of Congress have questioned the Postal Service’s criteria for consolidating processing operations and expressed their concern that the Postal Service was not following the GAO’s recommendations to establish criteria for its consolidations.
    

The Commission should recommend the Postal Service implement decision rules and guidelines to: 

(1) avoid potentially inconsistent application of the AMP process to consolidations; and 

(2) reduce the potential for the appearance that AMP consolidations discriminate in favor of one geographic area over another geographic area.
E.
Transparency of Programs and Public Involvement


The Commission should recommend the Postal Service communicate any upcoming facility changes as far in advance as possible that may disrupt local service, such as mailbox collection times, drop shipping locations, and bulk mail collection requirements, etc., to avoid unexpected service impacts.

In addition to the communications and opportunity for public input provided by the latest AMP communication plan, the Postal Service would increase the transparency of the AMP process as well as foster goodwill by early public notification of potential service impacts, both negative and positive, of a potential consolidation.    The Commission should recommend the Postal Service communicate, as far in advance as possible, any upcoming facility changes that may disrupt local service, such as mailbox collection times, later pick-up or delivery times, drop shipping locations, and bulk mail collection requirements, etc., to avoid unexpected service impacts.  Steps should be taken to ensure that all stakeholders understand the rationale for such changes and are provided sufficient justification and advance notice of the changes.  This will provide for additional transparency now lacking in the AMP decision process and permit early public involvement.  Frequent and open communication is vitally important to ensure the success of the END program.

F.
The AMP Post-Implementation Process (PIR) Has Not Been Properly Implemented and Is Vague but Was Reasonably Applied in the Marina Consolidation Case
1.
PIRs have been untimely

The AMP post-implementation review (PIR) process detailed in the Postal Service’s Handbook PO-408 has not been followed.  Only one PIR review of the several recently implemented consolidations has been completed and, in other cases, no post-implementation reviews were even initiated.  The Commission should recommend more stringent management oversight of PIRs, a critical part of the AMP process, and should recommend that PIRs be made public for additional transparency and accountability.  
The AMP process includes specific post-implementation review procedures. Until very recently, with the completion of the first stage of the first post-implementation review for the Marina, California consolidation there were not any post-implementation reviews of AMP consolidations.
  The AMP Guidelines, Handbook PO-408, provide for post-implementation review “twice during the first year after the implementation is completed” which “must be reviewed by the vice president, Area Operations for accuracy.” (PO-408 at 2; Williams, USPS-T-2 at 7.)
 

Good management practice would suggest that a program to consolidate equipment and facilities to operate in a more efficient network would include a timely follow-up process to determine the success of the undertaking.  The Postal Service has a post-implementation review procedure.  It is set out in pages 11-13 of Handbook PO-408.  The Area of the consolidation is responsible for completing the review “within the given time frames:” (presumably 30 days as noted below) but the review will not be considered complete until it has been reviewed by the vice president, Area Operations: 
Post-Implementation Reviews must be completed within 30 days after the second full quarter following implementation and after the first full year following implementation.  Local management and the area have 30 days to complete, review, and submit a Post-Implementation Review package.

After completion of review at the Area level, and submittal to headquarters, the vice president, Operations Support, Headquarters will notify the area of final disposition within 30 days after receiving the local review package. (PO-408 at 13.)

To date, only one post-implementation review has been completed:  the Marina AMP consolidation, on September 15, 2006.  The Marina PIR fails to provide, anywhere, the fundamental fact of the date the Marina facility was consolidated so that it is difficult to determine the date the PIR was actually due.  Apparently, the Marina AMP was implemented about July 2005,
 so the first PIR review (semi-annual) was due at the local level 30 days after January 1, 2006 or about February 1, 2006.  The PIR was not completed at the Area level until April 28, 2006, or about three months later than Postal Service guidelines.
  Notification of final disposition of that first PIR review, normally due “within 30 days” after April 28, 2006, was directed to Mr. Daley (no title or department) by letter dated September 15, 2006.
  
The second and final PIR for the Marina AMP (annual review) has apparently not been completed.  More importantly, 28 consolidations (including Marina) have been implemented using the AMP process since 1995 (OCA/USPS-T2-11, Tr. 2/465),
 including several before the END program was initiated.
  No other PIRs for END program AMPs have been completed, apparently not even at the local level. (DBP/USPS-47, Tr. 3/814, OCA/USPS-30, Tr. 3/1033.)  Several PIRs are in progress. (OCA/USPS-T2-11, Tr. 2/465.)  The Postal Service stated that it did not discover the fact that these PIRs were not initiated until the summer of 2005. (APWU/USPS-T2-88, Tr. 2/427.) The Postal Service has no plans to post PIRs on its website. (OCA/USPS-44(f), Tr. 1059-60.) and no plans to make them public. (Tr. 3/620-621.)  

