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September 30, 2002

To the President of the United States, the United States Congress, the 
members of the postal community, and the American people:

Mail is an important part of the infrastructure of American commerce.  Most
Americans still look forward to receiving their mail, and a healthy, vibrant postal
system helps the U.S. economy to grow.  Competition from electronic 
communication challenges us to generate sufficient revenues to support the
increasing cost of our universal service mission. Our statutory structure 
precludes us from implementing some product pricing and cost reduction 
initiatives normally available to the private sector when business circumstances
change. 

Last year the General Accounting Office listed the Postal Service as “high risk”
because of our outdated structure and cumbersome rules.  As a result,
Congress required the Postal Service to provide a transformation plan that
would describe options for the future. 

Since the publication of our Transformation Plan in April, we have worked with
the stakeholders of the Postal Service to determine how we can respond to the
changing needs of our customers in a more competitive environment.  The
FY2003 Annual Performance Plan continues the implementation of our
Transformation Plan that began this year.

We have already begun to implement strategies that go beyond incremental
improvements to make the nation’s Postal Service more innovative, flexible,
and responsive to the changing needs of our different customers and other
stakeholders.

The FY2003 Annual Performance Plan reflects our continuing commitment to uni-
versal service with prompt, reliable, and efficient delivery to every 
community and customer throughout the nation. 

The Postal Service will continue to increase efficiency, improve productivity,
and reduce costs.  We are working to stabilize rates and provide mailers with
opportunities to improve the effectiveness of their mailings.  We will restore the
financial stability of the Postal Service, and provide timely, relevant information
to our stakeholders.  We will continue to protect the safety, privacy, and 
security of the mail.

We will improve access, convenience, and customer service for residential and
business customers.  We will continue to provide a safe and fair working 
environment for our employees.  Managers, supervisors, and employees will be
accountable and committed to achieving goals based on customer 
requirements in a performance-based culture. 

We can plan for the future by taking action now that makes the Postal Service
better for the American people, the mailers and their customers, our business
partners, and our employees.

John E. Potter
Postmaster General of the United States
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I. Executive Summary

Purpose
The Government Performance and Results Act (GPRA) of 1993 requires the
Postal Service to provide an annual performance plan to assist Congress in its
oversight responsibilities. The FY2003 Annual Performance Plan responds to
the GPRA requirements by defining the mission of the Postal Service, as estab-
lished by the Postal Reorganization Act (PRA) of 1970, and by describing
changes in the postal operating environment and the resulting challenges faced
by the Postal Service in accomplishing its mission. 

The plan describes the long-term goals of the organization, the shorter-term
objectives that support those goals, and the associated indicators that will be
used to measure performance. The plan establishes specific, results-oriented
performance targets; briefly describes how performance will be measured; and
outlines the strategies, programs, and initiatives that will achieve those targets.
The plan describes the revenue sources that are expected to fund the achieve-
ment of the mission and annual performance improvement targets.

Background
The PRA defined the mission and established general goals for the Postal
Service. However, the PRA did not provide specific measures of performance.
In 1982, the National Academy of Public Administration determined that the
Postal Service had “accomplished an outstanding implementation of the Act.”2

Today different stakeholders evaluate the Postal Service using a wide variety of
indicators and may arrive at different conclusions about postal performance. 

One of the primary goals of the PRA was to eliminate the need for regular pub-
lic subsidies to the Postal Service. The Postal Service was to become self-suf-
ficient while continuing to provide universal mail services at reasonable rates.
The public subsidy, which once contributed about a quarter of the postal budg-
et, was eliminated in 1982. Since 1970, postal prices have increased no more
than the rate of inflation and remain among the lowest in the developed world.3

More recently (May 1996 to May 2002), according to the Bureau of Labor
Statistics, postage has increased 7.7 percent, compared to local telephone
price increases of 19.4 percent, air fare increases of 26.6 percent, and financial
services increases of 27.3 percent.

Since the implementation of GPRA performance goals, the Postal Service has
improved service for key mail categories, reduced employee illness and injury
rates, increased employee satisfaction, and improved total factor productivity.
The Postal Service has been evaluated as “one of the better run federal agen-
cies” in a series of comparative studies by an independent research group.4
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Today about 750,000 career postal employees (only about 1.4 percent more
than in 1970) maintain the commitment to provide universal service by process-
ing and delivering more mail (41 percent more pieces in 2001 than in 1970) to
more addresses (60 percent more households and businesses in 2001 than
1970). Customer satisfaction levels, even compared to the private sector, are
high.5

The American public continues to benefit from a reasonably priced delivery
service that connects everyone, everywhere, regardless of geographic location
or socioeconomic status. The mailing industry, those firms that depend on an
effective Postal Service for a significant portion of their sales, remains an
important and growing part of the U.S. economy.

Postal Operating Environment and Management
Challenges
The stable postal business environment that existed when the PRA was passed
no longer exists. Competition is threatening the traditional revenue base and
making volume forecasting increasingly difficult. It is not clear yet if the estimat-
ed volume decline of about 6 billion pieces in FY2002 from the previous year
indicates a long-term change or is primarily a result of the poor economy and
short-term effects of bioterrorism.

The Postal Service currently has little flexibility to adjust rapidly to market
changes, but must add service to every new address. Despite a weak economy
and the decline in mail volume, the Postal Service delivered to 1.7 million new
addresses last year. In addition, a new challenge emerged in the last year as
the Postal Service, along with other parts of the U.S. economic infrastructure,
had to absorb some of the costs of coping with terrorism. Congress provided
important financial support to cover the costs of the initial response and the
Postal Service described how it would apply the funds provided by Congress in
the Emergency Preparedness Plan, March 2002. These events have made it
clear that the Postal Service and the mailing industry must operate in an envi-
ronment different from the past. 

As a result of these changes in the postal operating environment and the cost
of increased deliveries, the Postal Service faced severe financial challenges.
The Postal Service has responded with significant cost reductions, improved
productivity, and increased postage rates. Based on recommendations from
the General Accounting Office, Congress requested that the Postal Service
develop a transformation plan that would provide options for the continuation
of universal service with a sustainable financial plan. The Postal Service sub-
mitted its Transformation Plan to Congress in April 2002. The FY2003 Annual
Performance Plan incorporates near-term initiatives from the Postal Service
Transformation Plan that do not require legislative or regulatory changes.
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FY2003 GPRA Goals, Objectives, Performance
Indicators, and Targets

The Postal Service has long-term goals in three strategic areas of emphasis,
known as “voices”:
� Grow the revenue base to maintain universal service (Voice of the Customer);

� Develop a motivated and productive workforce (Voice of the Employee); and

� Provide affordable service (Voice of the Business).

In each strategic area of emphasis, senior management has selected a limited
number of shorter-term, nationwide objectives that are critical to the achieve-
ment of the strategic goals. Each objective has one or more associated, result-
oriented performance indicator(s).

The annual performance planning process, which determines how performance
for each objective will be measured and which sets specific levels of perform-
ance to be achieved (targets) for each objective, is described in the plan. The
plan also describes postal performance measurement systems and how per-
formance data is reviewed.

The plan summarizes the strategies that will be used to achieve the targets and
refers the reader to other relevant postal documents for a more complete
description of those strategies and recent performance results. The perform-
ance plan also describes the sources of funds and the resources that are
expected to be available in the coming year, and summarizes the expected
costs of major programs.

The following tables describe the FY2003 indicators and targets for each of the
major service-wide objectives of the Postal Service in support of the long-term
goals:
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FY2003 TARGET

94% (PQ 1, 3 & 4)

86% (PQ 3 & 4)

94% (PQ1, 3 & 4)

93% (PQ 1-4)

87% (PQ 1, 3, & 4)

87% (PQ 3 & 4)

OBJECTIVE

Service
Performance:
Timeliness 
and Consistency

INDICATOR(S)

Priority Mail® On Time (PETE)
(Originating and Destinating Composite)
Surface Network Within 2 Days

Priority Mail On Time (PETE)
(Originating and Destinating Composite)
Air Network Within 2 Days

Express Mail® On Time (PTS)
(Originating and Destinating Composite)
Next Day

First-Class Mail® On Time (EXFC)
(Originating and Destinating Composite)
Overnight 

First-Class Mail On Time (EXFC)
(Originating and Destinating Composite)
2 Day 

First-Class Mail On TIme (EXFC)
(Originating and Destinating Composite)
3 Day

FY2003 Performance Goals, Objectives, Indicators, and Targets (Nationwide)
Voice of the Customer (VOC) Goal: Grow Revenue Base to Maintain Universal Service

Note: See Appendix 2 for detailed descriptions of the measurement systems (PETE, PTS, EXFC).
The Air and Surface Networks consist of those originating and destinating pairs that defined the Air and

Surface Networks for FY2002.



Performance targets and measurement systems will be used throughout the
Postal Service. The National Performance Assessment program will link individ-
ual merit performance reviews with unit or functional and national objectives.
The program will emphasize objective, measurable results.

Validity and Verification of Postal Performance 
Indicators and Data
Wherever possible, the Postal Service uses independent evaluations to meas-
ure postal performance. Key examples are the External First-Class
Measurement System (EXFC), the Customer Satisfaction Measurement System,
the Voice of the Employee Survey, and the Total Factor Productivity analyses,
which are operated by firms under contract to the Postal Service.

Postal management processes, control systems, and data are reviewed by the
Board of Governors and their committees, through Congressional oversight,
Postal Rate Commission proceedings, audits by the Office of the Inspector
General and the General Accounting Office, and by independent financial audi-
tors retained by the Board of Governors. Independent groups conduct compar-
ative and special studies that compare postal performance to other govern-
ment agencies or private sector services. 

Finally, postal performance is tested daily by every citizen and business that
sends and receives mail or visits a post office.
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FY2003 TARGET

Better or Equal to
SPLY

Better than End of
Year 2002

OBJECTIVE

Minimize Impact
from Accidents and
Absences

Employees
Committed to
USPS Success

INDICATOR(S)

OSHA Illness/Injury Rate

VOE Survey

FY2003 TARGET

Better or Equal to
Plan

Better or Equal to
Plan

INDICATOR(S)

National Total Revenue

Total Factor Productivity

Note: See Appendix 2 for detailed descriptions of the measurement systems

OBJECTIVE

Improve Productivity,
Control Costs,
Improve Contribution
Levels, and Grow
the Business

FY2003 Performance Goals, Objectives, Indicators, and Targets (Nationwide) continued
Voice of the Employee (VOE) Goal: Develop Motivated and Productive Workforce

Voice of the Business (VOB) Goal: Provide Affordable Service

Note: See Appendix 2 for detailed descriptions of the measurement systems.
The Occupational Safety and Health Administration (OSHA) target will be set at the same period last year

(SPLY) nationally and for the Areas. The Areas will set targets for the performance clusters based on
opportunities that will roll up to the SPLY target for the Area. Data for AP 1, FY2002 will be revisited.



