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Efforts To Develop ln.praved
Mail Processiag Equipment
Have Nct Succeeded Tc Date

UU.S. Postal Service

The Postal Service is trving to deliver letters
promptly and at accei:*able cost through at-
tempts to irprave mechanization. Three new
types of equipment have been unsuccessfu! to
date in providing any substantial improve-
men's over existing equipment in terme of
cost .1 preeessing ability.

The Postal Service is taking corrective aciicn
on recommendations to improve some pri-
curement and operational practices.
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COMPTROLLER GENERAL OF THE UNITED STATES
WASHINGTON, D.C. 20348

B-114874

The Honorable David N. Henderson
Chairman, Committee on Post

Office and Civil Service N PR T
Houge of Representatives

Cear Mr. Chairman:

This report responds to your request that we review
the air culler, advenced facer/canceller, and advanced
optical character reader, which represent efforts by the
U.S. Postal Service to improve mail processing equiprent,

Rguern.cy comments have been obtoined and are included as

apperdlx II.
cetely yo éfp /gggzgzé

Comptroller General
f the United States
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Advanced development
model

Service test model

Preproduction model

Production-engineered
models

Electronic enrcichers

GLOSSARY

The first functional mcdel built
to prove a new concept. The tests
of functional performance are con-
ducted under simulated conditions
during inplant tests and should be
successiully ceompleted >efore pro-
ceeding to tne next development
stage.

The first operationa’ly comp.ete
unit built. The test of opera-
tional performance is conducted
in a live mail environment and
should bz succt ssfully completed
before oroceeding to the next
development stage.

The first totally complete unit
. built in the developmeit cycle,
which should meet a.l perform-
ance requirements. Ail urits
built subsequently--production~
engineered models--conform tc
the specifications of the PPM.

Units deployed in post offices
for aail procossing.

This unit separates primarily
machine readable porticrs of
transit and collectioun mail foi
subsequent prccessing by an
optical character reader.
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COMPTROLLER GENERAL'S EFFORTS TO DEVELOP IMPROVED

REPORT TO THE COMMITTEE ON MAIL PROCESSING EQUIPMENT
POCST OFFICE AND CIVIL SERVICE HAVE NOT SUCCEEDED TO LUATE
HOUSE OF RFZRESENTATIVES U.5. Postal Service
DIGEST
Mechaniration advancements must be made for .
I the U.5. Postal Service to deliver letters <
) promptly and at acceptable cost to the
’ citizen.

Attemp'.s to improve letter service through
develupment of three types of machines--the
air culler, advanced facer/canceller, and
advanced cptical character reader--have not
been successful. These machines offer no
apparent advantages over existing egquipment.
(See chs. 2 to 4.)

GAO sees need for improved procurement and
operationai practices. The Service has had
no formal policy regarding "overlapping
contracting”"--proceeding to the next phase
of development before completing the cnrrent
phase.

Likewise, the Service has had rno formal policv
fer "parallel contracting”--awarding cont:accs
simultaneously te two or more firms for de-
velopment of machinery to perform an iden:ic.l
function. "Overlapping" and "parallel con-
tracting,”" although sometimes justified, gen-
erally result in increased procurement costs.
(See p. 14.)

Performance testing and evaluation of equip-
nen: beilng deve'oped were largely under the
contiol of project management. The precise
procedures for testing were established after
centract award.

The contractor and Service engineers techni-
cally responsibie for the various projeccs
were also responsible for their evaluation.
This dual 1oil:¢ of evaluating their own of-
forts could result in loss cof objectivity
and continuea development of an item vhen

\
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mounting evidence indicates that success is
unlikely. (See p. 14,) .

Cost-benefit analyses should be performed
periodically to provide top postal manage-
ment with a continuing overview oI technical
pregcess, evaluated in terms of costs to be
"incurred and henefits to be realized, if the
development wcrk cortinues and the rew equip-
ment is deployed in the postal sys:2m. Such
analyses did not take place in the contracts
GAO examined. (See p. 15.)