The Postal Service recognizes the PIRs have been untimely and witness Williams took over responsibility for that review process in October 2005.  Several of the PIRs are now in process.  (Tr. 3/614-618 referencing APWU/USPS-T2-64)  Inasmuch as the Handbook PO-408 establishes the PIR procedures, presumably the Postal Service recognizes the importance of these reviews.  The first Marina PIR led to one management initiative:  the PIR points out an area of concern is the Los Angeles District being below the EXFC overnight service performance target.  The final PIR cover letter requests from management:
a service improvement action plan by October 1[,2006].  The plan should outline specific steps that will be taken to improve service performance. 
Thus, the PIR did follow-up on post-consolidation performance.  OCA therefore recommends the Commission formally advise the Postal Service that, inasmuch as PIRs are an important part of this END process, they must be completed in a timely manner.  The Commission should recommend more stringent management oversight of this critical part of the AMP process to insure timely completion of PIRs.  The Commission should also recommend that they be made public to increase the transparency and accountability of the program.
2.
PIR instructions for non-cost saving issues are too limited
The post-implementation review (PIR) guidelines are too limited, measuring only cost savings but not measuring impacts on service and other matters.  There is no method for evaluating the effectiveness of communications with mailers during the implementation process.  There is also no PIR for the END models.  
The Commission should recommend broadening the PIR to include the impacts on service, employees, and the community, including a discussion of the impacts on all areas of service including impact on collection box times, impact on mail delivery times, and impact on overnight deliveries.  The PIRs should attempt to measure the effectiveness of communication with mailers during the consolidation process.  
Also, as to PIRs for RDC consolidations, additional details will be needed for adequate PIRS.  RDC consolidations will impact much wider geographic areas and will most certainly have significant impacts on services for mail classes other than First-Class and Priority Mail, but which are now only incidentally covered by the present AMP worksheets.  
The PIR guidelines in PO-408 are too narrow.  The PIR guidelines provide that in addition to measuring proposed versus actual expectations, the review purportedly is intended to provide for “accountability in decision making” and “meeting of corporate/local goals and objectives.”  (PO-408 at 11.)  The purpose is to ensure that “projected savings, improved operation efficiency, and management accountability” have been accomplished.  The annual PIR is to determine the “viability of the consolidation” providing management with the opportunity for “decision analysis.” (Id. at 11-12.)  
However, apart from the broad directives of the guidelines, the instructions for completing a PIR require only the completion of a new set of AMP worksheets, 1 through 10b (except for worksheets 3 and 8 which have not changed) like those in the original AMP, comparing the originally proposed estimated numbers with the information collected for the period following implementation. (Id. at 12.)  Additional subject areas should be covered by the PIRs. The PO-408 instructions for PIRs are vague and could be improved with more specificity about areas other than costs to be analyzed in the PIR.  For instance, the instructions do not provide for an analysis of the financial impacts of the consolidations upon the community. (See OCA/USPS-18, Tr. 3/975.)

With the Postal Service now having completed at least one PIR, the PIR rules in Handbook PO-408 could benefit from an updating and fleshing out of the instructions to be more useful for measuring non-cost impacts of consolidation.  Also, for the RDC consolidations, additional details will be needed for adequate PIRs.  RDC consolidations will impact much wider geographic areas and will most certainly have significant impacts on services for mail classes other than First-Class and Priority Mail but which are now only incidentally covered by the present AMP worksheets.

