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Why GAO Did This Study

USPS manages a vast “last mile”
delivery network of mail carriers and
delivery vehicles that move mail from a
delivery unit (such as a post office) to its
destination. This network is critical to
help USPS accomplish its mission of
providing postal services throughout the
country. However, USPS faces major
financial challenges because costs are
growing faster than revenues. Given the
ubiquity of this network, some have
suggested that USPS provide new
nonpostal services (i.e., services not
directly related to mail delivery) to
generate revenue and enhance value to
customers and communities. USPS is
currently prohibited from providing many
nonpostal services.

GAO was asked to review costs of and
opportunities for USPS’s last mile
network. This report examines: (1) the
costs associated with the last mile
network and changes since 2008, and
(2) the potential benefits and limitations
of new nonpostal services, among other
topics. GAO analyzed USPS data to
estimate key last mile and operating
costs for fiscal years 2008 through
2018; reviewed relevant documents and
reports from USPS and others; and
interviewed USPS officials, postal union
representatives, foreign postal operators
that have experience with nonpostal
services, industry stakeholders, and
officials from various federal agencies to
obtain their views on the relevant
nonpostal services’ benefits and
limitations.

GAO is making no recommendation in
this report. USPS noted legal and other
constraints to offering new nonpostal
services that leverage USPS’s last mile
network.

U.S. POSTAL SERVICE

Offering Nonpostal Services through Its Delivery
Network Would Likely Present Benefits and
Limitations

What GAO Found

Costs associated with U.S. Postal Service’s (USPS) last mile delivery network,
referred to as “last mile” in this report, have increased since 2008 and in 2018
were nearly a third of USPS’s operating costs. GAO found that last mile costs—
which consist of street delivery activities and include mail carrier compensation
and delivery vehicle maintenance—increased by 19.4 percent from fiscal years
2008 through 2018, while USPS’s modified operating costs were 0.9 percent
lower than their amounts in fiscal year 2008 (see figure). According to USPS, it
has been able to reduce costs in other areas but is less able to reduce last mile
costs, despite a decline in mail volume, because of the requirement to deliver
mail 6 days a week and the continued growth in addresses it must deliver to.

Percentage Change from Fiscal Year 2008 in U.S. Postal Service Key Last
Mile Costs and in Modified Operating Costs
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Data Table for Percentage Change from Fiscal Year 2008 in U.S. Postal Service Key
Last Mile Costs and in Modified Operating Costs

Fiscal year Key last mile costs Total operating costs
2008 0 0
2009 0.9 -4.5
2010 21 -6.9
2011 5.2 -6.1
2012 7.8 -7.3
2013 8.1 -8.4
2014 7.1 94
2015 10.1 -7.6
2016 13.5 -54
2017 15.3 -3.2
2018 19.4 -0.9

Notes: Values in the line graph represent the percentage change in costs relative to their starting
values in 2008 and are not adjusted for inflation. Key last mile costs exclude in-office costs.

2ln this report, GAO made certain adjustments to USPS’s total operating expenses by excluding
expenses that do not relate to active employees’ current compensation costs because they relate to
services performed in the past and thus do not reflect the effect of operational changes. This adjusted
measure is referred to as “modified operating costs” in this report.
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Providing new nonpostal services that leverage the last mile delivery network
could potentially generate more value—including societal benefits and possibly
revenue—but also presents a number of limitations and would not likely
significantly affect USPS’s current financial condition. For example, adding
nonpostal services to existing mail carrier activities—such as providing check-in
services for older or homebound individuals—could help improve social isolation
among at-risk populations but could distract from USPS’s primary mission of mail
delivery. Attaching mobile sensors to delivery vehicles could allow USPS to
collect potentially valuable data for other entities—such as mobile wireless
coverage and air quality information. According to officials and experts GAO
spoke with, USPS could have flexibility in its level of involvement and, for
example, allow its vehicles to act as a platform for others to collect data.
Alternatively, USPS could collect, store, and analyze these data on its own,
functions that could lead to potentially greater revenues but may require large up-
front costs. Given that these potential services present both benefits and
limitations, the decision to pursue them—including addressing current legal
prohibitions—is dependent on the goal for providing such services and desired
effect for USPS.
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1 U.S. GOVERNMENT ACCOUNTABILITY OFFICE

441 G St. N.W.
Washington, DC 20548

December 17, 2019

The Honorable Gary C. Peters

Ranking Member

Committee on Homeland Security and Governmental Affairs
United States Senate

Dear Senator Peters:

According to the Task Force on the United States Postal System, the
United States Postal Service’'s (USPS) delivery network “is a critical part
of the nation’s infrastructure that cannot be replicated by private actors,
or, for the foreseeable future, displaced by emerging delivery
technologies.” This network, referred to as the “last mile,” involves
delivering mail from a USPS facility (such as a post office) to its final
destination. The last mile delivery network consists of mail carriers,
delivery vehicles, and USPS’s address and routing systems, and it
enables USPS to carry out its mission of providing universal postal
service.2 However, for over a decade, while USPS has carried out this
mission as required, it has not been operating as a self-financing entity
because of reduced demand for traditional postal services as costs have
continued to increase. This situation has led to significant losses—$69
billion over the last 11 fiscal years. As a result, USPS’s financial viability
has been on our list of high-risk areas since 2009.3

Given the ubiquity of USPS’s network, subject matter experts and other
postal stakeholders, such as postal associations, have suggested that the
last mile delivery network could be leveraged to provide additional

1The Task Force, created by the president and chaired by the Secretary of the Treasury
and also including the Director of the Office of Management and Budget and the Director
of the Office of Personnel Management, further maintained that “maintaining this critical
infrastructure as a national resource should be considered the primary business objective
of the USPS.” See Task Force on the United States Postal System, United States Postal
Service: A Sustainable Path Forward, Report from the Task Force on the United States
Postal System (Washington, D.C.: Dec. 4, 2018).