RECOMMENDATIONS

The Service should justify overlapping con-
tracting in advance. Petformance testing of
developmental equipment should be concrolled
by a group other than project management.
Periodic cost-benefit analyses, using actual
performance experience, should be made dur-
ing development to reassess desirability of
continued effort.

AGENCY ACTIONS

The Service says it has been:

~--Requiring more cui-eful, formal justifica=-
tion of procurement actions, particularly
overlaoping or pa:allel controcting.,

--Separating developrznt function from cest
and evaluacion.

--Making cost-benefit znalyses conducted at
the conclusion of the testing phase the
basis for recomrending -eployment.

In addition, the Service commented on prob-

lems experiznced during developmen.. current
status, and future d=velopment plans for the
equipment. (See pp. 5, 9, and 13.)

ii
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CHAPTER 1

“"NTRODUCTION

On April 25, 1974, the Chairman, House Committee on

Post Office and Civil Service, reguested tlhat we review the
process the U.S. Postal Service used to develop certain mail
processing ec':ipment.. The Committece was specifically ir-
terested in acquisi.ion cost, verformance characteristics,
manpower and other cost savings, and investment alternatives
for the air culler, the advanred facer/canceller (AFC), and
the advanced optical character ra2ader (AOCR).

Salaries account for most past anri projected Service
(ost increases Al*Lhougl Service productivity has been in-
creasing, tliese increases have not offse%t the growth in
pestal workers' earnings. Given the increasing mail volume
and the labor-intencive nature 2f the Service's operations,
mechanization is necessary for the Service to achieve its
mandate of self-sufficiency and to provide higher guality
mail service. .

Since the late 195Js, much Service ef‘ort to mechanize
letter mail processing has been based on the Mark II facer/
canceller and the multiple position lettrr sorting machine
{MPLSM). To iucrease efficiency and improve ser:vice, the
Service i3 engaged in research, development. and engineering
programs for greater use of electro-mechanical and electronic
mail-handl. ng systems. The air culler, AF(, and ANOCR are
part of tor: effort.

The air culler system was intended to be a ".ough cul-
ling" device for separating collection mail (pickec up at
collection boxes and brought to postal ‘facilitiec for proc-
essing) into machinable and nonmachinable mail. This mail
includes letter mail--mail that can be processed by mechine--
small parcels, rolls, hotel keys, and ~iier bhulk items that
must be processed manually. :

The Service intended to feed collecticn mail directly
ince the ~ir culler. The mail would pass iito a chamber
where air pressure would force lightweight 1ail out the top
of the champber onto a mail belt which would carry the mail
to additional mechanical processinc. lileavier pieces of mail
would fall tc the bottom to be processed manually. Under
the present gystem, all rough culliang of col.ection mail is
performed manvally.



The AFC is a machine for facing--finding the front of
envelopes-~and canceling sramps on letter mail. The AFC was
intended to be faster, oe lews esror-prone, reguire less
maintenance, cause les. damarje, and be more able to separate
mail requiring special procassing than the Mark II facer/
canceller which has been in use since the late 1950s. Oper-
ating principles ol the AFC and Marh II are simitar, Both
sense the phosphorescent or fluorescent-~tagged stamp or
indicia to position the mail for facing and canceling.

. The AQOCR is the must sophisticated and complex optical
character treader under development by the Service. This
machine is a computer-controlled device that translates
alphanumeric characters into computer-uszble signals. The
mail transport units of tbhe machine feed letters to scanner
assemdblies which function like eyez. Tho address is read,
and the mail is then either mechanicallr carried to one of
several hundred bins or rejected if unreadable.
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Our review of the air culler showed:

---It had not achieved the pe.formance level intended by
the Service.

--It did not appear to be an economical alternative to
the present manual culling operation.

Tne Jervice has spent about $2 million con the air culler.
The initial development contract was awarded on a sole-sovurce
basis on June 22, 1968. This contract provided for develop-
ment of one advanced development model 1/ and two service test
models 1/ at an estimated cost of $281,C00 with a June 30,
1969, completion date., Contract modification resulted in a
final contract price of $624,678 and extended the completion
date to February 23, 1972.