Postal Service Strategies and Transformation Initiatives
The Postal Service has developed specific strategies to achieve the GPRA
objectives in each of the three strategic areas of emphasis. Long-term strate-
gies have been described in the U. S. Postal Service Five-Year Strategic Plan,
FY2001–2005. These strategies rely primarily on continuous improvement pro-
grams described in the FY2002 Comprehensive Statement on Postal
Operations and the Management Discussion and Analysis section of the
FY2001 Annual Report. Additionally, the Postal Service is implementing near-
term initiatives described in the Postal Service Transformation Plan. These lay
the foundation for future improvements that go beyond incremental change but
do not depend upon significant legislative or regulatory reform.

Sources of Postal Funds and Expected Revenue
Requirements
The Postal Service plans performance improvements and expects revenue from
mail volume sufficient to breakeven over the FY2003 period. The major risks
that jeopardize success are sharp declines in mail volume, prolonged economic
weakness, and further unexpected expenses in responding to terrorist threats
to the mail system.

Conclusion
The Postal Service will continue to fulfill its statutory mission of providing time-
ly, reliable delivery services at reasonable rates to everyone in the nation, and
will continue to provide retail access in communities throughout the country
despite the environmental changes and financial challenges facing the Postal
Service in FY2003. The Postal Service has achieved and will maintain high lev-
els of performance in some categories of mail, and will incrementally improve
other categories while focusing on cost reduction and productivity improve-
ments. The Postal Service is implementing initiatives to restore break-even per-
formance.
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II. Introduction
This section defines the mission of the Postal Service, its strategic vision, and
the fundamental challenge of postal policy. It describes how the Postal Service
is meeting the requirements of the Government Performance and Results Act
of 1993 and the relationship of the FY2003 Annual Performance Plan to other
relevant postal performance related documents. 

The Mission of the Postal Service
The basic requirements of the Postal Service are described in the Postal
Reorganization Act (PRA) of 1970.6

“The Postal Service shall have as its basic function the obligation to provide
postal services to bind the nation together through the personal, educational,
literary, and business correspondence of the people. It shall provide prompt,
reliable, and efficient services to patrons in all areas and shall render postal
services to all communities.”

This mandate has resulted in the development and maintenance of a postal
operating network designed to provide universal service. The Postal Service
provides daily delivery to every address in the nation and convenient access to
the postal network through post offices located in communities throughout the
nation.

Strategic Vision (Five-Year Strategic Plan, 
FY2001-2005)
The need to provide universal service in a dynamic, competitive environment
requires a strategic vision that embraces change. The vision outlined in the
Five-Year Strategic Plan, FY2001-2005 is that the Postal Service must become
much more flexible, innovative, and responsive to customer needs, while dra-
matically improving its efficiency.

The Fundamental Challenge of Postal Policy
The people and the government of the United States, as a matter of fundamen-
tal public policy, have always required a government-sponsored organization to
provide universal retail access and delivery services at uniform letter rates
throughout the nation. Rates for First-Class Mail are uniform, but costs are not.
Many post offices and routes are uneconomic, not only in the less densely
populated areas, but also in small towns, suburbs, and cities that do not have
the attractive demographics that drive mail volume growth. 

Each year the Postal Service has to increase its infrastructure and cope with
the associated costs of adding 1 million to 2 million new addresses annually.
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Accommodating new addresses requires more stops, letter carriers, vehicles,
and facilities in response to the growth of the nation. Unlike most other utility
networks such as telecommunication, energy, water, and sewer, the Postal
Service does not charge a fee for connection. While the mission is a public
service, the Postal Service is not supported by public appropriations. Instead,
the Postal Service is required to finance that mission by providing businesslike
services to customers in competitive markets.

Unless postal revenue growth exceeds expense growth, the Postal Service
cannot continue to fund annual increases in universal service and will not be
able to invest in future service or productivity improvements. The possible long-
term decline in the growth rates of mail volume, due to increasing competition
from new technology, and continually rising costs of labor, benefits and retire-
ment programs, threaten the ability of the Postal Service to continue to provide
traditional universal services at the affordable, uniform rates Americans have
come to expect. Because price increases that exceed the rate of inflation are
not acceptable to the Postal Service’s customer base, the Postal Service must
cut costs fundamentally to slow the rate of increase.

The ongoing public policy challenge is to find the appropriate definition of uni-
versal postal service —what services should be offered, how uniform access
and delivery services should be, and how these services should be funded. The
Postal Service management challenge is to realign costs and services to con-
tinue to create value for the American people and the business community.

Evaluating Postal Performance 
The Postal Service is a large organization that provides a basic yet highly visi-
ble delivery service to every business and household in the nation. Different
stakeholders can and do evaluate postal performance in a variety of ways
using a number of reasonable criteria. Because the PRA included few specific
performance measures or targets, different perspectives on postal performance
are inevitable. 

The annual performance plan is part of a disciplined process of performance
evaluation and incremental improvement to increase the value the Postal
Service provides to its customers and the nation. The plan establishes perform-
ance standards, based upon extensive consultation with stakeholders on what
improvements are important to them, and considering the resources expected
to be available to the Postal Service. These criteria, expressed as objectives,
indicators, and targets, should provide a foundation for objective evaluation of
postal performance.
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Government Performance and Results Act (GPRA)
Requirements
Congress created a statutory requirement for government agencies to identify,
measure, and disclose outcome and performance data for public programs. The
purpose of the law is to improve the accountability of agencies for delivering
results. The law requires agencies to publish long-range strategic plans, annual
performance plans, and annual performance reports.

The FY2003 Annual Performance Plan of the U.S. Postal Service meets the
requirements of the Government Performance and Results Act of 1993 and sub-
sequent recommendations from the General Accounting Office as outlined in the
following chart:
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GPRA Requirements

Establish Performance Goals
Express Goals in Measurable Form
Describe How Goals Will Be Achieved

Develop Performance Indicators and Measure
Performance

Provide a Basis for Comparing Actual
Performance with Targets

Describe the Means Used to Verify and Validate
Performance Measures

GAO Recommendations

Provide Explanations when Goals are Changed

Provide Clear Criteria for Measuring Progress

Include Complete Descriptions of Strategies 
for Achieving Goals

Update Information to Reflect Known or
Anticipated Changes

New GPRA Requirements
Agencies are to include Information Security and
Privacy in Annual Performance Plans

How the USPS Complies

FY2003 Annual Performance Plan, Section IV. Performance Goals, Objectives, Indicators, 
and Targets

FY2003 Annual Performance Plan, Section V. Postal Strategies and Transformation Initiatives

FY2003 Annual Performance Plan, Section VI. Postal Revenue Sources and Expenses

FY2001 Comprehensive Statement on Postal Operations, Chapter 2. Postal Operations

FY2001 Annual Report, Management Discussion and Analysis

See also Postal Service Transformation Plan, April 2002

FY2003 Annual Performance Plan, Section IV. Performance Goals, Objectives, Indicators, 
and Targets

FY2001 Comprehensive Statement on Postal Operations, Chapter 3. Financial Highlights

FY2001 Comprehensive Statement on Postal Operations, Chapter 5. Performance Report 

FY2001 Annual Report, Management Discussion and Analysis

FY2003 Annual Performance Plan, Appendix 2. Performance Indicators and Measurement
Systems

See also Office of the Inspector General Semi-Annual Report to Congress

FY2001 Comprehensive Statement on Postal Operations, Chapter 5. Performance Report 

FY2003 Annual Performance Plan, Section IV. Performance Goals, Objectives, Indicators, and
Targets

FY2003 Annual Performance Plan, Section V. Postal Strategies and Transformation Initiatives

FY2003 Annual Performance Plan, Section VI. Postal Revenue Sources and Expenses

FY2001 Comprehensive Statement on Postal Operations, Chapter 2. Postal Operations

FY2001 Annual Report, Management Discussion and Analysis

See also Postal Service Transformation Plan, April 2002

FY2003 Annual Performance Plan, Section III. Business Environment
and Management Challenges

FY2001 Annual Report, Management Discussion and Analysis

See also U. S. Postal Service Five-Year Strategic Plan, FY2001–2005

Outline for Discussion: Concepts for Postal Transformation, 2001

Postal Service Transformation Plan, April 2002   

FY2003 Annual Performance Plan, Appendix 5. Safety, Security, and Privacy

See also Postal Service Emergency Preparedness Plan, 2002

Postal Service Compliance with Government Performance and Results Act Requirements



The Relationship of the FY2003 Annual Performance
Plan to Other Postal Documents
The FY2003 Annual Performance Plan results from the intensive planning
process of the Postal Service. There are a number of other related documents
that together present a complete description of postal initiatives and perform-
ance. They include the following:

Five-Year Strategic Plan
The FY2003 Annual Performance Plan is based on the strategic goals and
objectives described in the Five-Year Strategic Plan, FY2001–2005. It reflects
changes in the postal environment since the publication of the Five-Year
Strategic Plan in September 2000. For 2003, these changes result from
changes in U.S. economic growth rates and the impact of bioterrorism on
postal employees and customers.

The FY2003 Annual Performance Plan focuses on the incremental year-to-year
programs that support the basic mission of the Postal Service. The five-year
plan will be updated again in 2003. The next update will incorporate work-to-
date from the Transformation Plan.

Comprehensive Statement on Postal Operations
The Postal Reorganization Act of 1970, as amended, requires the Postal
Service to file an annual Comprehensive Statement on Postal Operations.
This document contains descriptions of postal programs and operations.

The FY2001 Comprehensive Statement contains a chapter that is the Annual
Performance Report for the previous year, as required by the Government
Performance and Results Act of 1993. The Comprehensive Statement also
includes a preliminary annual performance plan for the next year, developed at
the beginning of the Postal Service’s annual planning cycle and focusing prima-
rily on the establishment of annual targets. The FY2003 Annual Performance
Plan is the final version, and contains an explanation of relevant management
challenges, postal strategies, resources, and programs.

The Postal Service Annual Report 
The Postal Service Annual Report is a separate detailed assessment of the
financial position of the Postal Service.7 It is similar to private sector reports,
and includes messages from the Board of Governors, the Postmaster General,
and the Chief Financial Officer. It contains a management discussion and
analysis of the financial performance and outlook for the Postal Service, and a
review of operations, capital investment and financing, and a report from the
Board’s independent certified public accountants. The Postal Service Annual
Report includes financial statements, balance sheets, statement of operations,
changes in net capital, cash flows, and detailed notes to the financial state-
ments as well as key operating statistics and a summary of the recent financial
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history of the Postal Service. The FY2003 Annual Performance Plan is aligned
with the postal budget. Data from the budget is incorporated in Section VI,
Postal Revenue Sources and Expenses.

The Postal Service Transformation Plan
The Five-Year Strategic Plan, 2001–2005 pointed out that the business environ-
ment of the Postal Service has changed dramatically since the passage of the
Postal Reorganization Act in 1970, and as a result, the ability of the Postal
Service to achieve its mission is at risk in the future.