A review of the Marina PIR (USPS-LR-N2006-1/27) indicates some subjects other than only costs were analyzed.  The Marina Executive Summary (PIR at 2-4) considers separately three impacts: “Voice of the Customer,” “Voice of the Employee,” and “Voice of Business,” concluding, “The community impact, as far as plant operations are concerned, was negligible.” (Id. at 3.)  Also, “Ultimately, employees were placed where they were needed and at sites where they wanted to work.” (Ibid.)  Finally, there were positive dollar savings, better utilization of equipment and dispatching methods and a net reduction in personnel as well as significant estimated revenue of $75 million from the sale of the Marina facility. (Id. at 3-4.)  These summary conclusions are supported by further discussion in the body of the PIR.  However, there are some other areas that should also be covered by PIRs.  
The Postal Service admits that service performance is not assessed in the PIR. (OCA/USPS-56(e), Tr. 3/1084.)  The Postal Service appears to be satisfied that the EXFC and ODIS measure performance, and thus, measure the impacts of consolidations on service performance. (VP/USPS-T2-6, Tr. 2/499.)  However, the EXFC only measures a portion of the performance clusters so that, unless the consolidation appears within one of those clusters, the EXFC measurements will not apply.  (Ibid.)  The PIR’s instructions need to be expanded to specifically require a consideration of the impact on all areas of service including impact on collection box times, impact on mail delivery times, and actual impact on overnight deliveries.
In addition, the Postal Service PIR does not have a method for evaluating the effectiveness of communications with mailers during the implementation process. (POSTCOM/USPS-T2-1, Tr. 2/489.)  Communication with mailers about a forthcoming consolidation is important as there are several pieces of data that mailers need to change in their own files in preparation for consolidation (POSTCOM/USPS-T2-11, Tr. 2/490) such as labels, redirections, distances between ZIP-Code pairs, and general information.  However, the Postal Service does not have any formal plans to improve communications with mailers or to insure this information is made available in a timely way to mailers. The plans are not available and no process for notification is in the works. (POSTCOM/USPS-T1-16, Tr. 2/493; POSTCOM/USPS-T2-12, Tr. 2/491.)  The PIRs should attempt to measure the effectiveness of communication with mailers during the consolidation process.
An additional cautionary note is that the PIR process only applies to measuring the shorter-term impact after six months and one year following an AMP consolidation.  The proposal before this Commission is to implement consolidations that improve network efficiency nationwide over a period of several years.  The Postal Service has indicated the optimization plan is updated with each consolidation, so that each time the model is rerun it reflects recent consolidations.  Hopefully the model will design the most efficient network over the long run.  Some consolidated facilities will themselves, in turn, be closed or consolidated further. (Tr. 3/571.)  Over the long-run, the success of the END program models will be determined by whether it results in the most, or nearly the most, efficient and practicable network.  The underlying assumption is that if each consolidation is cost effective, then, over the long run, the network will be efficient. (Tr. 2/207-08.)  Neither the optimization program nor the simulation program include any procedure for checking whether, over the long run, the network designed is, in fact, the most cost effective network that could have been designed.  Witness Shah could not explain the criteria that would determine the success of the network redesign effort. (Ibid.) There is no post-implementation review for the END models.
  
VI.
REGIONAL DISTRIBUTION CENTER CONSOLIDATION PROCESS 
The process for activating RDCs is only in the development stages and sketchy, at best.  The cost savings from RDC activations are currently unknown and it is claimed savings will not be known until all are activated.  It is not clear that the Postal Service will even estimate cost savings when RDCs are established. 
The Commission should find that given the vague procedures and unfinished documentation relating to RDC activation, the Postal Service must file at a later date and in a timely manner a proposal pursuant to §3661 to permit further and full hearings as necessary, for a complete review of the RDC activation program.  

The RDC process will have significant unknown nationwide impacts upon the postal service’s operations (OCA/USPS-37, Tr. 3/1052), but it is incomplete and undeveloped.  Indeed, the Postal Service describes the likely 70 or so RDCs as the “backbone” of the Postal Service’s redesigned network.  (Shah (USPS-T-1) at 11; USPS-LR-N2006-1/23 at 3; OCA/USPS-T1-12(d), Tr. 2/90.)  But the location of the RDCs is not yet decided. (OCA/USPS-T1-11, Tr. 3/1090-1091.)  Despite the significance that a backbone will have upon the overall nationwide network service performance, and the fact that the Postal Service is required to obtain advice regarding the consolidation of RDCs and has come to this Commission seeking approval of its process, not only for AMPs but for the RDC consolidation program, the Postal Service has explained the RDC planning concept document is still being developed.  Although the RDC process may be similar to the AMP process, it will not involve completing an AMP analysis. (OCA/USPS-59, Tr. 3/1075.)  The RDC process also blends in “facility planning concepts.” (OCA/USPS-38, Tr. 3/1053.)  It will have worksheets similar to the AMP worksheets. (Shah, APWU/USPS-T1-21(c). Tr.2/67.)  However, each RDC activation is “unique” providing communication challenges to management and “does not involve operation consolidations subject to the Handbook PO-408 process….” (USPS-LR-N2006-1/23 at 7.)  Thus, special plans for RDCs are needed that differ from those related to the AMP consolidation plans that have been the primary focus of the record in this case.  
The RDC process is clearly viewed as a separate process, but expected to run concurrently (OCA/USPS-50, Tr. 3/1075), although its genesis is the END model output. (OCA/USPS-T1-12(c-d), Tr. 2/90.)
  In addition to the worksheets that are similar but not identical to the AMP worksheets, the Postal Service is developing an RDC Activation Communication Plan (APWU/USPS-T1-21(d), Tr.2/68), a draft of which was filed late in this proceeding, 10 days after hearings concluded on the Postal Service case.
  The RDC plan will “consolidate parcel and bundle distribution to take advantage of shape-based efficiencies, in addition to other responsibilities.” (USPS-LR-N2006-1/23 at 3.)
  RDCs will process parcels and bundles of “all” classes and service at a mail entry location (Id. at 4; POIR 2, Q 1(b), Tr. 3/1104.)  