. Althouqh the service test models obtained on the 1bove
contract had not been field tested, the Service, on June 23,
1872, entered into a follow-on, sole-soucce contract for the
design, fabrication, and tresting of 1 preproduction 1/ and 13
production-engineered 1/ air cullers, as well as manoales and
a maintenance training course. There were 14 ameniments to
this contract, which raised original contract costs from
$1,043,250 to $1,445,268 and extended the completion date
about 1 year.

Peisonnel of the Research and Engineering Department
conducted field tests of the advanced development model of
the air culler hetween April 12, 1971, and June 30, .971.
They reported to the Diitector, Reseatrch and Development,
that use of the air culler had markedly iuacrea:zed prc-
ductivity.

Further development efrforts, however, have no*% produced
an air culler capable of ameeting pecformance specificatiuns,
The performance specifications contained in rhe air .aller
contract, for production-engineered models, provide, in part,
thatr:

ey - . -, - > - - -

1/see glossary.



--Collection mail be processed at a rate of 100,000
pieces an hour with an average error rare of about
1 percent, (Error rate 1is the ratio of the number
of machinetle vail pieces sorted to the nonmachinable
ma.l belt =o tne number of <ollection mail pieces
processed.)

---The me.imum operating staff is one feed operator.

-~-Machninatle mail tnat is damaged to the extent that 1t
cannot be further nachine processed is not to exceed
1 in 50,000 pieces.

Tests performed by the Service and us showed that the
air culler was not rapable ¢f operating in accordance with
the above specificatiocne. On at least thiee occasions,
tesis were run to determire “hether the air culler was able
to proce<s unculled collecticrn mail. Two of the tests were
initiated by the Servive and the third was perforanod at our
request. The tests Wwerc¢ rw.n ak three different postal fa-
cilities.

In each case, the a.. culler failed to perform in ac-
cordance witn specificotions. The two tests performed by
S5ecvice personnel were terminated after a shert hime because
of inadequate culling of the mall and damage *o letters and
bundles. The test we requested, invociving 22 bags of col-
lection mail, showed that about 50 per:ent of the flats--
oversized envelopes--ended up or the machinable mail belt
and a large quantity of machinable mail ended up on the non-
machinable mail belt.

To compensate for the inability of the air culler to
grocess unculled collection mail, mail was being manually
preculled and postculled. This practice is contrary to the
requirement that a maximum of one feed opecator operate the
atr culler, We noted as many &s five mai'® handlers provid-
ing manual support t¢ this operation.

Had the Service performed auvequate f'eld resting of
service test models before contracting tor production-
engineered models, the air culler's inakility to meet
perforwance specifizatlons would have be@n estabhlished and
follow-on procurement wmight have been aviidec.

Because of limited operating capabitity of the air
cullers, few have been deployed. Of the 17 air cullers
procured by the Secrvice, 5 are in operat.on, 8 are in stor-
aje, and 4 are being used for eaxperimentation and parts,

T AVALABLE



ALTERNATIVES

Because of performance deficiencies, it is questionable
whether the air culler is more economical than the current
manual culling ope.ation. In 1969 the Service aralyzed tne
cost of four dicfferent metnods of culling collecticn mail,
including the air culler and manual culling methcd. Analysis
showed that the air culler vas far more economical than al-
terngnive methods of culling mail.

Becatse the study was performed bhefore development of
the air culler, costs of the air culler were calculated from
design criteria and performance e..pectations. The study
report recommended that development be ccntinued, subject to
substautiation of the data used and availability of new
data affecting the analysis.

As mentioned previoisly,; the air cull=r has not per-
formed in accordance wirth aesign specifications and, there-
fore, it it necessary w2 provide greater manual support than
originally planned. We requested an updated economic anal -
ysis taking these factors into consideration, but Service
officials were unable to locate one and did not know whether
one was performed before contracting for 13 production-
engineered models. Service officials had no plans to pur-
chase addirional air cullers.