2As part of its universal service obligation, USPS is required to provide prompt, reliable,
and efficient services to patrons in all areas and ...postal services to all communities.” 39
U.S.C. § 101(a).

3GAOQ, High-Risk Series: Substantial Efforts Needed to Achieve Greater Progress on High-
Risk Areas, GAO-19-157SP (Washington, D.C.: Mar. 6, 2019). We added USPS’s
financial condition to our high-risk list in July 2009.
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services, generate revenue, and enhance its value to customers and
communities.* However, the Postal Accountability and Enhancement Act
(PAEA) currently prohibits USPS from providing new types of nonpostal
services, with limited exceptions.? Even if USPS were authorized to offer
these services, there is little consensus as to what sorts of opportunities
may be worth pursuing. You asked us to review several issues related to
costs and opportunities of USPS’s last mile delivery network. This report
examines

« the costs associated with this network and the extent to which they
have changed since 2008

« efforts USPS has taken since 2008 to leverage its last mile delivery
network for nonpostal services and the results, and

« the potential benefits and limitations of leveraging USPS’s last mile
delivery network for new types of nonpostal services.

We selected 2008 to begin our analysis, because that was when new
restrictions on nonpostal services took effect.® In this report, we use the
term “nonpostal” to refer to efforts that are not directly related to mail
delivery.

In this report, we defined USPS’s last mile delivery network’s costs as
expenses associated with street delivery activities—that is, once a mail
carrier has left a delivery unit (such as a post office). We also included the

4For example, in June 2014, the U.S. Postal Service’s Office of Inspector General (USPS
OIG) assessed a number of opportunities for USPS to add carrier services—such as
serving court documents or monitoring homes while customers are on vacation—to
delivery operations to generate revenue. See USPS OIG, Delivery Operations — Additional
Carrier Services, Management Advisory Report, DR-MA-14-004 (Arlington, VA.: June 3,
2014).

5Pub. L. No. 109-435, § 102(a) (2006). USPS was statutorily authorized, subject to Postal
Regulatory Commission approval, to provide various “nonpostal services” offered as of
January 1, 2006. The term “nonpostal service” is defined by statute to mean any service
that is not a “postal service.” See 39 U.S.C. § 404(e)(1). A “postal service” is defined as
the delivery of letters, printed matter, or mailable packages, including acceptance,
collection, sorting, transportation, or other functions ancillary thereto. See 39 U.S.C. §§
102(5).

6The Postal Regulatory Commission was required to determine which nonpostal services
USPS would be allowed to continue within 2 years of PAEA’s enactment in 2006. 39
U.S.C. § 404(e)(3). See Postal Regulatory Commission, Review of Nonpostal Services
Under the Postal Accountability and Enhancement Act, Order No. 154, Docket No.
MC2008-1 (Washington, D.C.: Dec.19, 2008). Fiscal year 2008 also includes the
beginning of the Great Recession of 2007-2009.
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costs of supporting functions, such as mail carrier supervision for street
delivery activities and delivery vehicles and vehicle maintenance. Our
definition of “last mile delivery costs” differs from how USPS defines and
reports “delivery” costs because we excluded in-office activities, among
other differences.” Further, we based our estimates on the costs of street
delivery activities through USPS’s existing network. As such, our last mile
delivery cost estimates should not be taken to indicate potential costs that
could be saved or avoided by eliminating street delivery (see app. | for
more information).8

To examine key costs associated with USPS’s last mile delivery network
and operating costs, we reviewed documentation, studies, and other
publicly available reports from USPS, the USPS’s Office of Inspector
General (USPS OIG), and the Postal Regulatory Commission (PRC)—an
independent establishment of the executive branch that regulates USPS.®
Based on these reviews and interviews with USPS officials, we compiled
data on costs associated with street delivery activities and other operating
costs from USPS’s Annual Compliance Reports and other reports for
fiscal years 2008 through 2018."° Along with USPS’s input, we reviewed
related documentation, corroborated data across sources, and
determined our estimates were reliable for the purposes of our reporting
objectives. Although we defined “last mile delivery” differently than USPS
defines “delivery,” we discussed our cost estimation methodology with
USPS officials, and they considered our approach to be reasonable for
the purposes of our objectives.

7TUSPS has also referred to services such as those offered to bulk shippers that drop
parcels deeper into its network for USPS to deliver as “last mile” deliveries. Office
activities refer to casing and sequencing mail for delivery, while street activities are those
that occur once the mail carrier has left the delivery unit.

8According to USPS officials, eliminating street delivery would result in reorganizing its
delivery unit network, and the cost savings could only be estimated with a detailed
operational analysis. However, this was outside the purposes of this report, as our
objective was not to estimate potential costs saved or avoided if street delivery were
eliminated.

