Assessment of Commercial Payments Initiative

Background and History

For commercial and private mailers, postage on all mail must be fully prepaid at the time of mailing, except as specifically provided by regulation for Business Reply Mail, merchandise return service, and the return of keys and identification devices to owners. Prepayment is conducted through the purchase of stamps, deposit of funds in a meter account, or payment of permit postage at the time of mailing. Most companies maintain accounts with the USPS for permit mailings, Business Reply Mail and merchandise return service.

Under Title 39 of the U.S. Code, the USPS is not allowed to require federal agencies to prepay for postage. Initially, the USPS would request that agencies conduct sample measurements of their mail to determine chargebacks. The current OMAS system was created to "allow government agencies to achieve total direct accountability of their postage costs" (USPS Publication 350).

As part of the current system, the USPS and participating agencies budget an approximate amount of postage for the upcoming fiscal year. This amount is based on prior usage and forecasting of volume changes. Each month, the USPS requests that one-twelfth (1/12) of the budgeted amount be transferred through the Interagency Payments and Collection System (IPAC). At the end of the fiscal year, the USPS calculates the difference between the budgeted amount and the actual dollars spent. That difference is then issued as a debit or credit through the IPAC system in the next fiscal year. 

As of November 1, 2003 the OMAS accounting for FY2003 was not completed for all agencies. For the agencies representing over 87% of the postage used in OMAS, 6 agencies owed the USPS $61.9 million and 11 agencies are entitled to refunds totaling $25.8 million. 

To assist agencies with tracking actual expenditures, the USPS issues periodic reports to the agencies of all transactions processed through OMAS. This report is a computer file with detail information on meter downloads, permit usage and penalty stamp purchases. These reports are now issued on a monthly basis.

In the late 1980s, certain agencies began to move away from the penalty mail system, and started using the same payment system as private sector mailers. The most prominent agencies to initiate the change to commercial payment systems include the Department of Defense (DoD), Department of Agriculture (USDA) and the Department of Energy (DoE). Both DoD and USDA continue to use OMAS for certain mailings. Of the three, only DoE has converted all of their mail to commercial payment systems.

These agencies converted to commercial payment systems to improve accountability. At the time, commercial payment systems provided greater flexibility than OMAS to track expenses down to the user level. By making users more accountable for their expenses, the agencies intended to instill greater discipline on postage spending. This accountability, along with increased education, improved use of discount mail practices, and other Initiatives, allowed the agencies to achieve significant decreases in postage expenses.

During this same period, the U.S. General Accounting Office (GAO) issued a report on mail management entitled, "GSA Needs to Improve Support of Agency Programs" (August 1990). One of its principal findings was that agency mail operations are not reviewed. The GAO concluded that agency mail operations could be improved through the review process.

In 1992, a task force of agency mail managers produced a report to the President's Council on Management. This report identified targets of opportunity which could result in postage savings and improved mail management. Among its major findings and recommendations was that agencies should be required to capture and report specific postage savings and mail management accomplishments at least annually. On December 6, 1994, GSA published recommendations for capturing postage costs and piece information, and encouraged agencies to submit reports on an annual basis.

In the following years, GSA increased the resources dedicated to mail communications policy. This included the establishment of the Interagency Mail Policy Council (IMPC) to provide a forum for collaboration among federal agencies. A constant theme heard in IMPC meetings was the difficulty agencies had with OMAS and the deficiencies of the system. These opinions were echoed by senior officials in GSA and the Office of Management and Budget (OMB).

On May 29, 2001, the GSA published proposed mail regulations. The proposed regulations included the requirement for reporting to GSA, but OMAS and the Commercial Payments Initiative were not mentioned. The GSA received 38 comments from 19 agencies and one response from the general public. The comments expressed concern over the costs associated with the reporting requirements. Agencies also wanted to know what GSA intended to do with the information and requested a formal cost benefit study prior to adoption of the proposed rules.

On June 5, 2002, GSA published an interim rule (41 CFR 102-192). The new rule incorporated a requirement for agencies to convert to a commercial payment process by October 1, 2003. The rule established reporting requirements for large agencies (defined as agencies whose total annual payments to all service providers exceed $1 million). The reporting was limited to providing postage dollars spent and a copy of each agency's security plan.

Shortly after GSA issued the interim rule, the Treasury Department asked the USPS and GSA to find a way to keep the money inside the Treasury. GSA assembled an interagency team and worked for a full year on different approaches to accomplish this goal. The team's conclusion was that meeting this requirement would require that the USPS build a new, government-unique system, which the USPS would then have to maintain along with OMAS. The three agencies together decided that this system would not be cost-effective. 

Despite this recommendation, the Treasury Department insisted that certain agencies with large postal expenditures be allowed to remain with the OMAS system. The central reasoning behind this decision was to prevent the loss of interest when funds left the Treasury and were deposited in commercial banks. These agencies include the Internal Revenue Service, Social Security, and the Department of Labor. 

