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These comments are directed specifically to the Technology Challenges and Opportunities Subcommittee and are submitted by Siemens Dematic.

Background

Siemens Dematic is a $3.0 billion per year business unit of Siemens Corporation based in the United States that focuses on the material handling and postal industries. Siemens Corporation is an $82 billion international technology supplier that employs approximately 80,000 people in the United States, its second largest business area. Siemens Corporation considers the United States Postal Service to be both an important customer and an important supplier to the many diverse business units operating in this country.

Siemens Dematic consists of three companies: Siemens Material Handling Automation, serving the material handling needs of diverse industries including both domestic and international posts; Siemens Dematic Postal Automation, serving the technology needs of posts worldwide; and Siemens Dematic Electronic Assembly, serving the automation needs of high‑tech manufacturing assembly operations, principally in the cellular phone markets. All three businesses have substantial operations in the United States, where they generate approximately $1.4 billion in revenues while employing approximately 4,800 people.

Siemens Dematic Material Handling and Siemens Dematic Postal Automation have longstanding relationships with the USPS and have been both design and production sources for much of the process automation equipment currently deployed in the United States Postal Service.

Therefore, Siemens Dematic supplies these comments to the Presidential Commission not only as loyal customers of the United States Postal Service, but also as an informed partner in the automation of Postal Service operations.  To be clear, we believe that it is in the best interest of the American public, as well as Siemens Dematic, that the Postal Service be given the ability to remain a strong and vibrant contributor to the economy of the United States. With this in mind, please accept the following comments.

Technology Threats

The continued operation of the Postal Service is threatened by the diversion of its largest and most profitable mail streams to electronic format. Based on current trends, we believe that the diversion of bill presentation and payment will certainly continue. Meanwhile, diversion of other print media such as books, publications, and newsletters still remains in doubt, but they are certainly at risk. While the volume has been replaced by other types of mail, notably advertising, the margin per delivery is shrinking because the large fixed costs, as well as variable costs, are being spread over a mail mix with lower average revenue per piece. To counter this unfavorable trend, the Postal Service needs to attack both costs and revenue issues.

Reevaluate Universal Service Obligation to reduce fixed cost burden.

Variable costs can be attacked in the traditional way; that is, by leveraging capital investments. Reduction of fixed costs, however, will require reconsideration of the definition of the Universal Service Obligation (USO) to mitigate the most expensive delivery point costs. These are tied to those delivery points requiring extraordinary distance, or door delivery. In addition, we believe that a more reasonable approach to retail access is necessary. Mandated maintenance of post offices that cannot generate a contribution to the profits of the overall business must be reconsidered.

We would not recommend the abolition of the USO; however, we believe that cost challenges demand that the USO be redefined so that, while all Americans retain reasonable access to both delivery and retail, that access does not place an unmanageable burden on Postal Service budgets. Changing the method of provision of retail service where it is unprofitable and reducing the number of delivery days in remote locations are suggestions worth consideration.

Introduce pricing mechanisms that are faster, less costly and take account of market conditions.

Regarding the revenue issues, we believe that reform of the pricing mechanism is essential. The current method of attaining price changes under the Postal Rate Commission does not allow the Postal Service to react to changing market conditions. The process, which includes months of open hearings, is a costly burden on the entire postal community. A process (such as the implementation of phased rates over several years) that provides more certainty to mailers – in a much shorter time frame – would be more effective for both the postal customer and the Postal Service.

As the mailing industry continues to evolve, it is clear that more mailers will seek out special pricing arrangements from the Postal Service. These negotiated agreements will exploit that mailer’s particular competitive advantage. In those cases where such rates improve margins for the Postal Service, all will benefit from improved contribution to overhead, even if only a single mailer benefits from the rate. One test should be whether implementation of the special rate improves contribution margin.

Rates imposed by the Postal Rate Commission, or any authority that would replace it, should be limited to those rates and products that fall within the scope of the monopoly. The Postal Service must be free to adjust pricing to competitive levels in those delivery product areas in which adequate competition exists, as long as reasonable contribution margins are maintained.