9We use the term “key last mile costs” because our last mile cost estimates do not include
all expenses that could be associated with street delivery activities, such as mail carrier
retiree health benefits costs, because there is not a reliable way estimate the amounts
associated with street delivery activities.

102008 was the first full fiscal year after PAEA was enacted, which made changes to
USPS’s reporting requirements.
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Separately, we made certain adjustments to USPS’s total operating
expenses as stated in its Reports on Form 10-K by excluding certain
components of workers’ compensation and retirement benefits expenses
that do not relate to active employees’ compensation costs, because they
are costs related to service performed in the past and thus do not reflect
the effect of operational changes. Specifically, we excluded changes in
workers’ compensation expenses resulting from discount rate changes
and actuarial revaluation of existing cases; retiree health benefit
premiums for beneficiaries; the amounts of fixed “prefunding”
prepayments into the Postal Service Retiree Health Benefits Fund in
excess of the normal costs;!" and unfunded retiree health benefit and
pension liability amortization expenses. We did not exclude the normal
costs associated with these items or the costs of new workers’
compensation cases or administrative fees because they relate to costs
associated with active employees. We additionally applied a 3-year
centered moving average to the costs of new workers’ compensation
cases to smooth out annual variations. We refer to the amounts resulting
from these adjustments as USPS’s “modified operating costs” in this
report (see app. | for more detail).12

To describe efforts USPS has taken to leverage its last mile delivery
network for nonpostal purposes, we reviewed relevant government
reports, industry articles, and publications from associations, academia,
and subject matter experts. We also interviewed 16 organizations and
stakeholders—including executive branch agencies that currently partner
with USPS on initiatives, including the Census Bureau, Department of
Agriculture, and Department of Housing and Urban Development (HUD);
the USPS OIG; postal employee unions; postal associations: subject
matter experts with knowledge of nonpostal services—and reviewed
relevant documentation.

To assess the benefits and limitations of leveraging USPS’s last mile
delivery network for additional nonpostal services, we reviewed prior GAO

11The “normal cost” is the annual expected growth in liability attributable to an additional
year of employees’ service. During 2 years, the amount of the required prefunding
payment was lower than the normal cost due to statutory changes. However, we included
the full amount of the normal cost as a retiree health benefit cost for those years. For more
information on the Postal Service Retiree Health Benefits Fund, see GAO, Postal Retiree
Health Benefits: Unsustainable Finances Need to Be Addressed, GAO-18-602
(Washington, D.C.: Aug. 31, 2018).

2The net totals of these excluded expenses were, on average, $5.1 billion per year.
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reports and relevant documents from USPS, the USPS OIG, foreign
postal operators, and select academic literature. We surveyed officials
from USPS, postal employee unions, the USPS OIG, and subject matter
experts (noted above) to assess the feasibility of new nonpostal services
and any key considerations when implementing the services. We also
interviewed two foreign postal operators—France’s La Poste and the
United Kingdom’s Royal Mail—who have experience with nonpostal
services similar to the nonpostal services we reviewed. Based on these
surveys and interviews, we selected ideas for such services that postal or
other stakeholders agreed might be the most feasible, could add to
USPS’s brand, or generate the most revenue. We selected four nonpostal
services for further review—two services that could be provided by mail
carriers and two that could be provided through delivery vehicles.

To obtain a range of views on the benefits and limitations of these efforts,
we also reviewed literature and interviewed USPS officials and 11
stakeholders and organizations selected for their expertise including the
USPS OIG, postal employee unions, foreign postal operators, and
industry groups representing entities potentially affected by the services.
We also interviewed officials from several executive branch and
independent federal agencies that could potentially benefit from nonpostal
services—the Environmental Protection Agency (EPA), the Federal
Communications Commission (FCC), and the Federal Emergency
Management Agency—to obtain their views on the relevant nonpostal
services’ benefits and limitations. Finally, we reviewed statutes, including
PAEA, regulations, and legal rulings, to evaluate USPS’s current legal
authority to provide these services.

We conducted this performance audit from October 2018 to December
2019 in accordance with generally accepted government auditing
standards. Those standards require that we plan and perform the audit to
obtain sufficient, appropriate evidence to provide a reasonable basis for
our findings and conclusions based on our audit objectives. We believe
that the evidence obtained provides a reasonable basis for our findings
and conclusions based on our audit objectives.
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Background

USPS is required to provide prompt, reliable, and efficient services to
patrons in all areas and postal services to all communities.”'3 Currently,
USPS delivers mail to most customers 6 days a week, excluding Sundays
and federal holidays.' To carry out its universal service obligation, USPS
has developed a vast mail collection, processing, transportation, and
delivery network. USPS’s network operations include the first, middle, and
last miles (see fig. 1).

Figure 1: Example of How Mail Moves through the U.S. Postal Service’s Network

Receipt/collection Transportation Processing and sorting Delivery

=2}
- @

\; E’
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First mile Middle mile Last mile

Source: GAO. | GAO-20-190

Note: This illustration of U.S. Postal Service’s network is an example of how mail can be collected
and delivered but does not reflect all collection, transportation, processing, and delivery options. For
example, mail can also enter the postal network further “downstream” via bulk mailers that drop off at
USPS facilities, such as distribution centers or delivery units (middle mile). The last mile may also act
as the first mile when mail carriers collect mail from street collection points or mailboxes.