The General Accounting Office placed the current regulatory model of the
Postal Service on its “High Risk” list,8 and Congress asked the Postal Service
to develop a plan to define the requirements and options for change. 

The Postal Service published the Outline for Discussion: Concepts for Postal
Transformation on September 30, 2001, to provide the background for stake-
holder response. The purpose of this document is as follows:

� To describe the current state of the Postal Service

� To discuss the drivers for change

� To outline the future market environment

� To list the challenges facing the Postal Service

� To present possible structural changes to deal with the problems

� To review stakeholder preliminary feedback and seek additional feedback

� To raise key policy questions and propose next steps

The Postal Service Transformation Plan was submitted to Congress in April
2002. The purpose of the Postal Service Transformation Plan is as follows:

� To document the need for transformation

� To describe near-term postal strategies to address current problems

� To describe opportunities for moderate regulatory and legislative reform

� To present options for future structural changes

� To provide detailed background data to support public policy discussion of
issues such as universal service, competition, and recent developments with 
foreign postal administrations

While the Transformation Plan addressed the need for legislative and regulatory
changes, it also outlined initiatives that the Postal Service could implement
without legislative reform. The near-term initiatives will impact FY2003 pro-
grams and resources and have been incorporated into the FY2003 Annual
Performance Plan. 
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Emergency Preparedness Plan
Congress provided additional funds to the Postal Service to help pay for the
unexpected cost of improving mail security and to reduce the risk for both
employees and customers of the Postal Service as a result of the continuing
threat of bioterrorism. The Postal Service was required to provide a separate
detailed plan describing how the funds are proposed to be spent. The
Emergency Preparedness Plan was published and presented to Congress in
March 2002. The FY2003 Annual Performance Plan includes initiatives from
that plan that will affect postal activities and resources in 2003.
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III. Business Environment and 
Management Challenges 
The purpose of this section is to describe changes in the postal business envi-
ronment and how these changes affect performance planning. This section
focuses primarily on external factors that affect the ability of the Postal Service
to achieve its mission and to improve performance.

Competitive Alternatives and Technological Substitutes
Despite intense and detailed analysis, the ultimate effect and timing of techno-
logical substitutes on traditional mail volume continue to be uncertain.9 Many
external predictions still maintain that a fundamental change in business
processes and consumer behavior is inevitable. Some analysts have suggested
that the risks associated with bioterrorism, combined with recent increases in
postal prices, have been the tipping point that will shift customers from mail to
electronic services. If so, the Postal Service will require statutory flexibility to
reduce the costs of its infrastructure and perhaps to redefine elements of the
universal service requirements.

These predictions focus primarily on the market for financial transactions serv-
ices, and suggest that use of First-Class Mail is likely to decline from historical
growth rates. First-Class Mail is also at risk because of diversion to facsimile,
e-mail, and other Internet communication services. Diversion is particularly
prevalent in the business-to-business market. However, a Department of
Commerce analysis submitted to Congress suggests that both electronic and
traditional paper-based methods are essential to a fully developed economy for
the foreseeable future.10
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9 See The Posts: A Decade of Challenge, 2002 Report of the Future of Global Mail program, Institute for the Future.
10 Electronic Signatures in Global and National Commerce Act, Report to Congress, National Telecommunications

and Information Administration, U.S. Department of Commerce, June 2001

Recent Forecasts for Technological Substitutes for Mail Services
The Tower Group reports that there are 10.4 million small businesses in 2002, and
that 8 percent use the Internet to pay their bills.

Financial Insight, a leading source of information about e-transactions, predicts that
online account management will grow from 5 percent of 2 billion consumer accounts to
about 25 percent of 3 billion accounts over the next ten years. The number of bills
viewed online will rocket from 3 percent of 15 billion consumer bills annually to more than
50 percent of 19 billion over the next 10 years.

Gartner Group found that 15 million consumers paid bills online in 2001. They predict
that as a result of changed tactics, such as offering the service for free, the number of
consumers paying bills online will increase to 26 million this year, and to 46 million by
2005.

Giga Information Group forecasts that digital subscriber and cable modem access
growth rates will continue at double digit rates, and predicts that by 2005 there will be
42.5 million subscribers across the country. The improved access and speeds will
encourage customers to conduct more business online.

Source: USPS Market Research



The market for package and document delivery is now much more integrated, and
traditional growth of expedited air delivery services is slowing as a result of the
introduction of less expensive, time-definite ground based services. Growth in
postal package volume and revenue is likely to be slow, based not only on the
economy but on the initiatives of aggressive competitors, including foreign postal
administrations that are now offering alternative services in both selected U.S.
domestic markets and in key international markets. Furthermore, the National
Transportation Safety Administration has identified package and freight security as
a matter of critical national concern, and more scrutiny and controls are likely.

Management Challenge: Competition
Increased competition from integrated domestic and global delivery services
and from technological substitutes creates greater uncertainty in planning
postal volume and associated workload. Revenues from the traditional core
mail delivery businesses, even those protected by the postal monopoly, are at
risk, and it is much more difficult to generate revenues from high contribution
products to support the infrastructure and to cover the costs of increased
delivery service growth.

U.S. Economic Trends
The demand for postal services has traditionally been based on a number of
economic factors, including the overall growth rate of the U.S. economy, the
level of household income, the rate of business and household formation, the
relative cost of postage compared to other costs in the economy, and the avail-
ability of alternatives or substitutes for postal services.

Several factors combined to make the recent economic past a less accurate
basis for predicting the near future. The economic recession of 2001–2002, the
impact of September 11, 2001, on business activity, and the effect of anthrax
fears on direct mail volume in the fall quarter of 2001 acted together to reduce
revenue. 

The unpredictability of the economy can be illustrated by the changes in eco-
nomic forecasts since the submission of the President’s budget request to
Congress. The President’s budget request for FY2003 was based on forecasts
made in January 2002. At that time the Office of Management and Budget was
forecasting real gross national product (GNP) to grow at just 0.7 percent for
2002, and at 3.8 percent for 2003. Recent declines in the stock market and
consumer confidence are causing most economic forecasters to be very guard-
ed in their predictions.

Management Challenge:  Economic Uncertainty
The decrease in mail volume in FY2002 coincided with the decline in expendi-
tures on all forms of advertising, including direct mail. According to industry
data, the advertising boom in the U.S. ended in 2001, with total advertising
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spending falling 6.5 percent—the worst decline since 1938. The advertising
industry also suffered massive losses after September 11, 2001, and was just
beginning to show the early signs of recovery in the summer of 2002. The ulti-
mate pace and path of this recovery will affect the ability of the Postal Service
to grow revenues from Standard Mail Service. The economic environment
remains a source of uncertainty in postal revenue planning. 

Customer and Employee Safety, Security, and Privacy
The Postal Service employs 750,000 people and has long had a major empha-
sis on providing a safe and secure workplace.11 

The Postal Service’s operating environment has been changed as a result of
the need for increased security from the possible entry of hazardous material in
the mail. While the mail is a safe, inexpensive, and effective way to communi-
cate, the demand for improved security for the mail by the public, Congress,
and employees has changed postal operating procedures and added costs.

The Postal Service will evaluate several technologies during the next two years.
Other technologies or processes may be identified during this period which
may modify the current plan. However, many of the technologies and process-
es are unproven or undeveloped, and the nature of the threat continues to
evolve. In addition, customers and consumers are becoming more sensitive to
issues of privacy and information security related to the mail and other forms of
communication. 

Management Challenge:  Safety, Security and Privacy
The standards for safety and security are likely to change significantly in the
next year, especially as the new Transportation Security Administration devel-
ops requirements that will affect the identification and handling of packages
and other items. Similarly, the nation’s standards and regulations on information
privacy and security are also evolving, and may require adjustments to key
postal policies such as database management and directory services.

Legislative and Regulatory Change
The current statutory and legislative framework restricts the ability of the Postal
Service to manage effectively in response to these changes in the business
environment. Legislative and regulatory restrictions on the Postal Service were
described in the U.S. Postal Service Five-Year Strategic Plan, FY2001– 2005.
These constraints were further detailed in the Outline for Discussion: Concepts
for Postal Transformation in response to Congressional direction and
Government Accounting Office (GAO) analysis.12 These reports set the stage for
legislative and regulatory change outlined in the Postal Service Transformation
Plan.
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11 The Postal Service continues to follow up on the recommendations of the Commission on a Safe and Secure
Workplace, August 2000, which documented that postal employees were no more likely than those in the national
workforce to physically assault, sexually harass, or verbally abuse their coworkers, and, in fact, were less angry,
aggressive, and hostile than those in the national workforce.

12 Transformation Challenges Present Significant Risks, GAO-01-598T, General Accounting Office



Management Challenge: The Need for Transformation
The economics of the current communications market are introducing new
tradeoffs between “businesslike” financial self-sufficiency and affordability that
make it difficult for the Postal Service to still cover the costs of supporting an
ever-expanding universal service network. The Postal Service must respond by
adjusting networks and services to modern conditions and by minimizing
entrenched rules and expectations that carry with them costs and 
inefficiencies.

The continuing uncertainty in the postal business environment requires a much
more innovative, flexible, and dynamic Postal Service. Postmaster General
John E. Potter has stated: 

“Our operationally-driven culture has to find new ways, under our existing regu-
latory structure, to add value to our existing products. It also means that this
same operationally-driven culture must take on new ways of encouraging rev-
enue growth…to develop the types of breakthrough performance I am con-
vinced we can achieve, we are going to have to continue the business-like
methods of the last ten years…we are going to have to take on internal and
external issues where we previously said ‘Oh, we can’t do that.’”

Postal transformation has already begun with the implementation of the
“Breakthrough Productivity Initiatives” outlined in the USPS Five-Year Strategic
Plan, FY2001–2005.  The FY2003 Annual Performance Plan includes initiatives
from the Transformation Plan that will continue to improve postal performance
in the future. However, some long-term changes are beyond the control of
postal management. 

Management Challenge: Legislative and Regulatory Change
The Postal Service has requested legislative and regulatory changes that will
provide more flexibility in responding to the dynamic business environment.
However, the ultimate results of the legislative process over the next year are
uncertain. 

The call for increased financial transparency for all institutions in society as a
result of widespread private sector abuses suggest that the Postal Service may
be affected by changes in generally accepted accounting principles and report-
ing requirements.

The FY2003 Annual Performance Plan focuses entirely on changes that can be
made that are primarily under the control of postal management within the cur-
rent regulatory and statutory framework. The Transformation Plan outlines the
following two additional types of potential improvement initiatives:

� Those that require some relatively minor modification in the legislation or 
regulatory process.
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� Those that require more extensive changes in legislation and would take a
longer time to implement.

The following are some of the statutory or regulatory changes that appear to
offer the best opportunity to achieve national postal policy goals in increasingly
competitive markets:

Net Income and Retained Earnings:  The current requirement to breakeven
should be replaced. The production of net income and accumulated retained
earnings are necessary to finance the infrastructure and the expanding delivery
network, to decrease debt, and to fund investments in technology to support
service improvement and cost reductions, and to provide an improved measure
of financial performance.