On September 29, 2003, GSA amended the interim rule to extend the deadline to convert to commercial payments to December 31, 2003. The amendment stressed the GSA's commitment to implementing a more accountable system for making postage payments throughout the federal government, and included the requirement for agencies to request a deviation to continue to use the OMAS/IPAC system. On October 6, 2003, GSA published the guidance on preparing deviation requests. On October 7, 2003, this guidance was followed by a GSA Policy Advisory on converting to commercial payment systems for postage. The Treasury Department established the procedures for commercial payments to the USPS in a Financial Management Bulletin published October 24, 2003 (FMB 2004-02).

Critique

Through this policy, GSA intends to help agencies better manage the federal postage dollar by:

· eliminating a government-unique postage payment system (OMAS);

· increasing accountability of postage spent; and

· ensuring security of federal mail centers.

This critique evaluates the methodology GSA used to craft and implement the policy, as well as whether this policy succeeds in meeting the intent.

The policy was crafted with input from the agencies, OMB, the USPS and GSA officials. The interim rule was published in June 2002, allowing agencies 16 months to develop conversion plans. However, with less than 8 weeks left before the deadline, many agencies have not even begun planning the conversion.

During the interceding months, GSA gave briefings to agencies at a number of venues, including the IMPC, GSA Educational Forums, the National Postal Forum and MailCom. These presentations were given jointly with a representative from the USPS.

Despite these efforts, there is still genuine confusion on the part of some agencies. Comments from managers included:

· "No one has given agencies instruction."

· "Still waiting for Treasury guidance."

· "I have two issues – how do I make payments and how do I convert?"

· "The guidance is muddled."

Additionally, agencies believed their concerns about conversion from OMAS were never fully addressed by GSA. Concerns included:

· "No cost-benefit study has been completed."

· "Where do you get the money to pay for conversion?"

· "Have not seen proof of cost-benefit."

· "Where are you going to get cost savings?"

· "What are the benefits of commercial payments?"

· "Conversion costs outweigh potential benefits."

· "If I'm tracking expenses down to the program level, why do I have to convert?"

GSA's presentations and advisories do not answer the cost-benefit questions. No cost-benefit study was completed prior to drafting the policy. The DoD program and related savings were held up as the models of success.

Agencies had similar concerns with the reporting requirement. There was no clear understanding of why GSA wanted the reports, and what GSA was going to do with the data collected. Also, there was confusion over how detailed the program-level accounting had to be.

GSA consistently explained that the term "program level" was left up to the agency. However, GSA has not established what will be done with the data collected. To date, no valuable information has been shared with the agencies as a result of the reports submitted.

The development of this policy could have been improved by:

1. More effective communication with the agencies.

2. Developing procedures for conversions, deviation requests and reporting structure prior to publishing the rule.

3. Developing a methodology for sharing information from the reports.

As noted, GSA communicated often with the agencies during this process. Yet the message has not always gotten through. In addition to briefing the agency mail managers, GSA prepared guidance and briefings for agency finance staff and senior leadership. However, there was little interest in the subject matter, and GSA Mail Communications Policy was unable "to get anyone to pay attention." To ensure attention was paid, GSA should have issued briefings and notices from more senior members of the organization, similar to the October 6, 2003 Policy Advisory signed by G. Martin Wagner.

Further, GSA never addressed the cost-benefit analysis head-on. By continually propping up DoD as an example, and not supplying detailed information, GSA increased the frustration of the agency mail managers. The DoD conversion started 15 years ago, and is not complete. Further, DoD cannot point to the conversion as the cause for its postage expenses decreasing. Changes in technology, increased use of presort services, and extensive downsizing by the military all contributed to the reported savings. These facts are known by most agency mail managers, relegating the DoD experience to what one manager aptly called "urban legend" status.

Working with the agencies that had converted, the USPS, and the meter manufacturers, GSA should have prepared guidance similar to the information that was distributed during the last month. The guidance should have been more detailed, including a pricing schedule for permits, e-postage and meter adjustments. And that guidance should have been made available in June 2002, concurrent with the publishing of the interim rule.

Similarly, GSA should have developed a better message and plan for the reporting requirements. Requesting reports to merely validate that agencies have plans is "reporting for reporting sake" and adds no value to the federal government. 

Gathering information from all agencies provides unique benchmarking opportunities. Reports should be gleaned for information that can be helpful to other agencies. Putting that information in an easily accessible database will enable it to create value. Security plans should be reviewed for completeness and written comments provided to each agency.

Does this policy achieve the intended objectives?

As written, the policy can help complying agencies better manage the federal postal dollar. But the policy will not require all agencies to convert from OMAS or comply with the reporting requirements. Agencies are allowed to request deviations and only large agencies must submit reports.

Some agencies have developed sophisticated methods of reconciling OMAS data. Two notable agencies include the Coast Guard and the Department of Labor. Contracting with an external programmer, Labor has developed a system that tracks expenses to the program and location levels. Using this program, Labor has identified misallocated expenses and designated areas for improvement.