AGENCY COMMEN({

The Se.vice agrees the air culler has nok been success-
ful as a stand-alone machine. Tests and evascations indi-
cated that its performance was unfavorable from an economic
standpoint. Uunfortunately, several nachines wer2 purchased
hefore the tests and evaluations were completed., However,
since the air culler has proven effectlve in controlling
the flow of mail, the Service 1is cuirently testing it in
connection with the dcevelopment of a new aut)iated mail
pLeparation system. {See app. II.)

w



CHAPTER 3

L.DVANCED FACER/CANCELLER

Our review of the \FC showed that-:

--Estimated productivn costs are twic> the cost of
existing alternative eguipmeat.

~--The contractor, to date, has beer unable to develop
a machine capable of meeting perfoumance r'>jectives.

--Performan. would have t¢ improve and cost would have
to be reduced before the AFC would be an attractive
alternativ: to the present equipment.,

COST_AND CONTRAC? ING

Since June 1968 the Service spent or coatracued ‘o spend
abou. $9.4 million to develop an improved facer/cuucetler.,
In aadition to 4 cAvanced development mede:c of the APC, the
Service has also received 12 service test models and has
contracted for 14 production-engineered modelg, 1/ How:rver,
because of technical difflculties, the contracter has not
delivered any production-engineered models,

Three contracts nave been awarded thus far for ArC de-
velopuwent. As shown on the following t-ble, contracts for
variouvs stages of developnent have overlapped.

Contract Award and Completion Dates

Awvard | Contract completion date
Model date |\ Original Revised
Advanced development' - 21-68 6~ 9-69 5- 4-73
Service test 3-10-72 . 5-23-73 8-31-74
Production-enc:ineared 6-28-72 £-15~73 11/75

‘ The contract for the service test model was awarded

about 14 months before comple _ion of tle advenced develop-
me.at model. The contract for prnducticn-engineered models
overlapped the cempletion dates for the advanced develop-
ment and service test models by about 1) and 26 months,
respectively.

1/See glossary.



The difficulties axperienced, and sti'l being wxperienceaq,
by the Service in bringing this piece of equipment on line
are best illustrated bv the increasing unit cost of the AFC
as it progressed through the various stages of development,

Contrect Contract value Unit
quantiiv Etart End cost
Advanced develop-
ment 3 $ 98,753 €1.977,811 $§ 494,452
Service test 12 1,350,600 2,901,493 241,791}
Production- .
engineered
{note -a) 14 2,723,795 - -
Production-
engineered
{note a) 2 1,594,941 4,546,941 2,273,470
Total cortract
Jalue $9,426,245

a/The original contract provided for delivery of 14 units.
All funds were experded and no units were delivered, The
contract was modified to provide additicnal funds and
reduced the number of units to be delivired to two.

The facer/cancellers currently being used by the bHerw=
ice were purchased in December 1973 at a uni: cost of ap-
proximately $25,000, whi.e the latest estimate Yfor prodnc-
tion quantities of the newest AFC cxceedr $55,000 a unit.

PERFORMANCE

Ercject management in the Research and Engineering
Department devised, monitored, and reviewed the field tests
the contrartor conducted of the advanced devclopment models
and service test models of the AFC. These tests took place
as the units were delivered to various post nffices. The
reported results helped determine that the program would
be ccati- :2d to the service test and produccion engineered
stage..

Most field tests for the service test models tock place,
however, atter the production enyineere’ contract was awarded.
The AFC was to be faster, make fewer « ors, require less
maintenance, and damage less mail than the canceling machine
currently in operation. Development efforte, though, have
not yet succeeded in producing an AFC capable of meeting
performance specifications. Moreover, at the tire of ocr
fieldwork, technical problems had prevented ths contractor
from prcducing a machine which outperformed alternative
egugpment.

' 7
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In 1973 the Service stulied the performance of the
advanced development model! cof the AFC and tne facer/can-
ceiler currently in use. The study concluded that there
w#as very little difference in the performance of t.e two
machines and that there was no evidence of man-hour sav.ngs
from using the AFC,

Some of the technical problems experienced hy the con-
tractor in developing production models have been inability
to achieve prucessing speed, mechanical parts failures, jam
problems, and cancellation problems. In a proposal dated
June 4, 1974, the AFC contractor proposed 48 pages of cotrec-
tions or improvements.