For this report, we defined USPS’s last mile delivery network as street
delivery and collection activities once a mail carrier has departed a
delivery unit (usually post offices), as well as associated supporting
functions.’® USPS’s last mile delivery network is unique in its ubiquity and
consists of several component parts.

1339 U.S.C. § 101(a).

14Some residents do not receive 6-day delivery, particularly those located in remote or
seasonal vacation areas. In some areas, USPS additionally delivers packages on
Sundays.

15This definition excludes some office activities that could be associated with delivery,
such as mail carriers casing and sequencing mail and loading delivery vehicles. However,
it includes other functions that support street delivery activities, such as vehicle
maintenance.
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¢ Mail carriers—USPS employed approximately 340,000 mail carriers
(210,000 city carriers and 130,000 rural carriers)'6 in fiscal year 2018
who deliver mail and packages to residences and businesses using
three basic modes: door delivery (mail slots in the door, mailboxes
attached to the business near the door, or locations in office
buildings); curbside and sidewalk delivery to individual mailboxes; and
centralized delivery (e.g., apartment building mailboxes, cluster
boxes, and parcel lockers).1”

« Delivery vehicles—USPS operated and maintained over 230,000
delivery vehicles in fiscal year 2018. In addition, many rural mail
carriers use their personal vehicles for delivery and receive a
monetary allowance based on their assigned delivery route.

« USPS’s address data and routes—USPS managed and updated
over 150 million address records and over 230,000 mail-carrier
delivery routes in fiscal year 2018. Mail carriers help maintain address
quality by noting address changes on their routes and submitting them
to update USPS’s address database.

Federal law defines the types of services that USPS may and may not
provide. As previously noted, PAEA placed limitations on the nonpostal
services USPS could provide. In particular, it allowed USPS to continue to
provide nonpostal services that were offered as of January 1, 2006, and
were permitted by PRC to continue.'® However, PAEA prohibited USPS
from initiating new nonpostal services, though it did not eliminate USPS’s
authority to provide some nonpostal services to federal agencies."” If a
nonpostal service is to be provided to a federal agency, generally, USPS
and the parties must specify the terms and conditions of their
collaboration, including the activities to be performed by USPS and the

160f the 210,000 city carriers, 168,000 were career and 42,000 were non-career mail
carriers. Of the 130,000 rural carriers, 71,000 were career and, 59,000 were non-career
mail carriers.

17Cluster boxes are centralized units of individually locked compartments. Parcel lockers
are lockers installed in some USPS post offices that serve as a “last mile” delivery point
for packages that cannot be delivered directly into P.O. Boxes.

1839 U.S.C. § 404(e).
19See, e.g., 39 U.S.C. § 411.
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terms of reimbursement, if applicable. USPS is currently not authorized to
partner with state or local entities.20

20However, according to USPS officials, USPS can provide services to state and local
governments on behalf of another federal agency.
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USPS’s Last Mile Delivery Costs Have
Increased since Fiscal Year 2008 and Account
for an Increasing Portion of Operating Costs

USPS’s Last Mile Delivery Network Accounted for Nearly
One-Third of Operating Costs in Fiscal Year 2018

Last mile delivery costs account for nearly a third of USPS’s operating
costs.2! Specifically, we estimated last mile delivery costs—representing
street delivery activities once a mail carrier has departed a postal
facility—totaled at least $21.1 billion, or about 29 percent of USPS’s
modified operating costs, in fiscal year 2018.22 As shown in figure 2,
estimated city and rural street delivery costs constituted $14.6 billion and
$6.5 billion, respectively, in fiscal year 2018. Combined city and rural mail
carrier compensation for street delivery activities accounted for about
$18.2 billion, or 86 percent of key last mile costs.2® Other last mile costs
include combined vehicle maintenance and depreciation costs ($2.1
billion), mail carrier supervision ($691 million), and other vehicle and

21n this report, last mile delivery costs refer to expenses associated with street delivery
activities. Our definition of last mile delivery costs differs from how USPS defines and
reports “delivery” costs because we excluded in-office costs, among other differences.
Because we based our estimates on USPS’s existing network, they should not be taken to
indicate potential costs that could be saved or avoided by eliminating street delivery.
According to USPS officials, eliminating street delivery would result in reorganizing its
delivery unit network, and the cost savings could only be estimated with a detailed
operational analysis.

22|n this report, we made certain adjustments to USPS’s total operating costs by excluding
expenses that do not relate to active employees’ current compensation costs because
they are costs related to services performed in the past and thus do not reflect the effect
of operational changes. We refer to our adjusted measure as “modified operating costs”
(see app. | for more detail). Key last mile costs accounted for about 28 percent of USPS’s
total operating expenses (if these items are included) in fiscal year 2018.