Market Flexibility:  The Postal Service must develop products and services with
features and prices that are appropriate for a wide variety of customers in
dynamic competitive markets. Increased flexibility in the product development
and pricing process is necessary in order to provide innovation and responsive-
ness appropriate to a more competitive environment.

Purchasing:  The current traditional purchasing process places a premium on
accountability and oversight without balancing the need for flexibility, innova-
tion, and speed. In order to be more effective without sacrificing accountability
and oversight, more streamlined private sector supply chain management tools
and processes must be adopted to provide a better balance. 

Labor and Employment:  Postal employees, from management to craft, need
the incentives, tools, and processes that would support a more performance-
oriented culture. Redundant and costly processes for workers’ compensation,
equal opportunity, dispute resolution and bargaining need to be aligned with
best practices in the private sector.  

The Postal Service Financial Challenge
The General Accounting Office has focused on a number of other critical chal-
lenges facing the Postal Service’s ability to manage its finances. Many of these
challenges are the result of basic tensions in the Postal Reorganization Act and
changes in the postal business environment since the enactment of the Act.
Additionally, the special circumstances resulting from the September 11, 2001,
terrorist attacks, the anthrax service disruptions, and the U.S. economic reces-
sion make the near-term financial outlook even more uncertain.

Management Challenge: Borrowing Limitations
After reducing its total debt outstanding for several consecutive years, since
1997 the Postal Service outstanding debt has increased. Under current law, the
Postal Service may increase net outstanding debt by up to $3 billion annually.
Of that amount, a maximum of $2 billion may be used for capital investments
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and $1 billion may be used to defray operating expenses. The original total
limit, established by the Postal Reorganization Act of 1970, was $10 billion.
That limit was increased to $12.5 billion in 1991; the current limit of $15 billion
was established in 1992. 

The Postal Service can affect debt-reduction, a long-term objective, only when
cash flows from operating activities exceed capital expenditures, assuming no
reduction of cash on hand. Assuming modest economic recovery in FY2003,
and cash flows exceeding expenditures, postal management anticipates reduc-
ing outstanding debt and does not intend to request an increase in the statuto-
ry debt limit. The Postal Service must follow a rigorous plan for debt reduction
and borrow in the future only to support projects that improve operating
results.

Management Challenge: Capital Investment Restrictions
Cash flow from operations has typically been the source of capital investment
funds for the Postal Service. Over the last several years, cash flow from opera-
tions has been insufficient to fund capital investments, resulting in increases in
postal debt. One of the consequences of approaching the debt limit is a reduc-
tion in Postal Service capital investments. Therefore, the ability to fund infra-
structure requirements, such as facilities and vehicles, and to invest in equip-
ment that will allow for future productivity or service improvements will be
reduced. 

Management Challenge: Workers’ Compensation
The Postal Service, as one of the largest agencies in government and also one
of the few with a workforce engaged in production and delivery work, gener-
ates a substantial amount of the claims under the Office of Workers’
Compensation Program. Even though claims are decreasing, the rapidly
increasing cost of health care poses a challenge for labor-intensive organiza-
tions such as the Postal Service. Most recently, the Postal Service has been
focusing on ways to reduce the costs of the workers’ compensation system.

Management Challenge: Pension Liabilities
The problem of funding liabilities for pensions and related costs is a national
and government-wide problem. The Postal Service’s obligations for retirement
and annuitant health costs are a major management challenge for the Postal
Service for the foreseeable future.
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Conclusion
The Postal Service faces a number of very serious management challenges in
the years ahead. Not all of them are unique to the Postal Service, and several
cannot be addressed by postal management alone. Others are long-term
issues that will require structural change. Most of these issues are not
addressed in the FY2003 Annual Performance Plan. The plan focuses on those
issues that management and postal employees can influence in the coming
year as they provide timely, reliable services to the American people, improve
the postal workplace, and improve productivity.
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IV. FY2003 Performance Goals,
Objectives, Indicators, and Targets
The purpose of this section is to describe how the Postal Service develops bal-
anced overall performance targets based on stakeholder requirements and to
outline the FY2003 targets. Changes from the previous year are described, and
recent performance trends are provided as a basis for comparison. Finally, the
performance assessment process, which integrates nationwide objectives, oper-
ational unit or functional department goals, and individual merits, is described.

Stakeholder Outreach Programs: How Requirements
are Determined
Postal Service goals, objectives, indicators, targets, and associated measure-
ment systems and programs are developed in a process that depends upon
participation by postal stakeholders. Postal management attempts to balance
the competing demands by effectively addressing the key requirements of each
stakeholder.
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Customers
� Timely, reliable, and accurate delivery
� Products and services that meet needs
� Convenient access and ease of use
� Timely, relevant, and accurate information
� Responsive customer service 
� Effective solutions and results
� Reasonable, competitive prices

Other Stakeholders
� Citizens (Universal service)

(Consumer protection)
(Privacy, Security, Safety)

� Foreign posts (effective and efficient
inbound/outbound transfer)

� Other government agencies (use
USPS for non-mail services)

Mailing Industry
� Effective consultation and

responsive problem solving
� Ease of use and payment
� Seamless integration
� Profit opportunities

Employees
� Fair employment practices
� Competitive wages and benefits
� Safe and secure workplace
� Relevant and effective training 

and support
� Opportunity to participate 

and contribute
� Fair and effective supervision 

and management
� Open and honest communication
� Career opportunities and job security

Competitors
� “Level Playing Field”

(Fair competition)

Suppliers
� Fair and efficient

processes
� Effective consultation
� Timely, relevant, and

accurate information
� Profit opportunities

Congress and
Regulators
� Adherence to statutory

requirements
� Timely, relevant, and 

accurate information
� Effective management 

control systems
� Effective consultation 

and response

POSTAL
SERVICE

Mapping Postal Service Stakeholder Requirements



It should be noted that the process is significantly more complex than repre-
sented by the summary described above.  Each stakeholder represents a high-
level aggregation of different groups.  For example, customer requirements may
vary depending on the intensity of their use of the mail (major mailers, large
and small business mailers, and consumers) or whether customers are viewed
as senders or recipients.  Customers may be further segmented according to
the use of different postal services (e.g., First-Class Mail, Periodicals, Standard
Mail, and Package Services). Customers can also be further segmented by
geography (urban, suburban, and rural). Each of these levels of detail adds fur-
ther dimensions and complexity to customer requirements.

The Postal Service devotes a significant amount of resources to determine the
requirements of each stakeholder group, to work out reasonable compromises
among the various groups, and to assess the effectiveness of postal programs.

The methods employed include surveys; focus groups; market research stud-
ies; media analysis; customer, employee, and public meetings; working groups;
industry task forces; oversight hearings; and participation in public policy con-
ferences.  

The Postal Service Management Process: 
How Decisions Are Made
The management process currently in use was developed as a result of a
detailed assessment based on the criteria established for the Malcolm Baldrige
National Quality Award in 1998. At the strategic level, programs and policies
are reviewed by the Executive Committee and the Board of Governors. 
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Oct       Nov       Dec      Jan Feb      Mar      Apr       May     June     July     Aug    Sept

Set preliminary targets for next year Set final targets for next year

Negotiate requirements (develop budgets) for
next year with functional units

Implement and manage current year’s programs and budgets

Assess prior year’s performance: Monitor current performance and adjust programs, budgets,
and where necessary, targets

Establish

Deploy

Implement

Review

GPRA
and
related
documents

Business 
environment
assessment 
for the next
year 
(economic and 
workload fore-
casts, market
projections,
competitive
analysis, etc.)

Annual Report
for the previous
year (includes 
audited financial
statements and
other relevant
financial data)

Comprehensive
Statement on
Postal Operations
for the previous
year (includes the
Annual
Performance
Report and the
Preliminary 
Annual
Performance Plan)

Annual
Performance Plan
for next year
(aligned with
Integrated
Financial Plan)

Management Annual Planning Cycle



Postal goals, objectives, indicators, and targets are developed in an annual
planning cycle that incorporates the development of future requirements, the
implementation of current programs and budgets, and the review of recent 
performance.

In FY2001 Postal Service management paid particular attention to improving the
deploy phase, which involved detailed discussions between headquarters and field
operating units. In FY2002 management worked on improving the process of per-
formance accountability for FY2003. In addition to the overall corporate perform-
ance measures, there will be more emphasis on unit or functional measures that
contribute to achievement of organization-wide performance objectives, and
increased emphasis on specific individual contributions. 

FY2003 Performance Goals, Objectives, Indicators, and Targets
Resource scarcity and inherent conflicts among goals require organizations to
make trade-offs and to develop priorities. There is a need to limit the number of
organizational goals in order to provide clarity and focus. The following charts
represent the system-wide performance objectives, indicators, and 
targets for FY2003: 
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Voice of the Business (VOB) Goal: Provide Affordable Service

OBJECTIVE

Improve Productivity to
Control Costs, Improve
Contribution Levels, and
Grow the Business

INDICATOR

National Total Revenue

Total Factor Productivity (TFP)

FY2003 TARGET

Better or Equal to Plan

Better or Equal to Plan

Source: VOB co-owners: Chief Financial Officer/Executive Vice President, and Chief Operating Officer/Executive
Vice President,

Note: See Appendix 2 for detailed descriptions of indicators (National Total Revenue, Total Factor Productivity).

INDICATOR

Priority Mail On Time (PETE)
(Originating and Destinating Composite)
Surface Network Within 2 Days

Priority Mail On Time (PETE)
(Originating and Destinating Composite)
Air Network Within 2 Days

Express Mail On Time (PTS)
(Originating and Destinating Composite) Next Day

First-Class Mail  On Time (EXFC)
(Originating and Destinating Composite) Overnight 

First-Class Mail  On Time (EXFC)
(Originating and Destinating Composite) 2 Day 

First-Class Mail  On Time (EXFC)
(Originating and Destinating Composite) 3 Day

FY2003 TARGET

94% 
(PQ 1, 3 & 4)

86%
(PQ 3 & 4)

94%
(PQ 1, 3 & 4)

93%
(PQ 1 – 4)

87%
(PQ 1, 3 & 4)

87%
(PQ 3 & 4)

Voice of the Employee (VOE) Goal: Develop Motivated and Productive Work Force

FY2003 Performance Goals, Objectives, Indicators, and Targets
(Nationwide)

Voice of the Customer (VOC) Goal: Grow Revenue Base to Maintain Universal Service

OBJECTIVE

Service
Performance:

Timeliness and
Consistency

OBJECTIVE

Minimize Impact from
Accidents and Illnesses

Employees Committed to
USPS Success

INDICATOR

OSHA Illness/Injury Rate

VOE Survey

FY2003 TARGET

Better or Equal 
to SPLY

Better than end of
year 2002

Source: VOE co-owners: Chief Operating Officer/Executive Vice President, and Senior Vice President, 
Human Resources

Note: The Occupational Safety and Health Administration (OSHA) target will be set at the same period last year
(SPLY) nationally and for the Areas. The Areas will set targets for the performance clusters based on 
opportunities that will roll up to the SPLY target for the Area. Data for AP1,FY2002 will be revisited.