The Postal Service’s notification plan to communicate an impending RDC activation to stakeholders contains a countdown schedule of preparatory steps prior to and after the announcement of an upcoming activation.  Notably, the plan fails to indicate the length of time prior to the actual activation of the RDC plan that the notification schedule should occur.  Given the very short time frames in the pre-notification schedule, the Postal Service plan should provide for the announcement to be a reasonable minimum time prior to activation in order to allow for reasoned stakeholder response.  


The draft Communication Plan lists only business mailers as those mailers with a stake in the outcome of an RDC activation.  The Plan makes no mention of individual mailers who mail parcels First-Class which will be processed in RDCs where parcels and bundles from “all” classes of mail are processed.  In any event, the public notification process for proposed RDC activations is noticeably short—with only 15 days allowed, from announcement through the public media of information regarding an RDC activation, for written comments to be directed to an address provided on a website.  (Id. at 7.)  The Postal Service has no plans to formally solicit public input. (POIR 2, Q 10(c), Tr. 3/1116.)  

The draft Communication Plan recognizes that mailers with drop shipments “are particularly interested in changes that effect destination entry facilities” (Id. at 8) because changes in zone boundaries could affect drop shipments (OCA/USPS-42, Tr. 3/1057).  However, the draft Communication Plan provides for advance notification to “key” business mailers only two days before the first announcement of an activation, (id. at 6) and all other drop shippers will be informed by “existing media” for “timely” messages. (Id. at 8.)  Thus, many drop shippers must rely upon media for their information which, according to the terms of the draft Communication Plan, may be disseminated immediately prior to activation of an RDC, or perhaps only 15 days prior to activation, if the time for public comments is intended as the period between the public notice and the commencement of an RDC activation.
The Independent Validation and Verification draft report recommended that to insure the success of the shape-based processing strategy “all key stakeholders should continue to be involved in the design, refinement, validation and implementation of this process.” (USPS-LR-N2006-1/18 at iv.)  It is not clear that to date, “all key stakeholders” have been involved in that process, but in the future that is important and should be encouraged, if not required.

The Postal Service has provided a diagram indicating the flow of communications to drop ship mailers suggesting the Postal Service’s intent is to provide all drop shippers adequate notice of changes in entry locations through communication such as the FAST system. (USPS-LR-N2006-1/23 at 8; OCA/USPS-57(d).)  However, as a diagram, it does not provide specific directions to personnel nor does it ensure accountability for those communications to mailers.  The diagram does not provide the directives that ought to be included for such an important undertaking as an RDC activation.   
The Commission should advise the Postal Service to improve the draft RDC Communication Plan to provide more specific guidelines for a reasonable minimum time between the public notification process and the planned commencement of an activation process.  

As with the discarded AMP communication plan, the current draft RDC activation plan also does not provide opportunity for meaningful public input during the decision-making process.  The impacts on the public from an RDC activation would appear to be as great, if not more so, than the impacts of an AMP consolidation.  The Postal Service has not demonstrated why the communication process for RDC activations should be different from the AMP communication plan.


Also, as in the case of the updated AMP communication plan, the draft RDC communication plan does not appear to be a formal Postal Service document.  It is a draft; it is not part of the PO-408 AMP process Handbook, nor is it part of any other numbered Postal Service document and, on its face, is without attribution or official source.  It is still being circulated within the Postal Service for review to determine if additional content is required. If there are any material changes or added relevant guidelines or directives, the Postal Service has committed to publishing and filing them.  (OCA/USPS-39, Tr. 3/1054; OCA/USPS-40, Tr. 3/1055; OCA/USPS-57.)  For such a far-reaching long-term project expected to last at least five years (APWU/USPS-T1-4(c), Tr. 2/61.), the plans should be formalized in some manner as the AMP program is formalized in a Handbook.