23Employee compensation costs also include benefits, such as health insurance and
pension contributions, for active employees. Our last mile cost estimates do not include
certain other costs that could be associated with employees, such as retiree health
benefits or workers’ compensation costs.
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travel costs ($50.2 million).2* These costs exclude contract delivery
service suppliers, which provided mail carrier services to about 2 percent
of USPS’s delivery points in fiscal year 2018, at a base cost of $396.4
million, according to the USPS OIG.?°

Figure 2: Estimated U.S. Postal Service Modified Operating Costs and Key Last Mile Costs by Function, in Billions of Dollars
and Percentage of Operating Costs, Fiscal Year 2018

Middle mile transportation 1% Rented vehicles, vehicle

($7.9 billion) depreciation, other travel costs
N ($0.1 billion)
3% Carrier supervision
Rural street delivery ($0.7 billion)
6.5 billi
3 Hiogs Vehicle maintenance
$2.0 billion
42% 29% ( ’
. Last mile costs . .
($21.1 billion) Carrier compensation
City street delivery ($18.2 billion)
($14.6 billion)
J
Other operating costs?®
($13.1 billion)
Non-last mile employee compensation
($30.6 billion)

Source: GAO analysis of United States Postal Service (USPS) data. | GAO-20-190
|

Data table for Figure 2: Estimated U.S. Postal Service Modified Operating Costs and
Key Last Mile Costs by Function, in Billions of Dollars and Percentage of Operating
Costs, Fiscal Year 2018

Cost category Dollars in billions Percentage
Transportation 7.9 11

Rural street delivery 6.5 9

City street delivery 14.6 20

240ur cost estimates do not include cash outlays for capital costs such as those for
vehicles, as USPS instead records depreciation of these purchases as operating costs.
Vehicle maintenance costs include rural mail carriers’ equipment maintenance allowance
for use of their personal vehicles. They also do not include some supervision and
equipment costs that could be associated with street delivery activities, such as mail
carriers’ mobile delivery devices.

25This percentage excludes 19.3 million P.O. Box delivery points. See USPS OIG,
Contract Delivery Service Costs, CP-AR-19-002 (Arlington, VA.: Aug. 20, 2019). USPS’s
address management costs were an additional $6.3 million in fiscal year 2018.
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Cost category Dollars in billions Percentage

Other operating costs 12.9 18

Non-last mile employee 30.6 42

compensation

Last mile costs Costs (dollars in Percentage
millions)

Total 211 100

Carrier compensation 18.2 86

Vehicle maintenance 20 10

Carrier supervision 0.7 3

Vehicle depreciation, Rented 0.1 1

vehicles, other travel costs

Notes: Key last mile costs exclude carrier in-office costs. Middle mile transportation refers to costs of
transporting mail and other products between facilities. Employee compensation costs also include
benefits, such as health insurance and pension contributions, for active employees. Vehicle
maintenance costs include rural mail carriers’ equipment maintenance allowance for using their
personal vehicles.

2In this report, we made certain adjustments to USPS’s total operating costs by excluding expenses
that do not relate to active employees’ current compensation costs because they relate to services
performed in the past and thus do not reflect the effect of operational changes. We refer to our
adjusted measure as “modified operating costs.”

Further, compensation costs for USPS’s last mile delivery network
accounted for more than one-third of total USPS employee compensation
costs in fiscal year 2018 (39 percent of $50 billion). Mail carriers alone
accounted for more than half of all USPS employees, 39 percent of total
employee workhours, and 36 percent ($18.2 billion) of employee
compensation costs.26 Compensation costs for mail carrier supervisors
and delivery vehicle maintenance employees accounted for an additional
$1.2 billion in fiscal year 2018.

Key Last Mile Costs Have Increased since Fiscal Year
2008

Estimated key last mile costs have increased more than USPS’s modified
operating costs. As shown in figure 3, from fiscal years 2008 through
2018, key last mile costs increased by 19.4 percent ($3.4 billion), while
modified operating costs were 0.9 percent ($655 million) lower than in
their amounts in fiscal year 2008.

26Mail carrier and supervisor workhours and compensation costs exclude office workhours
and compensation because our analysis focused only on street delivery activities.
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. _______________________________________________________________________|
Figure 3: Percentage Change from Fiscal Year 2008 in U.S. Postal Service Key Last
Mile Costs and in Modified Operating Costs
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Source: GAO analysis of United States Postal Service (USPS) data. | GAO-20-190
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Data table for Figure 3: Percentage Change from Fiscal Year 2008 in U.S. Postal
Service Key Last Mile Costs and in Modified Operating Costs

Fiscal year Key last mile costs Total operating costs
2008 0 0
2009 0.9 -4.5
2010 2.1 -6.9
2011 5.2 -6.1
2012 7.8 -7.3
2013 8.1 -8.4
2014 7.1 94
2015 10.1 -7.6
2016 13.5 -54
2017 15.3 -3.2
2018 19.4 -0.9

Notes: Values in the line graph represent percentage change in costs relative to their starting value in
2008 and are not adjusted for inflation. Key last mile costs refer to costs associated with street
delivery activities and include mail carrier and supervisor compensation and benefits and vehicle
maintenance and depreciation costs and exclude in-office costs. These costs do not include some
costs that could be associated with street delivery activities, such as mail carriers’ retiree health
benefits and mobile delivery devices.

2ln this report, we made certain adjustments to USPS’s total operating costs by excluding expenses
that do not relate to active employees’ current compensation costs because they relate to services
performed in the past and thus do not reflect the effect of operational changes. We refer to our
adjusted measure as “modified operating costs.”
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Further, if key last mile costs are excluded, all other modified operating
costs in fiscal year 2018 were 7.3 percent ($4.1 billion) lower than their
amounts in fiscal year 2008. As a result, key last mile costs as a
percentage of modified operating costs increased from 24 percent in
fiscal year 2008 to 29 percent in fiscal year 2018. Last mile employee
workhours also increased from 32 percent of total employee workhours
from fiscal year 2008 to 41 percent in fiscal year 2018, meaning that even
when controlling for wage changes, last mile activities represent a larger
share of USPS resources.