Note: See Appendix 2 for detailed descriptions of indicators (OSHA Illness/Injury Rate, VOE Survey).
Note: When final FY2002 performance results are available, specific targets will be supplied.

Source: VOC co-owners: Chief Operating Officer/Executive Vice President, and Senior Vice President/Chief
Marketing Officer

Note: Most service performance targets exclude Quarter 2, when weather disruptions are unpredictable and when
commercial airlines restrict cargo during peak travel periods.  For FY2003, Quarter 1 baseline for Priority Mail was
not available due to the implementation of the Federal Express program.  

Note: See Appendix 2 for detailed descriptions of indicators (PETE, PTS, EXFC).
Note: The Air and Surface Networks consist of those same originating and destinating pairs that defined the Air and

Surface Network for FY2002.



Changes in FY2003 Goals, Objectives, Indicators, and Targets
Compared to FY2002
Whenever possible, management has attempted to maintain year-to-year con-
sistency for goals, objectives, and indicators. However, priorities change over
time in response to changes in customer demand, the environment, and orga-
nizational capability. Changes may also be made to provide additional detail
and help drive organizational performance. 

Voice of the Customer
� In FY2002 Priority Mail service performance was reported as a composite
score; in FY2003 service performance will be reported separately by 
transportation mode (air and surface) to provide more detail. Quarter I 
service performance was added to the surface category.

� In FY2002 two- and three-day First-Class Mail service performance was 
reported as a composite score; in FY2003, two- and three-day performance will
be reported separately to provide more detail. Quarter I service performance
was added.

Voice of the Employee
� In FY2002 the Occupational Safety and Health Administration (OSHA)
Illness/Injury (I/I) target rate was a reduction of 2 percent allocated to the areas
by opportunity for improvement. In FY2003 the I/I rate is equal to or better than
the same period last year (SPLY).

� In FY2002 the Voice of the Employee Survey target was equal to or better than
the previous year. In FY2003 the target is better than the SPLY. 

Voice of the Business
� National revenue has been added as an indicator.

� The total factor productivity (TFP) is expected to equal or improve over last year
(positive productivity).

� Area and performance cluster productivity indicators have been removed from
the nationwide objectives. They will continue to be used at the local level.

Recent Performance Trends
Recent performance data are provided in the FY2001 Annual Performance
Report.13 Overall, the Postal Service has made significant progress in developing
reliable, verifiable performance measurement systems that provide valid, reliable
data.14 Performance trends on key measured objectives, such as overnight First-
Class Mail service, safety, and productivity have generally been positive.

Voice of the Customer
Overnight First-Class Mail service performance is stable and has reached
record levels. Other service categories (two- and three-day) are more depend-
ent upon purchased transportation services. Service from scheduled airlines
has been erratic, and the Postal Service has taken action to improve the relia-
bility and consistency of transportation services. The Postal Service is achiev-
ing record levels of overall customer satisfaction.

FY2003 Annual Performance Plan

September 2002 | 31

13 See Chapter 5: FY2001 Annual Performance Report, in FY2001 Comprehensive Statement on Postal
Operations

14 See Appendix 2: Performance Indicators and Measurement Systems



Voice of the Employee
The Postal Service has improved its safety performance over the last several
years. However, the indicators used have changed as the organization switched
from internal measures to meet the requirements of OSHA. The Postal Service
compares well to other industrial government agencies and to its private sector
counterparts in the delivery services sector.

The Postal Service has also made significant progress in improving the workplace
environment and communications with employees. 

Voice of the Business
Because the Postal Service is not a private sector business, many of the tradi-
tional measures of financial performance do not apply.  For example, the Postal
Service is designed to breakeven, so profit is not a relevant indicator. 

The most relevant overall indicator has been total factor productivity, and in
recent years the Postal Service has achieved record productivity performance.

Other Performance Measures 
Over the last several years, the Postal Service has used several other indicators
to measure performance. Many of these, such as Customer Satisfaction
Measurement, Employee Training Hours, and Affirmative Action, are still in use
at the functional unit and individual levels.15

National Performance Assessment
The Postal Service is revising its merit goals, indicators, and targets in FY2003
to provide focus and support better prioritization of resources. This process dif-
fers from previous years and is expected to result in more relevant unit and
individual goals aligned with organizational strategic goals, and more effective
accountability for specific results.

The Postal Service will focus initially on creating relevant scorecards for individ-
ual field operations and managers that link directly to the achievement of
strategic organizational goals.16 However, headquarters and support functions
will also be required to develop line of sight contributions to these goals, and
will be linked to the success of field operating units. 

Indicators will be based on reliable and relevant quantitative data from existing
systems. Performance will be measured in terms of results (e.g., service per-
formance and cost reduction) rather than processes or activities.

The new performance assessment system will be implemented in phases.  In
2002 operations executives were evaluated under this system. In 2003 head-
quarters and field support executives will be under the system. By 2004 the
system will be in place for all EAS employees pending consultation with the
management associations.
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V. Postal Service Strategies and
Transformation Initiatives
This section focuses on strategies and initiatives to achieve FY2003 targets.
These basic postal strategies and programs will build on the successes of the
recent past and are described in the Comprehensive Statement on Postal
Operations. Additionally, strategies and programs developed in the
Transformation Plan also begin to lay the foundation for future improvements
and more significant changes. The Postal Service has created a cross-
functional team within the Office of Strategic Planning to track the progress of
transformation initiatives and to provide status reports to the Executive
Committee. 

Voice of the Customer Goal:  Grow the Revenue Base to
Maintain Universal Service
The basic strategy for growing the core mail business is to improve the value
customers receive from the Postal Service. This includes improved service per-
formance, product enhancements, new services, more relevant pricing, and
improved customer service.

Voice of the Customer Transformation Initiatives
For the last several years management has been developing and implementing
programs that focus on improving the experience that customers have with
postal products, services, and people. Transformation initiatives extend this
approach to provide ways to interact with the Postal Service which provide
customers with more flexibility, convenience, and services that are more
responsive to their needs. Technological enhancements to postal services and
operating systems will make mail and mailing systems easier for business cus-
tomers to use and will facilitate the development of new applications. The mail-
ing industry has made extensive investments in the development of these
improvements.

Voice of the Employee Goal:  Develop a Motivated and
Productive Workforce 
The Postal Service will remain a labor-intensive organization for the foreseeable
future, and success will depend on improving the postal culture to create a
more highly skilled, motivated, and productive workforce.

The basic strategies have been and will continue to be to provide a safe, fair,
and inclusive work-place for motivated employees who have been given the
tools, training, and support to do their jobs effectively and efficiently.
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Human Capital Transformation Initiatives
The Postal Service, like many government agencies and private sector organi-
zations, is facing a major potential problem as many current experienced man-
agement, specialists, and skilled employees reach retirement age. For FY2003
the Postal Service is adding an increased emphasis on retention and recruit-
ment of quality employees in critical positions.

At the same time the Postal Service is building upon recently improved safety
performance and improved communications with postal unions to implement a
major program to address one of the major problems in labor-management
relations, i.e., contract interpretation and application.

Voice of the Business Goal:  Provide Affordable Service
The primary focus of existing postal operations is to provide reliable, timely,
and accurate delivery as efficiently as possible while maintaining universal 
service.

The basic strategy for the last several years has been to create and sustain
breakthrough productivity improvements in postal operations while reducing
administrative and overhead costs. Transformation programs, some already
under way, are designed to improve service performance and productivity. 

Operations Transformation Initiatives
The strategy is to extend breakthrough productivity improvements from
automation and management information systems beyond letter mail process-
ing to other categories of mail and to other operations. The Postal Service is
also developing initiatives that will build upon current programs to create an
information-rich mailstream that, combined with industry-created intelligent
documents, uses modern technology to substantially increase the effectiveness
and value of mail and the mailing system.17

At the same time the Postal Service must examine its infrastructure needs,
adjust to current realities and projected requirements, and reduce unnecessary
costs. An extensive modeling and in-depth analysis of the operating network is
being undertaken as a key step for the future.

Support Services Transformation Initiatives
The Postal Service is developing a wide variety of technology-enabled solu-
tions for problems related to data availability, cost reduction, security and pri-
vacy, and supply chain management. The careful application of technology in a
shared services environment will help reduce administrative overhead and
improve the effectiveness of key support processes.  
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VI. Postal Service Revenue Sources and
Expenses 
This section describes the sources of revenue that enable the Postal Service to
fund its operations and how these resources are allocated to major program
expenses. These programs are focused on supporting the universal service
infrastructure and providing service to meet the needs of the American people
for timely, reliable delivery.

Revenue
The Postal Service is funded from revenue derived from the sale of services to
customers. The major source of increased revenue provided for by the Postal
Reorganization Act (PRA) of 1970 is a rate increase.

Rate increases historically take at least a year from the time the request is filed
with the Postal Rate Commission. However, the change that occurred on June 30,
2002, came through an unprecedented settlement between the Postal Service and
the mailing industry that allowed the Postal Rate Commission to expedite the
case. The settlement agreement provided for an overall increase in postage of 7.7
percent. 

Even with the increase in rates, including approximately $1 billion from early
implementation, the Postal Service expects to complete the current year with a
net loss of $1.3 billion. Through aggressive cost reduction and productivity
improvement efforts, the Postal Service expects to maintain the new rates until at
least calendar year 2004.
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REVENUE SOURCE

First-Class Mail

Priority Mail

Express Mail

Periodicals Mail

Standard Mail

Package Services

International

Special Services

Other

TOTAL

FY2003 REVENUE PROJECTIONS, BY SOURCE* 
FY2001 ACTUAL

($ billion)
FY2002 ESTIMATED

($ billion)
FY2003 PROJECTED

($ billion)

*Numbers may not add due to rounding.
Source: Postal Service Finance Department

35.9

4.9

1.0

2.2

15.7

2.0

1.7

2.3

0.1

65.8

36.3

4.8

0.9

2.2

15.9

2.1

1.6

2.6

0.1

66.4

38.2

4.9

0.9

2.3

17.4

2.1

1.5

2.8

0.1

70.3



Another major source of increased revenue is mail volume growth. Mail volume
growth is highly related to the growth of the U.S. economy and is influenced by
the actions of the Postal Service and its competitors.

First-Class Mail 
First-Class Mail volume is not expected to grow during the next year, but rev-
enue will increase as a result of the impact of the rate increases that went into
effect on June 30, 2002. The ongoing diversion of First-Class Mail to techno-
logical substitutes, including electronic bill presentment and payment, e-mail,
and facsimile may amount to 4 billion fewer mailpieces in FY2003. Also, in the
Financial Services segment, consumers appear to be reaching saturation levels
with declining responses to credit card offers and mounting consumer debt. 