Another important RDC document is the RDC activation document (“Draft Regional Distribution Center Activation Planning Document”) filed only after the conclusion of hearings.  It, too, is in a draft stage and subject to revision.  It is significantly more important than the RDC Communication Plan, just discussed, as it purports to be the planning document.  It appears to have even less bona fides than the Communication Plan: other than the cover title indicating it is a library reference in this proceeding, there is no Postal Service identifying label.  It consists of a series of draft worksheets similar to the AMP worksheets, but not identical (numbered 1-16 without 3), labeled “confidential for discussion purposes only.”   The document is “being circulated through appropriate functional areas for review to determine whether additional content is necessary.” (OCA/USPS-58(a).)  The Postal Service has committed to publish and file an updated version if there are material changes in the status or the content of the documents. (Id. at (b-c).)  To date, no changes have been filed. 

The complexity of the conversions from BMC/ASF to RDCs was outlined by the Postal Service in response to written cross-examination. (PSA/USPS-1, Tr. 3/1190-5.)  The process begins with the “removal of legacy material handling technologies…The Postal Service literally must ‘change the wings, while the plane is still flying.’” (PSA/USPS-1, Tr. 3/1193.)  Also, as many best practices will be combined in the RDC concept, it will include, besides shape-based processing, standardization and simplification by the elimination of non-standard complex mail flows. (POIR 5, Q 3, Tr. 3/1170.)  Implementing these “best practices” during the activation of RDCs will be far more complex than a relatively minor AMP consolidation.  The Independent Verification and Validation report also found potential difficulties in modeling and managing RDCs and concluded substantial future planning is needed for RDCs to operate as envisioned. (USPS-LR-N2006-1/18 at v; see also, infra at 27 for a fuller discussion.)  The documentation to coordinate these processes is not in place, or at least has not been provided to the Commission for this record. 
Finally, there is no provision for PIRs.  “There is no AMP-like PIR process specific to RDC activation.” (OCA/USPS-63(g).)  The plan for monitoring the results of RDC activations is “by reference to operating plans that are developed in each case.” (POIR 2, Q 10(d), Tr. 3/1116.)  If capital investments are involved, the RDC would be reviewed to “ensure that the facility planning concept was adhered to and projected operating variances were achieved.” (OCA/USPS-63(g).)  But, that type of review would be primarily financial and would not normally cover service or community impacts and most likely would not measure the achievement of efficiencies expected by the END program.  In any event, all this is very ad hoc, no current plans, no consistency, no decision rules, no firm time frames and no PIRs.  It is all very vague.  

Therefore, the Commission is being requested to conclude that the complex RDC program, unfinished and incomplete, with unknown nationwide service impact, complies with the terms of the Postal Reorganization Act.  The Commission has before it an activation document that is only a non-final draft filed after the conclusion of the hearings.  Without seeking to micro-manage the Postal Service’s activation process, it is apparent that this and other draft documents do not adequately provide for the kind of information to the Commission, the public, and the mailers that is desirable for such a significant and far-reaching program with potential impact on nationwide service.  It does not even closely approximate the degree of notice and opportunity for comment that has been incorporated into the AMP process.

As to the financial and service impacts of the RDC activations, all is unknown at this time.  The Postal Service claims none of this will be known until the conclusion of the RDC activations and the last RDC is in place. (OCA/USPS-58(d).)  The financial feasibility of an RDC is not measured in the RDC planning document.  The RDCs that require capital expenditures will be supported by Decision Analysis Reports (DARs) that are prepared when the Postal Service approves capital expenditures. (OCA/USPS-58(c).)  There will not be a DAR in all cases of RDC activations. (OCA/USPS-58(e).)  Because there is no PIR process (OCA/USPS-58(f)), the effectiveness of RDC activations will not be directly measured pursuant to specific guidelines for specific RDC locations, but will use the “same processes and procedures that are used today to review the impacts of network decisions.” (Ibid.)   According to witness Shah, that is hard to define, but measures of success include creating a least cost solution, gaining economies of scale and maximizing the use of resources. (Tr. 2/208.)  When, or if, the measures of success will be reviewed is unstated.
As with the AMPs, missing are decision rules for guidance to management; nor are there any established policies for deciding the trade-offs that should be considered where there are negative service impacts from proposed RDCs.  Without some structure to this program, by only estimating the cost savings and listing the service impacts on 3 digit ZIP-Code pairs (not applicable to those classes of mail without service performance standards), the Postal Service does not inspire confidence that the RDC activation program will have justifiable benefits and costs and efficiencies without being more than offset by negative impacts on service nationwide.  