An advantage of the AFC was to have been a reduction
in maintenance time and costs. We attempted to evaluate
its success in this area at two post offices using the AFC.
Although detailed records were not maintained, those avail-
able indicated maintenance time for the AFC was greater than
for existing alternative equipment. Service personnel in-
formed us that extensive maintenance work had been performed
on the AFC. However, Service engineering personnel believe
technical problems can be overcome.

ALTERSATIVES

While the Service prepared ar economic evaluation, it
did not cowpare “he AFC to the facer/canceller presently
in use,.

In February 1973 an econcmic evaluation was prepared
and submitted to the Service's Capital Investment Committee
to justify purchase of 150 AFCs. The evaluation concluded
that the AFC was economically feasible. However, it did not
consider alternative mechods, and there was no detailed
information suppirting the study. In April 1973 the
Capital Investment Committee approved purchase of 150
AFCs. This approval was subsegquently withdrawn when the
contractor failed to furnish an acceptable proposal guar-
anteeing satisfactory parformance.

Even if the technical problems with the ALFC are re-
solved, it still might not be an economical alternative to
the existing equipment, considering the relative costs and
merits. Therefore, before a decision is made to acquire
produccion quantities of new equipment, a study should be
made comparinc¢ the costs of operating the equipment with
equipment currently available.

CH



AGENCY COMMENT

The Service acknowledges that the AFC has encountered
numerous development problems. However, the Service be-
lieves that the AFC can become a viable machine with cer-
tain improvements. Recently, field tests were completed
comparing a redesigned AFC to existing equipment. Pre-
liminary data indicated that the AFC can operate faster
as well as reduce mail damage. A decision on producing
these machines will be made within the next few months.
(Se 2 app. II.}



CHAPTER 4

ADVANCED OPTICAL CHARACTER READER

The AOCR:

-~-Performed well when processing a specialized mail
stream. 1/

--Did not appear to offer either service or economic
benefits over existing mechanical sorting methods.

COST AND CONTRACTING

In 1970 parallel development ccntracts were awarded to
two firms for design work and hardware models of the AOCR,
The initial value of these corntracts wrs about $13.6 million,
One contract was terminated in September 1973 after costs
totaling about $13.4 willion had been incurred. The other
contract resulted in the production of one AOCR, located at
the General Post Office, Ne.s York City, at a cost of about
$14.2 million.

Contract files contained no formal justification for
using parallel development contracts. However, Service of-
ficials believed it was justified because of the technical
.nature of the equipment. They stated that no formal policy
existed regarding use of parallel contracting.

Service records show that the one contract was termin-
ated for the convenience of the Government., Service officials
stated that, because of the state of development and the cost
incurred, they felt that further development was no longer
justified or feasible.

There ¥s no current estimate of the tost ol mass~-produc.ing

the AOCR; however, in March 1973 the contractor wanted $6 mil-
lion to produce an additional AOCR. According to a Service
official this is the best estimate available. In addition
to the AOCR's acquisition cost, the Service estimated that
- it would spend an add:tional $5 million in maintenance and
. support over a H-year period. These estimates appear to be

{ in line with actual experience.

@ l/Specialized mail stream means machine-imprinted mail con-
forming to particular formats, fonts, and sizes.

-

§
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These estiirates did not include +he cost of electronic
enrichers, 1/ used when the AOCR is used to sort incoming
mail. Tne last contract awarded by the Service was for de-
signing and constructing eight enrichers at a total price
of §1,452,750. <Seven of these machines are currently being
used with the AOCR at the General Post Office.

About 18 people are required to operate the AOCR when
working on outgoing mail; about 4 more are needed when
working on incoming mail because of the nr:ed to operate
enrichers.