Priority Mail, Express Mail, and Parcel Post®

The mail order market is not likely to grow significantly during the next year,
and competition from alternative package delivery firms will be intense. Priority
Mail service still provides a good value for low volume customers in the light
weight category, but increases in postal package volume are expected to be
small.

Publications
The market for periodicals has been gradually declining for several years, and
the trend of declining subscriptions is expected to continue during the next
year. The industry is searching for a marketing strategy to replace the sweep-
stakes program of years past in order to improve subscription rates. There con-
tinues to be significant product development work which involves testing new
formats with new audiences. No breakthroughs are expected this year. It does
appear that advertising pages are beginning to increase, indicating that publi-
cation weights may increase and generate additional postal revenue.

Standard Mail
The advertising industry has been affected by dramatic reductions in the
expenditures by advertisers over the last two years. Direct mail volume should
increase next year. The continued application of new technologies that support
one-to-one marketing strategies is expected to help Standard Mail service to
hold onto its overall market position as an attractive and effective advertising
medium. 

International Mail
The international market is extremely competitive, with intense direct 
competition from global air express firms, deregulated transnational postal
administrations, and technological substitutes. Continued uncertainty 
regarding terrorism, intractable disputes in Kashmir and the Middle East, and

FY2003 Annual Performance Plan

36 | September 2002



severe economic distress in Argentina and other South American countries are
affecting trade adversely. In this climate of uncertainty, many major internation-
al U.S. trade partners are not experiencing robust growth, and that will also
limit the growth of international mail. The weakening U.S. dollar will stimulate
demand for goods made in the United States and this in turn should spark a
certain amount of growth for international mail. However, there is normally a
significant lag time before the effects of a currency fluctuation are seen in trade
volumes. 

Special Services
Several key special services grow as the core businesses of First-Class Mail
and Package Services grow. Neither of those businesses is expected to
increase significantly, reducing the opportunity to grow revenue from this
source. Other special services, such as money orders and post office boxes,
face competition in most local markets. The development of new services,
such as the CONFIRM® service, may offer opportunities for new growth. 

Expenses
The Postal Service remains a labor-intensive organization, and most of its costs
are due to employee salaries and benefits. Arbitration awards and settlements
with the major postal unions were reached in FY2002.
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COST CATEGORY

Personnel

� Compensation

� Benefits

Non-Personnel

� Transportation

� Supplies and Services

� Building Occupancy

� Depreciation / Write-Offs

Interest Expense

� Deferred Retirement

� Borrowing

Other

TOTAL

FY2003 EXPENSE PROJECTIONS as of 9/5/02
FY2001 ACTUAL
($ billion)

FY2002 ESTIMATED
($ billion)

FY2003 PROJECTED
($ billion)

Source: FY2003 Integrated Financial Plan, USPS Finance

51.4

38.0

13.4

12.2

5.1

3.3

1.6

2.2

1.9

1.6

0.3

2.0

67.5

51.5

36.9

14.6

11.6

5.2

2.5

1.6

2.3

2.0

1.6

0.4

2.6

67.7

53.0

37.9

15.1

11.8

5.2

2.5

1.6

2.5

2.0

1.6

0.4

3.0

69.8



Personnel (Compensation and Benefits)
Negotiations with postal unions over the past two years have covered a full
range of topics involving wages, benefits, and conditions of employment.
Employees represented by the largest four postal unions constitute over 90
percent of total bargaining unit employees. The results of these negotiations
and settlements will influence the growth of postal expenses in FY2003.

The largest of postal unions is the American Postal Workers Union, AFL-CIO,
and it has a three-year collective bargaining agreement. It covers 330,000
employees and is effective through November 20, 2003. The terms of the
agreement were determined pursuant to a December 18, 2001 award issued by
an interest arbitration panel. These terms provided for three general wage
increases of 1.2 percent, effective November 18, 2000; 1.8 percent, effective
November 17, 2001; and 1.4 percent, effective November 16, 2002. The award
continued the cost-of-living adjustment (COLA) formula except that in lieu of
COLA payments for the first year of the agreement, eligible career employees
were to receive a one-time lump sum cash payment. In addition, selective one-
pay level upgrades were also provided.

With respect to the National Rural Letter Carriers’ Association (NRLCA), an
interest arbitration award was issued on February 3, 2002, covering approxi-
mately 118,000 employees. It provides general wage increases of 1.2 percent,
effective November 18, 2000; 1.8 percent, effective November 17, 2001; 1.4
percent, effective November 16, 2002; and 1.2 percent, effective November 15,
2003. If the parties reach a settlement on economic issues, the collective bar-
gaining agreement may be extended for a fifth year. In addition to general wage
increases, the award provided for continuation of the current COLA payments
except that in lieu of COLA payments for the first year of the agreement, eligi-
ble career employees will receive a one-time lump sum cash payment.  Also
awarded were two pay adjustments which were funded by major productivity
changes in rural carrier standards, including revisions to flat and letter mail cas-
ing rates as well as changes to the standards for the strapping out of mail and
the definition of letter size mail.

Shortly after the issuance of the February 3, 2002, interest arbitration award
involving the NRLCA, the Postal Service and the National Postal Mail Handlers
Union (NPMHU), AFL-CIO which represents approximately 60,000 mail han-
dlers reached a four-year agreement covering the period from November 21,
2000, through November 20, 2004. The agreement provides general wage
increases of 1.3 percent, effective November 18, 2000; 1.9 percent, effective
November 17, 2001; 1.5 percent, effective November 16, 2002; and 1.3 per-
cent, effective November 15, 2003. The current COLA formula and payments
were continued; however in lieu of any COLA payments during the first year of
the agreement eligible employees will receive a one-time lump sum cash pay-
ment.
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Negotiations with the National Association of Letter Carriers (NALC), AFL-CIO
concluded with the parties reaching agreement on the terms of a five-year
agreement covering the period from November 21, 2001, through November
20, 2006. This agreement covers approximately 236,000 employees and pro-
vides general wage increases of 1.8 percent, effective November 17, 2001; 1.5
percent, effective November 16, 2002; 1.2 percent, effective November 15,
2003; 1.3 percent, effective November 27, 2004; and 1.3 percent, effective
November 26, 2005. The current COLA formula and payments were continued
except that in lieu of any COLA payments during the first year of the agreement
eligible employees will receive a one-time lump sum cash payment. The parties
also negotiated a streamlined dispute resolution process that replaces the cur-
rent grievance arbitration procedure. The new procedure will be more respon-
sive to addressing employee and employer concerns and should improve the
overall labor climate.

The agreements with the NPMHU and the NALC were ratified by significant
majorities of the memberships of the respective unions.

Transportation
In FY2002 the Postal Service incurred unexpected transportation costs as a
result of disruptions in the nation’s transportation system following September
11, 2001, and subsequent airline safety requirements affecting package ship-
ments. The Postal Service had to seek emergency transportation replacements
for a significant portion of the mailstream. For FY2003 the Postal Service faces
uncertainty in long-term fuel prices and may also be affected by disruptions in
Amtrak service, but should be able to hold any increases in transportation
costs to a minimum.

Supplies and Services
During FY2001 more than $87 million in cost reductions resulted from improve-
ments in supply chain management initiatives. The target for FY2002 was $200
million. For FY2003 the Postal Service will seek further reductions.

Building Occupancy
Universal service generates a constant demand for new facilities in new com-
munities across the nation. As noted elsewhere, U.S. household and business
formation generates about 1.7 million new deliveries a year, or the equivalent of
3,400 new carrier routes.

At an average of 45 routes per facility, the equivalent of 80 new facilities is
required at an average cost of $5 million each. The resulting annual capital
requirement needed to support growth in the network is approximately $400
million annually. This is in addition to the cost of maintaining or replacing more
than 38,000 existing facilities. This is a significant fixed cost that does not
increase or decrease when volume or revenue changes.

FY2003 Annual Performance Plan

September 2002 | 39



For FY2003 the Postal Service will ensure that the disposition, by sale or lease,
of excess or underutilized real estate assets is improved, and that funds
derived from such actions are effectively redeployed to meet operational needs.

Interest Expense
The Postal Service’s annual interest expense on its borrowed funds is deter-
mined by the interaction of a number of variables, including day-to-day cash
flows, changes in interest rates, and debt management strategies. The Postal
Service has been very successful in effectively managing its interest expense,
employing a mixture of short-term and long-term debt, as well as fixed-rate
and floating-rate debt, to lower its interest expense and risk over time. 

Capital Investment 
One of the key cost categories is the investment in plant, equipment, and infor-
mation technology designed to improve service and reduce cost in the future.
Due to the limited availability of funds in FY2002, the capital investment pro-
gram was limited, and this situation will extend into FY2003.

However, funds will be made available for projects targeting safety issues for
customers and employees, as well as for those capital programs with potential
for significant savings or return on investment. 
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VII. Conclusion
As required by the Government Performance and Results Act (GPRA) of 1993,
the FY2003 Annual Performance Plan is primarily designed as an external doc-
ument for Congressional reference and oversight. However, other stakeholders
will find it useful as a guide to postal performance goals, objectives, indicators,
and short-term targets. They will also find information on sources of Postal
Service revenue and expense, and the strategies and initiatives that will be
implemented to achieve these targets.

The document is intended to provide an integrated overview of major pro-
grams, and as such may also be useful to internal stakeholders who might oth-
erwise not be aware of what other functions are doing and the interdependen-
cies among them. However, it is not intended to serve as a comprehensive and
detailed review of all postal programs.18

The FY2003 Annual Performance Plan must be considered as part of a series
of reports intended to describe postal issues and programs, including the
Annual Report and the Comprehensive Statement on Postal Operations, which
includes the Annual Performance Report. The Semi-Annual Report of the Office
of the Inspector General is also a useful reference, as are reports from the
General Accounting Office. In 2002, the Postal Service also published three
special studies that provide considerable information:  the Outline for
Discussion: Concepts for Postal Transformation, the Emergency Preparedness
Plan, and the Transformation Plan.

The annual performance plan establishes specific performance goals, measure-
ment systems and targets, and provides explanations for changes. It describes
how the goals will be achieved, and provides a basis for comparing actual per-
formance with targets. The means for verification and validation of performance
measures are also described.

The annual performance plan is part of a disciplined management process to
make incremental improvements in Postal Service performance and to make
adjustments to ensure future performance improvement. The Postal Service will
continue to explore improved ways of defining performance goals and measur-
ing performance. 
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Appendix 1: Postal Service Organization
Chart
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Appendix 2: Performance Indicators and
Measurement Systems
This appendix describes the indicators and measurement systems that the Postal
Service uses to track performance. The indicators are supported by a variety of
measurement systems that have been developed to provide timely, accurate, rel-
evant, and reliable data.