The Postal Service, itself, has stated its understanding of the Commission’s role in this proceeding: 

Rather, the Service claims, the Commission’s role is to assess the goals of the Service’s network realignment plan; examine the processes to be employed in pursuit of those goals; gain an understanding of the types of potential service impacts that may result; and then offer its expert judgment regarding the consistency of resulting service changes with the policies of the Postal Reorganization Act.

Even under that formula, the Commission is unable to provide advice as to the RDC activation plan.  The Commission can assess the goal of efficiency which is laudatory and even mandatory in §3661(a).  But the Commission cannot examine the RDC processes because they are not nearly complete.  They are easily changed; not by formal Board action, or by the republication of official documents or even by the revision of an official directive issued by an executive officer, but by anyone in the Postal Service modifying the draft language.

Nor is it possible for the Commission to gain any understanding of the types of potential service impacts that may result.  At least for the AMP processes, library references covering 18 AMPs have been filed, each with a calculation of the number of 3-digit Zip Codes impacted and the volumes of First-Class and Priority Mail impacted.  There is no similar study for an RDC activation which assuredly will have more far reaching impacts on volumes of mail, geographic areas, and on other classes of mail.
Thus, the Commission is unable to meet its role as described by the Postal Service in this case.  Without the ability to examine the final processes for RDC activations or the impacts of any RDC activations, the Commission is unable to render its expert judgment on the matter of the impacts on nationwide service.    

Given the emerging nature of the RDC activation program, the Commission is precluded from finding that the RDC activation program will actually further the Postal Service’s mandate in §3661(a): that it “shall develop and promote adequate and efficient postal services.”  The Commission should, therefore, withhold providing final advice to the Postal Service on the RDC activation process.  The Postal Service recognizes that if the RDC networks “could lead to changes in postal services that are beyond the scope of the changes implied by the AMP process” and substantially nationwide in character then it will review its obligations under §3661.(OCA/USPS-5(d), Tr. 3. 1076-1077.)  It is clear from this record that the RDC process will lead to changes beyond those implied by the AMP process.  The Commission should find that because of the current incomplete RDC activation process, the vague procedures and unfinished documentation relating to RDC activations, the Postal Service must file at a later date and in a timely manner a proposal pursuant to §3661 to permit further and full hearings, as necessary, for a complete review of the final RDC activation program.
VII.
FOLLOW-UP STATUS REPORTS ON END PROGRAM
The END process for consolidations is expected to take several years.  Given the delays and missteps that have occurred in the process, there may be further changes and delays about which the Commission should be routinely notified.  The Commission should take steps to insure that it is continuously informed about the status of the END program, of any significant modifications to the END model, and of the progress of consolidations pursuant to the END program.  The Commission should establish procedures to obtain follow-up information concerning the status of the END program, to provide more transparency sought by several interested groups including congressional representatives, local public officials, the GAO, the OIG, employees, business mailers and consumers.  
The Commission can also provide for future transparency of the END program by holding open this docket to obtain periodic reports, or by promulgating reporting rules requiring the Postal Service to continually provide information about the status of the END program, including information about consolidations as they are completed.
The Commission should recommend, as the GAO has, that the Postal Service include in its annual Comprehensive Statement a list of the changes that were made to the Postal Service’s infrastructure during that year and changes that are planned for the coming year.  
The Evolutionary Network Development program to realign the Postal Service’s network has been aptly described by the Postmaster General:
It’s an END game that never ends, because rationalizing and optimizing security, plants, processing systems, transportation, and staffing is something we have to continue to do to keep our networks efficient and our systems affordable.
  
Because the END program never ends, and for RDC activations it has not even begun, the Commission must consider how, or even whether, to conclude this proceeding at this time.  Section 3661 clearly provides that the Commission shall, after the opportunity for hearings, issue an advisory opinion on the proposal including a certification that in the judgment of each commissioner agreeing with the opinion that the opinion conforms to the policies established under title 39. 

Two significant difficulties argue against the Commission’s simply providing advice and concluding this proceeding.  Some type of continuing oversight of this nascent program is clearly warranted and apparently necessary.
There is no repository for the public to obtain the complete picture of the consolidation process and the overall status of potential and completed implementations, and a central point for gathering that information would provide the transparency that has been missing.    