USPS Faces Greater Challenges to Reduce Last Mile
Delivery Costs than Other Operating Costs

According to USPS financial reports, USPS reduced costs over several
years due to a variety of actions, particularly to respond to large declines
in mail volume and workload. USPS reported that it reduced costs from
fiscal years 2008 through 2014 through expanding its non-career
workforce and reducing employee workhours by consolidating operations
and employee attrition.2” For example, from fiscal years 2008 through
2014, clerk and mail processing personnel costs declined by 24.2 percent
($4.4 billion) partly due to these efforts. Additionally, the percentage of
non-career employees grew from roughly 13 percent in fiscal year 2008 to
over 20 percent by fiscal year 2014, an increase that can reduce
employee compensation costs per workhour. The USPS OIG also
reported that USPS reduced its overall network costs from fiscal years
2006 through 2015 by reducing employee compensation costs,
downsizing and restructuring its network (for example, consolidating mail
processing plants), and decreasing its use of air transportation.28
However, while total USPS employee workhours fell substantially from
fiscal years 2008 through 2014, mail carriers’ street workhours remained

27USPS offered targeted separation incentives to encourage attrition among postmasters,
clerks, mail handlers, and administrative employees. See USPS, 2074 Report on Form
10-K (Washington, D.C.: Dec. 5, 2014). Most USPS employees are divided into “career”,
and “non-career” categories. Career employees are considered permanent and are
entitled to a range of benefits (e.g., health and retirement) and privileges. Non-career
employees are generally considered temporary and are hired, for example, during periods
of large mail volume such as major holidays and the holiday mailing season. Non-career
employees receive fewer benefits and lower pay than career employees.

28USPS OIG, Peeling the Onion: The Real Cost of Mail, RARC-WP-16-009 (Apr. 18,
2016). USPS also changed its delivery standards to increase the expected number of
days that it can take to deliver some types of mail, a step that contributed to some of the
employee compensation cost and network reductions.
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relatively flat due to USPS’s obligation to provide universal service (see
fig. 4).29

. ___________________________________________________________________________|
Figure 4: U.S. Postal Service Employee Workhours—Mail Carriers’ Street
Workhours and All Other Employees, Fiscal Years 2008-2018
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Source: GAO analysis of United States Postal Service (USPS) data. | GAO-20-190

Data table for Figure 4: U.S. Postal Service Employee Workhours—Mail Carriers’
Street Workhours and All Other Employees, Fiscal Years 2008-2018

Fiscal year Mail carrier street All other employee
workhours workhours

2008 418.144 955.21
2009 408.136 849.889
2010 401.336 781.611
2011 401.98 747.02
2012 405.223 716.777
2013 410.033 699.967
2014 413.347 693.653
2015 425.952 701.948
2016 443.899 713.701
2017 451.935 711.965
2018 457.882 711.718

Note: Mail carrier street workhours exclude carrier in-office workhours.

29As discussed above, mail carrier compensation costs represent the vast majority of
USPS’s key last mile delivery network costs.

Page 14 GAO-20-190 U.S. Postal Service



Letter

USPS'’s universal service obligation limits its ability to reduce last mile
delivery costs. This obligation necessitates, among other things, a large,
ongoing, number of mail carrier workhours and a large delivery vehicle
fleet to provide 6-day delivery to an increasing number of delivery points.
Nevertheless, USPS implemented several actions to help control its last
mile delivery network costs. For example, in 2012, USPS took actions to
shift door deliveries to less costly delivery modes, such as curbside or
delivery to a central location.3® USPS also consolidated some delivery
routes in response to falling mail volume, delivering mail on fewer but
longer routes, which helped USPS eliminate nearly 24,000 mostly city
routes (10 percent) and dispose of over 8,000 delivery vehicles (4
percent) from fiscal years 2008 through 2014.3" As a result, the average
number of delivery points served on each city and rural route increased
from 531 to 613 over this period.

While USPS was able to reduce costs in other areas and improve delivery
efficiency through fiscal year 2014, key last mile costs still increased.
Additionally, some of the resource reductions USPS was able to achieve
by implementing these efforts were subsequently reversed, as USPS
invested in its last mile delivery network to accommodate increased
package volume. For example, since fiscal year 2014, USPS added over
18,000 delivery vehicles and about 7,600 routes to accommodate growth
in package volume and delivery points.32

Additionally, while USPS'’s costs in other areas have increased since
fiscal year 2014, key last mile costs have increased at a greater rate. To

30In April 2012, USPS updated its policy regarding assigning delivery modes to new
addresses. USPS revised its Postal Operations Manual to specify that USPS determines
the mode of the delivery for new addresses and that those new addresses must receive
less costly modes, such as centralized delivery, unless USPS approves an exception.
Additionally, USPS implemented voluntary conversions to less costly delivery modes in
fiscal year 2013. The Postal Operations Manual is a regulation of the USPS pursuant to
the Code of the Federal Regulations. 39 C.F.R. § 211.2 (a)(2).