External First-Class Mail Measurement System
First-Class Mail service performance is measured externally by an independent
firm under contract to the Postal Service’s Office of the Consumer Advocate.
The External First-Class (EXFC) Mail measurement system measures First-
Class Mail performance from the time mail enters the mailstream until it is
delivered to a household, small business, or post office box. The EXFC meas-
urement system continuously tests a panel of 463 ZIP Code areas selected on
the basis of geographic and volume density from which 90 percent of First-
Class Mail volume originates and to which 80 percent destinates. EXFC is not a
systemwide measurement of all First-Class Mail performance. EXFC measures
service performance from a customer perspective (matches typical customer
experience) and produces accurate, independent, externally generated results.

The official results are presented to the Postal Service ten days after the end of
each postal quarter. The USPS’s Office of the Consumer Advocate monitors
interim results and program information on a daily basis. The contractor con-
ducts special analyses to verify that the information is accurate and fairly repre-
sents the actual service provided by our employees to postal customers.
Detailed analysis is available online in the Executive Information System (EIS).

Priority Mail End-to-End (PETE) Measurement System
Priority Mail service is measured externally by an independent firm under con-
tract to the Postal Service’s Office of the Consumer Advocate. Modeled closely
after the EXFC, the Priority Mail End-to-End (PETE) measurement system is an
end-to-end service performance measurement system that measures Priority
Mail service performance from the time the mail enters the mailstream until it is
delivered to a household, small business, or post office box. The PETE system
measures service performance from a customer perspective (matches typical
customer experience) and produces accurate, independent, externally generat-
ed results.

The PETE system is designed to provide quarterly estimates of destinating
Priority Mail service performance for the 85 postal performance clusters,
encompassing 302 three-digit ZIP Codes, from their overnight and two-day
service areas. These networks represent about 70 percent of the destinating
identified Priority Mail volume.
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The official quarterly results are presented to the Postal Service ten days after
the end of each postal quarter. The Office of the Consumer Advocate monitors
interim results and program information on a daily basis. The contractor con-
ducts special analyses to verify that the information is accurate and fairly repre-
sents the actual service provided by our employees to postal customers.
Detailed analysis is available online in the EIS.

Express Mail Product Tracking System 
The Postal Service implemented the Product Tracking System (PTS) to provide
information-based services and enhancements that make traditional postal
products more valuable. Internal users and customers can obtain information
about mailpieces from acceptance to delivery. These capabilities have been
used to develop internal service measurements for Express Mail services and
other mail categories. Suites of diagnostic reports have been developed to
highlight areas where greater management attention is required to improve
service performance. Information is provided to customers through a variety of
channels, including telephone and Web-based systems.

OSHA Injury and Illness Rate
Since the passage of the Postal Employees’ Safety Enhancement Act (PESEA)
in 1998, the Postal Service has been changing its safety and health programs.
The Postal Service began to measure not only accidents and injuries, but also
the safety program itself, using the Occupational Safety and Health
Administration (OSHA) recommendation for program evaluations contained in
their proposed program standard. The Injury and Illness rate is calculated using
a formula provided by OSHA:  “Total number of injuries and illnesses divided by
the number of hours worked by all employees multiplied by 200,000 hours. The
200,000 hours represents the number of hours 100 employees working 40
hours per week would work, and provides the standard base for calculating
incidence rates.”  The Postal Service uses OSHA’s record keeping forms and
complies with OSHA reporting requirements.

Voice of the Employee Survey
The Voice of the Employee survey is conducted and analyzed by an independ-
ent firm under contract to the Postal Service. The survey is administered to
one-fourth of all career postal employees every quarter, so that every employee
is surveyed once a year. An index score is developed from key survey ques-
tions. Data is available at the national, area, and performance cluster level on a
quarterly basis.  Analysis can be conducted online using the EIS.

Total Factor Productivity 
The Total Factor Productivity (TFP) indicator is a measure of efficiency based
on measuring changes in the relationship between resources used (input) com-
pared to changes in workload (output). Workload is adjusted by the work con-
tent and volume of different mail categories and changes in the number of pos-
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sible postal deliveries are incorporated. Input is also adjusted to account for
the different categories and costs of labor. This productivity calculation ignores
changes in postal rates and resource prices (external factors). 

Reports and accompanying analysis are provided to the Postal Service by an
independent outside contractor.

National Revenue
Postal operating revenue is derived primarily from the sale of domestic and
international mail services, supplemented by special service fees, money order
sales, rents from post office boxes, and the sale of stamped envelopes and
cards, mail-related supplies, merchandise, and philatelic items. 

Financial data is collected by audited postal accounting systems that generate
a number of reports such as the Revenue, Piece, and Weight Report.
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Appendix 3: Data Verification and
Systems Validation
This section describes some of the processes used to verify and validate postal
management processes and control systems and the data used to track 
performance. 

Board of Governors
The President of the United States appoints nine Governors to provide direc-
tion to postal management and approve postal policies. The Governors select
the Postmaster General. The Governors and the Postmaster General select the
Deputy Postmaster General. The nine presidentially appointed Governors, plus
the Postmaster General and the Deputy Postmaster General, comprise the
Board of Governors. The Board of Governors receives regular reports from
management and other independent sources and meets monthly to evaluate
the performance of the Postal Service and management. 

General Accounting Office
The investigative arm of Congress has given a considerable amount of atten-
tion to the Postal Service in the last year, with an emphasis on postal finances.
The General Accounting Office (GAO) has been calling attention to some of the
key policy issues facing the Postal Service and has been an advocate for
changing the legislative and regulatory framework.

Office of the Inspector General
Congress created the Office of the Inspector General (OIG) to serve as an inde-
pendent organization to investigate and evaluate Postal Service processes,
programs, operations, and management controls. Because management may
not agree with every OIG finding or recommendation, the OIG and the Postal
Service have developed a Report Response and Resolution Process to resolve
differences of opinion. Disagreements are elevated through successively higher
levels of management in an attempt to reach resolution. If agreement is not
reached, the Inspector General may elect to submit the disagreement to the
Board of Governors for final resolution. The OIG issues a separate performance
report to Congress on a semiannual basis.

The Postal Service has established a dedicated unit that is responsible for
coordinating the interaction between postal management, the OIG, and the
GAO. The unit has developed an automated information system to track
progress in implementing corrective actions for each agreed-to recommenda-
tion. The unit prepares status reports for senior management, and in order to
close out a recommendation or finding, the management official to whom the
recommendation was addressed is required to submit documentation to
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demonstrate that the corrective action has been implemented. The OIG is sup-
ported by funds provided by the Postal Service.

Postal Rate Commission
The Postal Rate Commission is an independent establishment of the executive
branch of the federal government, created by the Postal Reorganization Act of
1970 for the primary purpose of reviewing postal rate requests and mail classi-
fication changes. The President of the United States appoints the five commis-
sioners and designates the chairman. No more than three may be members of
the same political party. Members are confirmed by the U.S. Senate, and serve
staggered six-year terms. The Commission manages the extensive rate review
process, including public hearings, and issues recommended decisions to the
Postal Service Board of Governors. The Commission also acts on appeals of
post office closings and complaints concerning postal rates, regulations, fees,
mail classifications, or services. The Commission and staff are located in
Washington, D.C., and are supported by funds from the U.S. Postal Service.

The Commission reviews postal rate and mail classification issues which are
also subject to public hearings. Through these proceedings, the Postal Service
has provided extensive data for intensive public review on a variety of issues.
Postal witnesses may be cross-examined on the data by interested parties,
including mailers and competitors. 

Audited Financial Statements
The financial statements of the Postal Service are audited independently each
year by the Board of Governors’ independent certified public accountants. The
audits are conducted in accordance with standards generally accepted in the
United States and the standards contained in Government Auditing Standards,
issued by the Comptroller General of the United States. Those standards
require that the auditor plan and perform the audits to obtain reasonable assur-
ance about whether the financial statements are free of material misstatement.
An audit includes examining, on a test basis, evidence supporting the amounts
and disclosures in the financial statements. An audit also includes assessing
the accounting principles used and significant estimates made by manage-
ment, as well as evaluating the overall financial statement presentation.

In the opinion of the Board of Governors’ independent certified public account-
ants, management’s financial statements have, over the years presented fairly,
in all material respects, the financial position of the United States Postal
Service, and the results of its operations and its cash flows, in conformity with
accounting principles generally accepted in the United States. The Postal
Service is in compliance with relevant laws, regulations, and contracts.19
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Appendix 4: Postal Service Management
Structure

Introduction
This appendix provides stakeholders who are not already familiar with the man-
agement structure of the Postal Service with an understanding of the basic
responsibilities and relationships of the major decision makers and influencers
in the development of the Postal Service policy.

The U.S. Postal Service is an independent establishment of the executive
branch of the federal government, which functions pursuant to the Constitution
and laws of the United States. Until 1970 it was a cabinet department of the
executive branch. The Postal Reorganization Act of 1970 changed that status
and set up the current statutory framework. The Postal Service is expected to
be “self-sufficient,” earning revenue to support its universal service mission
from the sale of postal services to customers. 

Board of Governors
The Postal Service Board of Governors is composed of eleven individuals, nine
of whom are appointed by the President of the United States, with the advice
and consent of the U.S. Senate. No more than five of the governors may be of
any one political party, and the governors serve staggered terms of nine years.
In turn, the governors select the Postmaster General, who also serves on the
Board of Governors. The ten-member group then selects the Deputy
Postmaster General, who also serves on the Board.

The Board of Governors is comparable to the Board of Directors of a publicly
held corporation. The Board directs and controls the expenditures of the Postal
Service, approves major capital projects, approves the number of officers of
the Postal Service and their compensation, joins in the long-term planning, and
reviews the policies and performance of the Postal Service. One of the major
responsibilities of the nine Governors appointed by the President is to review
and approve recommended decisions of the Postal Rate Commission. The
Board meets monthly, and is supported by a small secretariat located at Postal
Service Headquarters in Washington, D.C.

Executive Committee
The Executive Committee is the senior management decision-making commit-
tee of the Postal Service, currently including the following eight officers: the
Postmaster General, Deputy Postmaster General, Vice President and General
Counsel, Senior Vice President for Human Resources, Chief Financial Officer
and Executive Vice President, Senior Vice President for Government Relations
and Public Policy, Chief Marketing Officer and Senior Vice President, and Chief
Operating Officer and Executive Vice President.

This group is responsible for setting long-term policies, approving major pro-
grams, and reviewing performance.

FY2003 Annual Performance Plan

September 2002 | 51



Establish and Deploy Committees
The Postal Service has developed a management planning process built
around the principles of the Malcolm Baldrige National Quality program. The
Establish Committee, chaired on a rotating basis by a member of the Executive
Committee, reviews the previous year’s performance and the changes in the
business environment, and establishes the targets for next year. The
Committee includes senior management owners for each of the Voices:  the
Voice of the Customer is owned by the Chief Marketing Officer, the Voice of the
Employee is owned by the Senior Vice President for Human Resources, and
the Voice of the Business is owned by the Executive Vice President and the
Chief Financial Officer. Each voice owner is expected to provide data to justify
changes in goals, measures, and targets.