PERFORMANCE

Research personnel, supported by New York mail hand-
lers, conducted field tests of the AOCR in November and
December 1972. Because the machine did not meet the con-
tract's performance specifications during .Lese tests,
the Resear<ch and Engireering Department -pent more money
to improve the machine's performance. At the time of our
fieldwork, performance of the machine was approaching,
but had not yet met;, its contract specifications.

The AOCR was operated about 20 hours a day at the time
of our review and performed satisfactorily when processing
a specialized nail stream. The primary type of mail proc-
essed on the AOCR is first~class metered mail. The ma-
chine is required to read only imprinted addresses and can
process over 60,000 letters an hour. 1Its output isg equiva-
lent to that of twoe letter sorting machines.

The AOCR is used about 16 hours a day for outgoing
mail and 4 hours a day for incoming mail. When operating
on incominy mail, it is necessary to use electronic en-
richers to segregate electroniczlly readable mail from that
which is handwritten or otherwise illegible. Although the
enrichers enable the AOCR to operate more efficiLently, the
cost of the enrichers and their support personnel increased
the costs of sorting this type of mail.

An unusual aspect of AOCR operations is the amount of
time it is operated each day. As in other cities, New
York's mail volume occurs in peaks of several hours dura-
tion. A General Post JOffice official said about 75 percent
of the workload was received or dispatched in a 7 to 8 hour
reriod. In spite of this peaking, high utilization~-about
20 hours daily--is achieved on the AOCR. This utilization
differs markedly from that of other letter sorting equipment
at the General Post Office. We observed the AOCR in ope._a-
tion at times when only 1 or 2 of the 13 MPLSMs were in use.

1/See glossary.
1l



When there is a choice between using MPLSMs or the AOCR,
mail is directed t. the latter. A Service document :tated
that the AQOCR and MPLSM were fighting for the same limited
anmount of mail c¢aring certain hours of the day. Although
the Seneral Post Office has considerable mail volume, much
of it is handwritten or otherwise illegible to the AOCR.

The major source of mail. outside the General Post Uffice,

which is suitable for the AQCR appears to be Church Street

Station. Much of this mail comes from large business firms
and is delivered in excellent condition in trays.

We found that mail which used to be processed by Churth
Street Station on OCR I units was being sent to General Post
Uffice for prLocessing on the AOCR, This routing of mail
to the AOCR has resulted in a declining use of the Church
Street equipment and permitted increased use of the AOCR
at the General Post Office.

ALTERNATIVES

The principal e2lternative to the AOCR is the MPLSM.
Service documents and our «weview indicated that the volume
of outgoing mail processed on two MPLSMs was about the same
as on one AQCR. Both types of machines can sort incoming
mail. Available information indicates that the error rate
of AOCR equipment is lower than that of the MPLSM. Howev.r,
because of the limited and conflicting performance data, an
cverall performance ccmparison cannot be made,

If the performance of two MPLSMs 1is about equivalent
to that of an AOCR, then the costs associated with acquir-
ing, maintaining, and operating the e:quipment would be the
controllihg factor in determining which machine is the best
investment., An AOCR enjc's a substantial advantage over
MPLSMs in the area of operating personnel--arrroximately
18 employees compared with about 34 employees used to oper-
ate 2 MPLSMs. However, the high acquisition and maintenance
cost associated with an AOCR appears to offset the person-
nel advantage. ' .

‘ At $6.3 million ADCR would cost ajout $6 million more
. than two MPLSMs costing about $150,000 each. Based on a
10-year life this would represent an annual cost difference
of $600,000. Maintenance costs for the AOCR would be about
$1 rillion more annually than for the Mi'LSMs. Thus, the
annual cost advantage of the MPLSMs is ¢bout $1.6 million,
before considering operating personnel (osts. At curreat
wage levels, and assuming a two-shift ogeration, the AOCR's
personnel cost advantage would be about $450,000 annually--
not enough to offset its c:cher comparatively high costs.

12



AGFM7TY COMMENT

The concept that led to develeping the ACR was ltased
on capitalizing on the technologies of large scale inte-

grated ~ompiters.

Service analyses, however, determined

that this epproach is not the most economical. Tius, there
are no plani for deploying the AOCR. ({See app. II.)