Allow the Postal Service freedom to support product innovation in physical delivery. 

Further, the United States Postal Service should be encouraged to either develop or participate with other organizations in the development of new products that are specifically targeted for physical delivery. The current anchor products in the mailbox (first class letters and publications) are declining or static in volume growth. It is essential that the organization be free to explore product innovations that will either extend the life of the current anchor products or produce new ones with high margins per delivery. Sharply defining or limiting the nature of products offered by the Postal Service with uncertain knowledge of future innovation will surely limit the life of the Postal Service.

Investigate complementary services that utilize the existing infrastructure.

Another avenue to support stability of revenue streams is to allow the Postal Service to use its existing infrastructure to provide additional services that are complementary to the current service offerings. This should be allowed as long as these services are providing positive contribution margins.

Define monopoly protection that ensures the economic viability of the USO.

If the Postal Service is to retain the USO in any meaningful way, it must also retain some level of monopoly protection. Frankly, the current level of protection over letters embodied in the Private Express Statutes does not seem unreasonable given the growth of alternative means of communication and the broad scope of the urgent letter rules.

In short, it is the Siemens Dematic position that, if it is the public will to continue a universal postal delivery service, consideration must be given to rationalizing the USO to conform to economic reality – retaining some level of monopoly protection to compensate for the cost of universal service, developing pricing models that improve contribution margin, and defining postal products and market broadly enough to allow the Postal Service to find continued means of revenue in the future.

Technology Opportunities 
Capital investment in process technology has been a major driver of improved productivity and financial performance for the Postal Service. As an additional benefit, technology has provided substantial information about mail flow, including information on individual letters, which has been a critical element in understanding the path of anthrax attacks on the postal system.

Continue development of automated processing technology.

Siemens Dematic, along with its competitors, is currently developing process technologies in conjunction with the Postal Service that will offer the possibility of another significant reduction in labor in the delivery function. However, to exploit the benefits of new technologies fully, the Postal Service must have the freedom to conduct its business with its suppliers in as close to a private sector model as possible. For instance, forming partnerships and alliances with suppliers of existing technology can cap the amount of investment and administrative effort necessary to assure continuous improvement and extend useful life and provide a continuing business base for the suppliers. This is important strategically to assure the development and future deployment of process technology to areas that can benefit from the same kind of dramatic productivity improvement experienced in the Letter Mail Automation Program. Technology requirements are becoming more complex, but the personnel and financial resources of both the Postal Service and its major suppliers are limited in developing and executing such massive programs and should not be diverted to reinventing past successes for marginal gains. The technology focus of the Postal Service and of its technology suppliers must remain fixed on major future productivity gains. It should also be noted that the Postal Service has been most successful in achieving such gains when it communicates to all stakeholders its intention in the form of documents like the Letter Automation Plan.

Pursue the vision of the intelligent mail stream.

The Postal Service has, over the past few years, developed a vision for an intelligent mail stream in which the physical mailpiece would be joined with processing, logistics, delivery, and customer service through integration of process and information technologies by automatic identification coding. Such activities will drive efficiencies within the Postal Service as well as within its major mailers. These activities must be encouraged and funded so that physical mail will remain a relevant and vital part of the 21st century communication environment.

Improve productivity of the currently installed automation equipment.

The cyclical nature of postal finances, driven by the breakeven requirement and hampered by the lengthy rate change cycle, has negatively affected the progress and effectiveness of Postal Service capital investment program. This has led to significant cutbacks in funding during late rate cycle periods. However, since continued cost improvement is necessary, both process technology improvements and technology upgrades to the installed infrastructure must continue. Further, without these upgrades, the improvements associated with information technologies and the emergence of an intelligent mail stream will not occur; they can only take place in conjunction with emerging process technologies and retrofit of the currently installed technologies. Therefore, we believe it is essential that the Commission give consideration to how the Postal Service will generate the funds to continue investment. One alternative that requires serious consideration is removal of the breakeven mandate. Such an action would dampen the swings in funding that discourage investment by the supplier community.