Critical studies and reports by other important organizations such as the Senate Committee on Governmental Affairs, the GAO and the OIG have not been sufficient to insure the Postal Service provides the transparency of its process that each has deemed necessary.  In April 2005, the GAO encouraged the Postal Service to share the information with the public “to better inform stakeholders on its infrastructure realignment decisions.”  For example it suggested the Postal Service “include a list of the changes that were made to the Service’s infrastructure during that year and changes that are planned for the coming year in one of its existing reports, such as the Service’s annual Comprehensive Statement.”
  As far as we understand, that suggestion has been ignored.  However, in response to an OCA interrogatory, the Postal Service did not preclude adding data about the progress of the END project in its Comprehensive Statements. (OCA/USPS-28/3/1028.) 
  
The Postal Service does post some AMP information on its website, but it intends to provide only a summary of pending and future AMP studies.  There are no plans to update the website to reflect the current status of an AMP proposal, or action plans remaining to be completed. (OCA/USPS-44, Tr. 3/1058-1059.)  Neither will public comments be available on the website nor will the PIRs be available. (Ibid.)  Also, although the Postal Service includes in its website details, for instance, of its flats strategy, it does not see a need to make available information about the near-term, mid-term, or long-term objectives of the END strategy. (OCA/USPS-45, Tr. 3/1063.) 
Only through these proceedings, and then after extensive examination and under the duress of public pressure and expressed Congressional concern, has a picture emerged of the current state of the END consolidation process.  
Only during this proceeding has the Postal Service finally developed communication plans that will permit, but not guarantee, realistic public input into the AMP consolidation process.  That process has not yet been tried or proven.  The public and stakeholders should be able to obtain routinely the information they have repeatedly requested from the Postal Service but have been denied.  

Further, the RDC activations process is in the earliest stages of preparation.  The manner of obtaining stakeholder input into the RDC consolidation process is not even finalized and, as noted above, the draft RDC communication documents, by their terms, do not provide for sufficient notice or stakeholder input. Transparency of the RDC aspect of the END program is particularly important at this time. The public and the Commission must be kept informed about the progress of this very important part of the END program—whether or not the Commission agrees that a proposal must be filed at a later time pursuant to §3661 for the RDC activations. 
As noted previously in this brief, Congressional interest and concern about the Postal Service’s failure to be forthcoming with information about its consolidation plans has led to proposed language in the Postal Service reform legislation pending in Congress.
  The House bill, H.R. 22, Section 709, “Network Optimization,” provides for an annual report to the Congress, this Commission, and others about the Postal Service’s networks and the actions it has taken during the year to improve the efficiency and effectiveness of its networks on account of identified excess capacity and implemented savings through realignment and consolidation. The Senate bill, S. 662, like the House bill, also requires the Postal Service to file an annual report to Congress on essentially the same matters as required by the House bill. (Section 302(c)(4).)

In addition, Section 302 of the Senate bill further requires a Postal Service Plan to meet the “modern service standards” that are required to be established pursuant to Section 301 of the Senate bill.  In consultation with this Commission, the Postal Service is to describe needed network changes to meet service standard goals.  The Postal Service would be required to rationalize its network and remove excess capacity.  Congress encourages Postal Service expedition of that effort, and that it inform stakeholders, including providing a description of the plan for its long-term vision for the network and how that will be implemented.  The plan to rationalize the network and to remove excess capacity shall include time frames, the criteria for making changes to the network, and the processes for change and for engaging policy makers and the public in related decisions.  Congress also wants to know the impact on employees and an identification of costs and savings, and “other” benefits.  
Thus, the need for continued surveillance of the Postal Service’s rationalization of its network has been recognized.  Pending more specific legislation, the Commission can, in this proceeding, begin to monitor the progress of the Postal Service and increase the transparency of the END program.    
This Commission should establish procedures to obtain follow-up information concerning the status of the END program to provide more transparency that is sought by several interested groups: congressional representatives, local public officials, the GAO, the OIG, the employees and even business mailers and consumers.  The Commission can provide for future transparency of the END program by holding open this docket, or by promulgating reporting rules requiring the Postal Service to continually provide information about the status of the END program, including information about consolidations as they are completed.  
Follow-up procedures would also help to accomplish the recommendation of the GAO to increase the transparency of the Postal Service’s strategy.  In support of its recommendation, the GAO quoted favorably the report of the Committee on Governmental Affairs which accompanied the 2004 postal reform effort: 

It is vitally important that the Postal Service go about its facilities realignment in the most transparent manner possible.  Transparency will [sic] make it possible for those affected by the Postal Service’s actions to see the connection between those actions and the need to preserve the vital services the Postal Service provides.