§
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CHAPTER 5

CONCLUSIONS, RECOMMENDATIONS, AND AGENCY ACTIONS

Mechanization advancements .ust be mace for the Service
to deliver letters promptly and at reasouable cost. The
Service 1s trying to achieve this objective.

Attempts to improve mecnanization through development
of the air culler, AFC, and AOCR have not been successful.
The eguipment developed to date does not appear to offer
substantial improvements ove.: existing eqguipment in terms
of cost or precessing ability. Work under existing con-
tracts is couatinuing; however, the Service said it had no
current plans to procure additional quantities of this
equipment.

We noted some procurement and operational practices
which should be improved.

OVERLAPPING CONTRACTING

The Service had no formal policy regarding overlapping
contracting--proceeding to the next development phase before
completing the current development phase--or for parallel
contracting--simultanecusly awarding contracts to two or
more firms for developing an item to perform an identical
function.

The Serv.ce used overlapping contracting in the case
of the air culler and AFC. Overlapping and parallel con-
tracting, although justified under certzin circumstances,
generally result in increasel] procurement costs. The
Service should establish a policy setting forth the cir-
cumstances under which these practices can be used,

PERFORMANCY TESTING AND
COST-BENESIT ANALYSIS

Performance testing and evaluation of equipment being
developed were largely controlled by project management,
The precise procedures for testing were ectablished after
contract award.- The contractor and Service engineers
technically responsible for the various projects were also
responsible for their evaluation. This dual role of deter-
mining the success or failure of their own efforts could
resulc in loss of objectivity and continued development
of an 1tem when mountinj evidence indicates chat .uccess
is unlikely.

14



If top Service management is to be adequately informed
of progress and oroblems encountered in meeting performaice
requirements, test and evaluation activities should be con-
trolied by rersons or units independent of project manage-
ment.

Cost~benefit analyses should be perindicall: performed
vo provide top management with a continuing overview of tech-~-
nical projress, evaluated in terms of costs to be incurred
and benelits to be realized, if the develupment work continues
and the items are deployed in the gpostal system. Such anal-
yses did not take place in the contracts we examined.

In the cos:-benefit analyses that were conducted by the
Service, there was a reliance on "estimates of savings" basad
upon the anticipated performance of the machine. Updated
analyses should be made on the basis of actual performance
data.

RECOMMENDATIONS TO THE
POSTMASTER GENERA~ .

We recommend that the Service require that overlapping
contractiag and parallel contracting be justified befnre
being implemented.

We also recommend that (1) parfsrmance testing of de-
velopmental oguipment k- glaced unde¢ «uz control of a group
other than project ranagement and (2) uddated cost-benefit
analyses be made during developmeénv using actual performance
experience tu reassess desirability of continued effort.

AGENCY ACTIONS

\
The Service has advised us that it has Seen:

~-requiring more careful, formal justification regard-
ing procurement actions, particularly where over-
lapping or parallel contracting is involved;

--separating the development function f.om test and
evaluation; and

--making cost-benefit analyses, conductel at the con-

clusion of the testing phase, the basii. for recom:
mending deployment.
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B~114874 April 26, 1974

Honorable Elmer B. Staats

United States Ceneral
Accounting Office

441 ¢ Street, N. W.

Washington, D. C. -205U%-

Dear Mr. Staats:

Ar vou know, our Committee is interested in
how well the Postal Service is rmanaging ard
concracting for mechanization. As a result of
recent newspaper articles c¢riticizing Pos*al
Service mechanizatinn, we are iaterestoed in
having your office :review specifiz pieces of
equipmenc, namely the air culler, advanced
facer--anceller an” advanced optical character
reader, being developed or deployed oy the
Service. B

( Qur interests i:.clude, but are not limited
tc, equipment acquisitlion ccst, performance

, characteristics, manpower savings and cost
reduction, if any, investment alternatives and
the general effectiveness of Postal Service's
transactions related to tiese projects.

A report, as soon as possible. will be
appreciated.