Improve asset utilization.

It may also be possible to encourage greater utilization of plant and equipment assets. Current processes are designed to respond to the USO and published service standards. Those demands cause both the plant and much of the process equipment to stand idle more than they are used. In light of the changing nature of the mail stream and increasing communication opportunities, these demands may have to be reexamined. The current service standards are interval based; that is, a specified number of days between system entry and delivery must be achieved. Certainly, such a system is appropriate for first class mail or, perhaps more appropriately, for that mail that falls within the monopoly definition. However, a greater portion of the mail, specifically advertising and publications, is now driven by desired delivery dates achieved through integration of mailer and Postal Service production and logistics systems. With the advent of intelligent mail providing the kind of process control seen in other industries, we can expect scheduled delivery dates to replace desired delivery dates. The Postal Service needs to consider implementing processes that provide higher degrees of standardization and utilization of plant and equipment across product lines using the intelligent mail stream to manage the logistics demands of product offerings. 

Apply service standard measurement according to changing real-world requirements.

Continuation of the interval service standard for mail covered by the monopoly is appropriate in that it extends the life of the principal anchor product of the mail stream, first class letters. Independent service measurement and disclosure of the results for that mail is also appropriate. On the other hand, the establishment of publicly available service standards for mail that is not covered by the monopoly, or is logistically designed for a scheduled delivery, makes no sense and may actually be a disadvantage to the mailer who works effectively with the Postal Service to manage the logistics process to achieve desired delivery dates. Service standards and independent monitoring should be limited to mail that has an interval expectation on the part of the customer and is covered by the monopoly. 

Investment Cycle
The capital investment process of the Postal Service consists of a number of steps – from development to investment decision to purchasing activities. Because of the magnitude of the investments, the Postal Service goes through these steps carefully, but also quite slowly. Its government entity status has exacerbated this situation. Implementation of the very successful Letter Automation Program took more than 16 years, and the recent programs in flats automation took 5 years after successful demonstration of a prototype. 

Adopt private sector practices in core business investments.

The Commission must consider ways to encourage the Postal Service to act more like the private sector in investing in technology associated with its core businesses. The risk associated with core business technologies is manageable and should be approached from the perspective of the maximum possible return, not by reducing expectations to the minimum possible returns and an extremely risk‑averse culture. While the Postal Service has an enviable record of success with automation programs, increasing demands for oversight and accountability drive the organization to slow processes further. The Commission must give consideration to balancing the need for oversight and accountability with the costs associated with delaying or even rejecting investments because of a failure to achieve consensus rather than a reasonable assessment of risk. Given this criticism, it is only fair to acknowledge that the Postal Service’s investment practices and purchasing processes in particular appear to be superior to those of other government agencies. Postal reform should encourage building on that success and drive postal investment processes to be even more like the private sector.

Conclusion
As a major technology supplier to the Postal Service as well as a customer, Siemens Dematic appreciates the opportunity to comment to this important Commission. Clearly, our business interests are served by the continuing success of the United States Postal Service; however, we believe the interest of the American public is served as well.

Our position, which we believe to be consistent with the Government Enterprise Model, can be as summarized as follows:

1. The Universal Service Obligation should be continued, but rationalized and, as part of that rationalization, substantial monopoly protections must remain in place.

2. Pricing models must be established, not to regulate everything the Postal Service does, but to assure that monopoly products benefit from improving contribution margins. Product development associated with better physical delivery performance should be encouraged.

3. Capital investment in technology is an essential part of restraining and reducing cost and extending product value. Consideration should be given to a retained‑earning focus rather than the breakeven mandate, and moving acquisition processes further in the direction of private sector practices should be encouraged.

4. Development of new products and services must be encouraged, as they are essential to the generation of new revenue streams and the long‑term maintenance of a vibrant, healthy Postal Service. 
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