Agencies that are conducting this type of analysis are meeting the stated intent of the regulation. The agencies have program-level accounting and are aggressively managing postage expenses. Under the current policies, such an agency should be granted a deviation from conversion to commercial payments.

To be truly effective, the policy requirements should have been stricter. Deviations should only have been allowed for two years with all agencies required to submit conversion plans with their deviation requests. Also, all agencies should be required to submit annual reports, regardless of size.

OMAS is a postage accounting system that cannot provide real-time data, does not track actual postage spent, and does not include information on the number of pieces mailed. OMAS only provides monthly reports, only tracks meter downloads, not usage, and only records the funds transferred to the USPS. These deficiencies are significant obstacles to creating a highly efficient mail management program. 

The argument from Treasury that large agencies should be allowed to remain in OMAS due to lost interest is not supported by the facts. In FY2003, agencies spent approximately $895.3 million under OMAS. Under the commercial payments system for permit and meter postage, when this money is transferred to the USPS, the government only loses one day's interest. Using the Treasury department's simple rate calculator (www.fms.treas.gov/prompt/ppcalc1.html), that equates to $77,717 with the interest rate set at 3.125% (the default rate of the calculator). Even adjusting the interest rate to 10%, the amount only increases to $248,694. (Note: On October 31, 2003 the interest rate for Treasury short-term bills was 1.03% and the long-term rate was 5.23%).

By allowing certain agencies to remain with OMAS, GSA is significantly minimizing the opportunity for savings. The largest agencies have no incentive to move away from OMAS and adopt commercial payment practices. Most significantly, the USPS will need to continue to operate two separate payment systems. Under the current policy, the USPS will actually spend a greater percentage of OMAS postage to maintain the system than it does today.

Over a decade ago, private industry mailers adopted systems to track postage expenditures and piece count to the user level. Companies use both internally developed programs as well as commercial software for this purpose. Tracking expenditures has become more sophisticated and detailed. Mail operations must not only report postage to the piece level, but the complete mailing costs, including material and handling.

Moving to commercial payment systems is one step toward adopting the best practices of private industry. Agencies need to stop looking at their challenges as unique in the mailing industry. Managing multiple mail centers, meeting deadlines prescribed by law, and facing intense political pressure occur in the private sector as well. The OMAS system is a stumbling block to the government's movement toward progressive management practices.

Similarly, the reporting requirement needs to be expanded to add value to the agencies. All agencies, regardless of size, should be maintaining proper records on their mailing operations, and they should have management and security plans. The reporting to GSA should be merely forwarding information already on file.

GSA should expand the reporting requirement to include piece count by class of mail and category of shipping. For example, agencies should complete a form similar to the following:

Postage Expenses:

	Type of Mail


	Number of Pieces
	Postage

	Express Mail
	
	

	Priority/First Class Mail
	
	

	Standard Mail
	
	

	Periodical
	
	

	Package Services
	
	

	International (Airmail, IPA or ISAL)
	
	


Other Carriers:

	Carrier


	Number of Pieces
	Shipping Expense

	FedEx
	
	

	UPS
	
	

	DHL
	
	

	International remail
	
	

	Other carriers
	
	


If agencies have the information, they should break down First Class and Priority Mail, as well as single piece and presort mail.

This information should be submitted electronically, and if possible, through the GSA website. The information should be stored in a database and analyzed for trends, pricing and best practices in expense management.

The most common argument against this type of detailed reporting is based on the time required to collect the information. Every metering system tracks the number of pieces run through the machine, and every permit mailing requires a piece count on the form. Transferring this information to a database or spreadsheet takes seconds a day. The challenge is designing an efficient system for collecting and tracking the information.

The Department of Energy (DoE) has done an excellent job in designing such a system. Sites are required to track usage in their centers. Regionally, "parent mail managers" are then responsible for consolidating the information from sites in their area. The information is then forwarded to DoE headquarters to complete an agency mail profile.

Similarly, the Veterans Health Administration (VHA) requires the 200 VHA facilities to submit a monthly meter report, including piece count. This information is submitted electronically and copied into a master spreadsheet. The meter information is supplemented with the use of the USPS Centralized Account Processing Postage System (CAPS) to track Business Reply Mail expenses for all locations.

An example from the private sector is a technology corporation with over 100 offices around the world. Every office is required to complete an Excel spreadsheet on postage spent and pieces mailed. The reports are sent electronically to the company's headquarters in California each month. The corporate manager is able to review for trends and to develop strategies for reducing expenses.

The mail center security plans should be reviewed by GSA with assistance from the Federal Protective Service and the U.S. Postal Service Inspection Service. Any deficiencies should be noted with a follow-up report to the agency. Best practices should be shared with all agencies through the IMPC and GSA Educational Forums.

Certain agencies have stated that they will not submit security plans, as they do not want that information to leave the agency. In those cases, GSA should request to review those plans at the agency and provide feedback on-site.