Sinccrely yours,

\ -
\
/ «{,/ﬁ
| 1 DA«
9 Thadddus J. Duiski

\ CHAIRMAN
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THE POSTMASTER GENERAL
Washington, DC 20260

July 9, 1975

Mr,., Victor Lowe

Directer General Government Division
U. S. General Accounting Cifice
Washington, D, C. 20518

Dear Mr. Lowe:

Thank you ‘< r the cpportunity to comment on the draft report
entitled '"Review nf Selected Mail Processing Equipment. "

Most of th~ <vents and decisions discussed in the report

took place duriag the period 1968-73 when the Postal Service
vas i7 ying to accelerate the development of a number of
potentially promisiag mail processing equipment concepts.
Parallel and overlapping contracts were at times used as
part of this acceleration effort, even though it was recognized
that such measures do entail some risks and added expense,

Three specific items of equipment development are discussed
in the rerort and I will comment on each in turn,

1. The Air Culler was not a successful development
product as a strnd-alone machine. Our tests and
eva'vaticas in 1473 indicated that its performance

was unfavorable frorn the standpoint of measurable
economic benefits., Pegrettebly, severai machines

we. . purchased before *es*s were completed so,

rather than abandonirg a* investment, we subsequently
deployed them to cffices Laving unique circumstances
permitting their beneficial use., In uddition, since the
air culler did prove to be an effective mail pacing device,
we are currently testing it along with other alternatives
in the development of a new automated mail prep system.
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2. The Advanced Optical Character Reader is presently
operating in New York, sorting one million pieces of

mail daily over a period of 2pproximately 20 hours a

day, 6 days a week. Trainiag of postal ir .inienance
employees who will assume coruplete AOCR maintenance
responsibility by January 1976 is now undcrway. The
concept that led to the da2velopment of the AOCR was

based on capitalizing on the technologies of 1..ge scale
integrated coniputers, Our analyses, however, determinec
that this approach is not the mcst beneficial from a r:ourn
on investment standpoint. Thus, we have no plans for
deployment of this system. Nevertheless, recognizing th-t
the development cost has been largely expended, we intend
to continue to use the system in New York where it is
operating satisfactorily and will contr'bute to the operations
there. An alternative OCR design now in use in c.r Boston
installation does appear at this point to be economiczlly and
operatiunaliy beneficial, We expect to make a decieion in
respect o zny future application of this equipment early
this fall,

3. The Ni-36 Facer Canceler encountered numerous
development problems leading {o a suspension of the program
a little more than a year ago. ‘n ar extensive review of tre
project it was concluded that the M-36 could be a viable
machine with certain imprnvemcents and a target for complefed
development by November, 1975 was established. We have
just completed side-by-side field tests of the first iandel

of the redesigned M-36 equif;ment ~nd an existing Mark II
facer-canceler ia Miami. Our preliminary data iadicates

an aveiage throughput substantially greater than the Mark IJ
as well as significant reduction in mail dameage., Additionally,
tha M~36 has the capabllity of s«parating = special class of
mail from the mail stream provi.ling an operational benefit
not available with the Mark II. A decision on production of
these machines will be made within the next few months,
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Although m’stakes were made in the course of our 1968-73

ac celeration effort, we have also learned from our experience

and have taken action to improve developmental work for the

future, including the specific actions which the report recommends;

1. W:are requiring more carefu, formal iustification
regarding procurcment actions, particularly wiere
overlepping or parallel contracting is involved.,

2. In September 1973 we separated organizationalls

the function of ‘esting and evaluating new equijment from
the fanction o! developing it, and periodic cust-henefit
analy.es ar. heing nade during dcvelopment, using actual
performarcs ¢ xperience to reassess *he desirability of
cortiimed ciriort. In addition. at the conclusion of th2
tesiing phase, cost-benefit ¢ a'ysis as the basis fo1
recommendation for deployment is also verilied by a
special Review ai.d Analysis Division in our Finance
Department.

In eifecting improvements in our procedures governing developmental
work;, we have ber.efitted from our disrussions with you~ staff and
are grai *ful for the suggestions received irom them.

Sinverely,
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