During the Deploy process, recommended goals, measures, and targets are
reviewed and discussed with those operating units that will have to implement
them. This is an iterative process that usually results in changes, based on
organizational capacities and available resources. The Committee is co-chaired
by a headquarters officer and an Area Vice President.

The goals, measures, and targets agreed upon are then implemented and per-
formance is reviewed throughout the year by the Executive Committee. During
the year functional concerns are addressed in separate meetings and in quar-
terly Business Review Committee meetings. 

Capital Investment Committee
The Capital Investment Committee (CIC) establishes Postal Service investment
direction and procedures, ensures compliance with Decision Analysis Report
(DAR) procedures, establishes resource allocation priorities, and approves and
monitors key programs. The CIC is chaired by the Chief Financial Officer.
Voting members are the Deputy Postmaster General, the General Counsel, the
Chief Marketing Officer, the Chief Operating Officer, the Senior Vice President
for Human Resources, and the Chief Technology Officer. Non-voting members
are the Vice Presidents for Engineering, Finance/Controller, Supply
Management, and Facilities.

The CIC meets at least monthly. Its specific responsibilities are (1) develop and
recommend to the Postmaster General a capital investment strategy, (2) recom-
mend to the Postmaster General a Five-Year Capital Investment Plan for pres-
entation to, and approval by, the Board of Governors, (3) review and approve
all major investment plans, programs, and projects over $7.5 million, and (4)
establish criteria and requirements for capital investments, including their
approval, implementation, control, and review.
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Headquarters Functional Departments
Headquarters functional departments focus on the development and improvement
of plans, policies, and programs that are designed to accomplish the mission and
achieve the goals and targets of the Postal Service. There are currently 29 func-
tional departments.

Operational Units

Area Offices
Eight area offices, each led by an Area Vice President and one Major Metro
Operation led by a Manager, Metro Operations, provide direction and adminis-
trative support for the subordinate districts, mail processing centers, and post
offices within their geographic areas. Area Vice Presidents represent the opera-
tional units under their jurisdiction to headquarters, allocate resources and set
local targets, and are responsible for the aggregate performance of units in
their area.

Performance Clusters
Within the eight area offices and one Major Metro Operation there are a total of
85 performance clusters (PCs), each composed of a district office responsible
for customer service, retail and delivery operations, and the mail processing
facilities that handle the mail for their assigned geographic areas. The PCs are
led by a District Manager. District Managers are responsible for achieving the
service, budget, and human resource targets for their geographic area.

Postal Distribution Facilities
There are about 250 major postal distribution facilities and 21 bulk mail centers.
These facilities range in size, but each typically handles at least 500,000 pieces
daily and employs hundreds of postal workers. They are the transfer points for
mail originating from and destinating to local post offices. Distribution centers
often include other off-site facilities, such as annexes and air mail facilities.
Plant Managers are responsible for achieving the service, budget, and human
resource performance targets within their plants, and have the greatest control
over mail processing performance metrics.

Post Offices, Stations, and Branches
Post Offices are the frontline units of the Postal Service, providing retail access,
collection, and delivery services for the geographical areas they serve. There
are over 38,000 retail units, ranging from very large city post offices with multi-
ple stations and branches and hundreds of letter carriers to very small part-
time offices with no delivery services. Postmasters are responsible for service,
budget, and human resource targets and have the greatest control over retail
and delivery services.
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Other
In addition to the line management organizations highlighted here, there are
numerous other support offices such as the National Technical Training Center
in Norman, Oklahoma; the William F. Bolger Leadership Academy in Potomac,
Maryland; mail equipment centers; and data processing centers which perform
essential functions for the Postal Service. These are typically considered field
support units managed by headquarters.

Postal Career Executives
Most of the leadership and senior staff specialist positions below the officer
level in the Headquarters functional departments, area and district offices, and
at the larger processing centers and post offices are held by members of the
Postal Career Executive Service (PCES), similar to the Senior Executive Service
(SES) in the federal government. There are currently about 800 PCES members,
including officers.

Postal Inspection Service
The Postal Inspection Service is one of the unique contributions of the Postal
Service to the public. Approximately 4,000 postal inspectors, evidence techni-
cians, support staff, and uniformed postal police ensure the safety of postal
employees, the postal system, and the public. The Inspection Service investi-
gates and enforces over 200 laws covering crimes that may adversely affect
the mail, and provides considerable protection against identity theft and con-
sumer fraud. The Chief Postal Inspector is the head of the Postal Inspection
Service and reports directly to the Postmaster General.
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Appendix 5: Safety, Security, and Privacy
While there had been a government-wide emphasis on safety, security, and pri-
vacy issues which predates September 11, 2001, a particular urgency has
developed since then. Agencies have been directed to specifically focus on
these issues as part of the performance planning process.

Postal Service Response
The issue of mail safety was addressed in the Postal Service’s Emergency
Preparedness Plan. In addition to the efforts to improve the safety of postal
operations, the Postal Inspection Service has been working with industry to
develop a voluntary program for commercial mailers to strengthen the safety of
their mail operations. The Trusted Mail Provider (TRUMP) initiative is based on
a voluntary review of mailer operations in the following five general areas:  (1)
overall facility, (2) transportation, (3) personnel, (4) internal measures, and (5)
mailpiece identification. Compliance with guidelines provided by the Inspection
Service will address virtually all of the concerns raised by the Transportation
Security Administration for mail from these sources.

Government agencies are expected to protect the privacy of citizens and the
security of their information.20 One of the core strengths of the U.S. Postal
Service is the tradition of protecting personal information entrusted to it by its
customers. The Postal Service has established a Privacy Officer and a
Corporate Information Security Office to ensure that the Postal Service com-
plies with federal requirements, as well as commercial best practices. These
offices have established cross-functional teams to develop appropriate and
effective policies and processes.

The Privacy Office seeks to ensure that the Postal Service stays at the forefront
of developing technologies, customer expectations, and best practices of both
the private and public sector. For 2003 the Privacy Office goals include addi-
tional efforts around the following:  (1) policy development, (2) process design,
(3) compliance support, (4) internal and external communication, (5) employee
training requirements, and (6) customer education. 

The privacy policy is posted on the postal Web site at www.usps.com. The pol-
icy meets both government standards set by Office of Management and
Budget (OMB), and recommendations for commercial sites set by the Federal
Trade Commission. It also includes a letter from the Postmaster General reaf-
firming the Postal Service’s commitment to privacy and explaining the new
Web tools used on the site. The privacy policy:

� Provides notice of collection policies and practices concerning customer data;

� Offers customers opt-in choice before data is shared; and

� Limits and explains types of automated tracking devices and other Web tools
that are used. 

FY2003 Annual Performance Plan

September 2002 | 55

20 A GAO report, U.S. Postal Service: Update on E-Commerce Activities and Privacy Protections, GAO 02-79,
December 21, 2001, stated “the Postal Service has established a focused and aggressive privacy program that
exceeds those required by federal law…”



As more fully described in the Postal Service’s Transformation Plan, the 
information security strategy aims to protect data entrusted to the Postal
Service by contractors, business partners, and customers. The strategy is
designed to (1) ensure the ability of core information processes to continue to
support the business infrastructure of the Postal Service, even under adverse
conditions or threats of disruption, and (2) leverage the vast investments the
Postal Service has made in its technologies and information systems to create
new value for customers and the public.

Recently updated information security policies that reflect current technology,
business needs, current industry practices, and federal mandates have also
been published and are available on the Postal Service’s Intranet site. The
information security strategy includes initiatives to educate and train employees
and other stakeholders in security practices.

The Postal Service has instituted several processes for privacy and security,
including the following:  (1) a privacy/security assessment tool for new business
activities, which ensures privacy compliance, designates system sensitivity and
criticality, and develops an appropriate security plan, (2) ongoing reviews of
www.usps.com for authorized automated tracking devices and other tools, and
(3) insertion of a comprehensive privacy clause in appropriate contracts.

These policies and programs place the Postal Service on the leading edge of
commercial and government organizations in safeguarding the privacy of our
customers and in protecting our data systems.
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Appendix 6: Postal Service Information
References
The U.S. Postal Service has made a significant effort to make timely, relevant, and
accurate information available on the Internet to stakeholders. Those interested in
accessing this data should start at the Postal Service’s Web site at
www.usps.com, an award winning site. The page has a number of direct links to
the following: (1) current news about the Postal Service, (2) planning documents,
(3) financial information, (4) policies and procedures, (5) information for consumers,
and (6) information for businesses. The site has a Spanish language option and
also provides access for the visually impaired (Section 508 compliant). The site
has links to various online postal tools and provides the ability to purchase stamps
and other postal products. It includes a Frequently Asked Questions (FAQ) section
and offers a way to contact the Postal Service online.

For those interested in using the Postal Service’s online portal, the site map on the
home page provides a comprehensive overview of the information and features.
The table below focuses on relevant Government Performance and Results Act
documents, postal policies, and information related to postal financial and opera-
tional performance.
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CATEGORY

Postal News 
and Policy
Announcements

GPRA
Documents

Financial 
Reports

Public Reports

Rules and 
Regulations

Operations 
Information

REFERENCE

USPS Press Releases

Postal Bulletin

Memo to Mailers

Mailers Companion

USPS Five-Year Strategic Plan, FY2001-2005

Comprehensive Statement on Postal
Operations, 2001 (includes Annual
Performance Report)

Annual Performance Plan, 2003

Revenue, Piece and Weight Reports (RPW)

Accounting Period Financial Reports

Annual Financial Report, FY2001

Rate Case Information

Mailing Industry Task Force

Mailers Technical Advisory Committee

Household Diary Study

USPS Notices to Federal Register

Postal Explorer

Domestic Mail Manual

International Mail Manual

Customer Support Rulings

Rapid Information Bulletin Board System 

Business Mail Acceptance

Bulk Mail Centers

LOCATION

http://www.usps.com/news/2002/press

http://www.usps.com/cpim/ftp/bulletin/pb.htm

http://www.usps.com/memotomailers/

http://www.usps.com/mailerscompanion/

http://www.usps.com/strategicdirection/strategicplans.htm

http://www.usps.com/common/category/comp_statement.htm

http://www.usps.com/strategicdirection/

http://www.usps.com/financials/rpw

http://www.usps.com/financials/

http://www.usps.com/financials/

http://www.usps.com/ratecase/

http://www.usps.com/strategicdirection/mitfmin.htm

http://ribbs.usps.gov/mtac.htm

http://www.usps.com/householddiary/

http://ribbs.usps.gov/fedreg.html

http://pe.usps.gov

http://pe.usps.gov

http://pe.usps.gov

http://ribbs.usps.gov/csrule.html

http://ribbs.usps.gov

http://www.pilot.uspspostalone.com/nonsecure/bma/

http://www.usps.com/bulkmailcenters/
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