31USPS also relocated mail carriers from some local post offices to centralized delivery
offices.

32According to USPS reports, packages are more labor intensive and cost more to
process and deliver than letters. See USPS, 2018 Report on Form 10-K (Washington,
D.C.: Nov. 16, 2018). While USPS package volume increased by an average of 228
million pieces each year from fiscal years 2010 through 2014, it has increased by an
average of roughly 545 million pieces each year from fiscal years 2014 through 2018.
USPS’s vehicle rental and depreciation costs in fiscal year 2018 were about $62 million
(79 percent) higher than in fiscal year 2014.
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help control last mile delivery costs in recent years, USPS has
increasingly relied on its lower-cost, non-career carrier workforce.33
According to USPS data, although non-career and part-time carrier
workhours as a percentage of city and rural carrier workhours have
increased since 2014, total mail carrier workhours and compensation
costs also increased over that time frame. The number of delivery points
per route has also remained relatively flat since fiscal year 2014. Table 1
compares changes in key last mile operating figures relative to other
USPS operating figures in fiscal years 2008 through 2014 and fiscal years
2014 through 2018.

|
Table 1: Comparison of Percentage Changes in Select U.S. Postal Service’s Last Mile Figures Relative to Other Operating
Figures in Fiscal Years 2008 through 2014 and 2014 through 2018

Percentage change 2008—-2014 Percentage change 2014-2018

City Rural Total City Rural Total
Key last mile costs 3% 18% 7% 10% 16% 11%
Mail carrier street workhours -4% 4% 1% 9% 14% 11%
Delivery points 2% 8% 4% 2% 7% 4%
Delivery routes -13% -4% -10% 1% 8% 4%
Delivery points per route 17% 13% 16% 1% 0% 0%
Delivery vehicles - - -4% - - 10%
Mail volume - - -23% - - -6%
Package volume - - 31% - - 55%
Total employee workhours - - -19% - - 6%
Total employee workhours without - - -27% - - 3%
last mile workhours
Modified operating costs® - - -9% - - 9%
Modified operating costs without last - - -15% - - 9%
mile costs®
Total operating revenue - - -9% - - 4%

Source: GAO analysis of United States Postal Service (USPS) data. | GAO-20-190

Notes: Table compares changes in operating figures within time periods (i.e., vertically) rather than
across them. “-” indicates data are not available or not applicable. Key last mile costs refer to costs
associated with street delivery activities and include mail carrier and supervisor compensation and
benefits and vehicle maintenance and depreciation costs and exclude in-office costs.

2ln this report, we made certain adjustments to USPS’s total operating costs by excluding expenses
that do not relate to active employees’ current compensation costs because they relate to services
performed in the past and thus do not reflect the effect of operational changes. We refer to our
adjusted measure as “modified operating costs.”

33USPS, 2018 Report on Form 10-K.
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Additional efforts to reduce last mile delivery network costs under USPS’s
current authority may not significantly reduce costs and present
challenges. USPS is limited in its ability to make certain changes to
reduce delivery costs, such as changing the requirement to provide 6-day
delivery.3* While USPS has considered several options within its current
authority to control delivery costs, the estimated cost savings may not
significantly affect USPS’s financial viability. For example, according to
USPS, it plans to invest in new delivery vehicles that would reduce
maintenance costs.?® However, USPS vehicle maintenance and rental
costs accounted for about 7 percent ($1.5 billion) of key last mile delivery
network costs in fiscal year 2018.36 Additionally, we previously found that
USPS could achieve cost savings by mandating conversions from door
delivery to other modes, such as cluster boxes.3” In 2018, USPS
projected it could save about $1.25 billion annually if about half of all door
delivery points were converted to cluster box delivery or $850 million if the
conversions were limited to curbside delivery, but these projections do not
take into account practical considerations that would affect the conversion
process. We previously found USPS has been reluctant to mandate
conversions due to possible resistance from customers, employees, and
postal stakeholders.3® According to a USPS OIG and Gallup survey
conducted in 2014, a majority of consumers would prefer paying
additional postage to receive door delivery for parcels compared to a
cluster box located no more than a quarter mile away from their home or
a parcel locker at a postal facility.3® Nevertheless, in April 2018, USPS

34In 2010, USPS estimated it could save $2.7 billion in annual delivery costs by reducing
delivery from 6 to 5 days, although it also estimated $400 million in potential lost revenue.
See USPS, Ensuring a Viable Postal Service for America — How Five-Day Delivery is Part
of the Solution, Docket No. N2010-1 (Washington, D.C.: March 2010).

35USPS, Fiscal Year 2019 Integrated Financial Plan (Nov. 21, 2018).

36This excludes other vehicle costs such as rural carriers’ equipment maintenance
allowance and vehicle depreciation that would not be affected by replacing existing
vehicles.

37GAO, U.S. Postal Service: Delivery Mode Conversions Could Yield Large Savings, but
More Current Data Are Needed, GAO-14-444 (Washington, D.C.: May 12, 2014).

38GAO-14-444.