OCA is aware that this Commission declined a request to hold a previous “N” case open after that advisory report.
  However, there is a demonstrated need for continued oversight of this long-term END program to insure the transparency of vital information about the status of the program and the completion of PIRs.  Oversight is also needed to follow the progress of the RDC program if the Commission is reluctant to order a later §3661 filing for that process.  The need for increased transparency and accountability outweighs any concern about infringing upon the managerial functions that might weigh in favor of closing the case at this time.
The other difficulty in concluding this proceeding without continued oversight, apart from the need for continued transparency about the program, is the need to ascertain that the Postal Service does carry out the END program as represented to the Commission in a way that insures the program develops and promotes adequate and efficient postal services.  For instance, important aspects of the program are the PIRs.  It is the only measure by which management determines the success of the END program.  Despite internal directives to an office at least as high as a headquarters Senior Vice President, Operations, only one six month PIR has been completed.  Many other PIRs are long overdue, and may not even have been started.  The one PIR that was completed, the first of two due for that consolidation, noted a deficiency in service performance and, as a result, requested further action by management.  The PIRs are important, and the Postal Service must be held accountable for its decisions as the GAO has argued.
  Commission oversight will help to keep the focus on the PIRs and help to insure they are completed. 
Also, as noted previously in this brief, parts of the RDC process are only in their infancy, still being drafted by management.  Additionally, in discussing package and bundle processing and RDCs, the verification and validation report indicated several severe difficulties caused by integrating old and new equipment so that it might not be possible to commingle packages and bundles throughout the network and will be “difficult to manage.”  Also, “significant material handling and transport needs” will arise from the commingling of products.
  It will be difficult to certify the advisory opinion complies with the policies of the PRA without the RDC program process having been completed, particularly when it is in draft stages or when the feasibility of managing the planned commingling of operations for different classes of mail to establish an RDC is uncertain. 

The Postal Service’s progress toward resolution of these issues should be tracked to insure the efficiencies anticipated by RDCs are not lost by premature activation.
VIII.
CONCLUSION  

Wherefore, for the foregoing reasons, the Commission should provide the advice suggested above with respect to the current END and AMP process.
OCA proposes the following specific recommendations to be included in the Commission’s advisory opinion together with proposed Commission follow-up actions.  The Commission should:
1) recommend earlier and more timely filing of proposals pursuant to §3661;

2) recommend management continue with further improvements to the Simulation Model to recognize actual operations but conclude that the framework of the Optimization Model is satisfactory;

3) recommend the Postal Service periodically provide to the public the list of “Possible AMP Opportunities” and a comparable RDC list that are suggested by the END programs;

4) recommend special care must be taken by Postal Service management before consolidating facilities to ascertain whether the planned larger facility will, in reality, be more efficient;

5) recommend the Postal Service expand the AMP worksheets to provide for analysis of community and mailer cost and service impacts;

6) recommend modifying Handbook PO-408 to include recently issued USPS communications documents and clarify worksheet 3 (“Communication Documentation”) with appropriate cross-references to the new documents; 

7) recommend that the Postal Service establish a consistent policy as part of the AMP process that the public’s comments and concerns on AMP and RDC proposals must be seriously considered at all levels of management;

8) recommend the Postal Service implement decision rules and guidelines for the AMP and RDC processes;
9) recommend the Postal Service communicate any upcoming facility changes impacting service as far in advance as possible to avoid any unexpected service impacts;

10) recommend more stringent management oversight of PIRs;
11) recommend broadening of the post-implementation review to include a review of the impacts on service, employees, and the community and the effectiveness of communication with mailers during the consolidation process rather than only checking to see if planned cost savings were realized;

12) recommend reviewing and revising the PIR instructions to adequately review the RDC consolidations;

13) require the Postal Service to file at a later date and in a timely manner a proposal pursuant to §3661 for the RDC activation process; 

14) establish follow-up reporting procedures for the END program AMP and RDC consolidations to insure that the Commission and the public are continuously informed about the status of the END program, of any significant modifications to the END model, and of the progress of consolidations pursuant to the END program; and 
15) recommend the Postal Service include in its annual Comprehensive Statement a list of the changes that were made to the Service’s infrastructure during that year and changes that are planned for the coming year. 
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