39Consumers who received cluster box delivery at the time of the survey placed a higher
value on parcel delivery to the door than respondents with other modes of delivery. See
USPS OIG, What Postal Services Do People Value the Most?: A Quantitative Survey of
the Postal Universal Service Obligation, RARC-WP-15-007 (Arlington, VA.: Feb. 23,
2015).
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revised its policies for delivery to new addresses, making centralized
delivery the preferred method for the delivery of mail.4

USPS Has Pursued Efforts to Leverage Its Last
Mile Delivery Network for Nonpostal Purposes,
but Outcomes Are Mixed

USPS Has Previously Engaged in Nonpostal Efforts
Involving Mail Carriers and Delivery Vehicles with Mixed
Results

USPS has leveraged its last mile delivery network for several nonpostal
services since 2008. In some cases, these efforts have provided societal
benefits to the public or to other federal agencies with no funds
exchanged. In other cases, USPS received funds sufficient to cover its
costs—about $6 million total.

« Reporting unusual mail accumulation to local service agencies—
In 1982, USPS and the National Association of Letter Carriers (NALC)
launched the Carrier Alert program across the country, which enabled
mail carriers to look for and report unusual mail accumulation at a
given address to local service agencies.*! According to NALC, USPS
and NALC developed this program because unusual mail
accumulation, particularly at households with older or physically
restricted individuals, might be a sign of distress.*2 Mail carriers
participated on a voluntary basis, and USPS did not collect any fees
or revenues from the program. In June 2012, NALC and USPS
leadership signed a joint statement of support, encouraging NALC
branch leaders and local postmasters to recommit themselves to
working with local service agencies. However, neither USPS nor

40According to USPS, centralized delivery improves delivery efficiency and lowers
operational workhours.

4INALC is the labor union that represents city mail carriers.

42Under the program, mail carriers placed a Carrier Alert symbol on enrollees’
mailboxes—which alerts all mail carriers to watch for signs of distress. If a mail carrier
notified the partnering local service agency of suspicious mail accumulation, the
organization would then initiate whatever communication had been authorized by the
enrollee (e.g., notifying family members or police).
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NALC officials we interviewed could tell us about the program’s
current status, extent, or effect, as it was primarily operated and
managed at the local level. Further, USPS officials informed us that
the program has scaled back due to a lack of participation, potentially
because of a lack of program advertising. NALC also noted that the
program required establishing a network of participating mail carrier
volunteers and required sponsorship from local community service
organizations, factors that could be challenging.

« Preparing to aid in a response to a biological attack—In 2004,
USPS signed a memorandum of agreement with the Department of
Health and Human Services (HHS) and the Department of Homeland
Security to establish policies and procedures for USPS to help
distribute medical countermeasures (oral antibiotics) to residential
addresses in the event of catastrophic events like a widespread
airborne release of anthrax. In 2006—2007, drills were conducted in
three cities to test various aspects of the concept, such as how mail
carriers communicated and engaged with local law enforcement
escorts. In 2010, in response to an executive order, USPS
coordinated with other agencies to develop a National Postal Model
for the Delivery of Medical Countermeasures.*? In the event of a
biological attack, HHS would request that USPS activate those mail
carriers who had volunteered pre-event; mail delivery would then
cease, and these carriers would instead deliver oral antibiotics to all
residences in an affected area. Participating mail carriers and
supervisors were given antibiotic kits to store at home for themselves
and their household members; in addition, USPS stored individual
antibiotic kits at delivery units for participating USPS personnel. USPS
spent and was reimbursed by HHS over $6 million deploying the
program in 5 cities. However, in 2014, the program was suspended
after HHS did not refresh the antibiotic kits and provide further
funding, according to USPS. As a result, USPS could not maintain
operational capability.

« Scanning for radiological materials—In 2014, the federal Defense
Advanced Research Projects Agency (DARPA) conducted a pilot
project with USPS mail carriers who volunteered to carry radiological
detectors. During the pilot, participating USPS mail carriers carried
small radiological monitoring devices and cell phone transmitters with
them as they performed their mail delivery duties, which gathered and

43See Exec. Order No. 13527, 75 Fed. Reg. 737 (Jan. 6, 2010). USPS coordinated with
HHS, the Department of Homeland Security, Department of Justice, and Department of
Defense.
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transmitted data to the DARPA team. USPS was reimbursed $39,210
from DARPA for direct costs associated with planning and operating
the pilot. According to USPS, the pilot was well received by mail
carriers, union representatives, and DARPA. However, in 2015, USPS
declined to participate in future pilots and the memorandum of
agreement was terminated due to concerns from USPS leadership of
potential public perception that the privacy of USPS customers would
be violated.

« Collecting data for road and pavements assessments—In 2018, a
private company began working with USPS on several pilot projects to
collect data for road and pavement assessments by installing sensor
devices on USPS delivery vehicles.* While there were some initial
challenges, according to USPS and the private company, the pilots
were largely successful, and the company believes there are
commercial opportunities to pursue with USPS.4%> While USPS has not
earned any revenue or fully assessed the costs associated with these
pilots, this process has helped USPS assess the concept of using its
delivery vehicles as a platform to collect information, according to
officials we spoke with. According to USPS officials, previous pilots
helped examine feasibility and whether the service might interfere with
mail delivery operations, and upcoming pilots will aid in further
assessing the costs, benefits, and scalability of the service.

Federal Agencies Using USPS’s Address Data Find Them
Valuable

Several federal agencies use USPS’s address data for nonpostal
purposes, and officials told us they find the data highly valuable. USPS
maintains and routinely updates its address management system, which
includes information ab