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MISSION
STATEMENT

he mission of the U.S. Postal Service Office of Inspector General

is to conduct and supervise objective and independent audits,
reviews, and investigations relating to Postal Service programs and
operations to:

= Prevent and detect fraud, theft, and misconduct;
= Promote economy, efficiency, and effectiveness;
= Promote program integrity; and

Keep the Governors, Congress, and Postal Service management
informed of problems, deficiencies, and corresponding corrective
actions.

About the Cover: gopost™, a new concept introduced by the Postal Service earlier this year, is currently being tested in Northern Virginia. The gopost units are automated, secured,
self-service parcel lockers placed in convenient locations where customers will be able to pick up or ship packages at their convenience. For more information go to www.gopost.com.
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A MESSAGE FROM THE
INSPECTOR GENERAL

The Postal Service is an invaluable part of the nation’s communications infrastructure. For more

than 230 years, the Postal Service has served to bind the nation together, promote democracy, and
enable commerce. Its mission remains largely unchanged despite the rapid changes in the way we
communicate and share information. In fact, its role as a reliable, secure, and trusted delivery provider
may be needed more than ever.

The Postal Service’s challenges are considerable, but its opportunities are great. Its 5-year business
plan and its efforts to realign its physical and human infrastructure are among the steps the Postal
Service is taking to position itself as a 21st century communications provider. Through our own
mission of promoting integrity and accountability, the Office of Inspector General (OIG) supports the
overall mission of the Postal Service. Our goal is to deliver optimal value to our joint stakeholders
through independent audits and investigations.

In our semiannual report, submitted pursuant to the Inspector General Act, we outline our work and
activities for the 6-month period ended March 31, 2012. In the first section, we highlight audits

and reviews that address risks in areas around the Postal Service’s strategic goals: improve service,
improve financial performance, and improve safety and employee engagement. The second section
highlights investigations conducted during this reporting period that contributed to safeguarding the
Postal Service’s revenue and assets and helped deter postal crimes.

Postal Service executives often work closely with their OIG counterparts to identify problems and
collaborate on solutions, which this report highlights. These efforts have resulted in significant savings
opportunities. During this period, we issued 64 audit reports and management advisories that resulted
in about $1.9 billion in monetary impact, and the Postal Service accepted 95 percent (80 of 84) of the
0IG’s significant recommendations.

We also fulfill our traditional OIG role of rooting out fraud, waste, and misconduct to protect the

Postal Service’s bottom line and maintain confidence in the mail. Our dedication to integrity,
accountability, and transparency means that no person in the organization is above the law or immune
from the ethical standards set by the Postal Service. In this period, we completed 1,648 investigations
that led to 250 arrests and more than $315 million in fines, restitutions, and recoveries, of which more
than $48 million went to the Postal Service.

The 01G — with the support of the Governors, Congress, and Postal Service management —

will continue to play a key role in maintaining the integrity and accountability of America’s Postal
Service, its revenue and assets, and its employees through its audit and investigative body of work.

@ .; (\\N- QQ.
David C. Williams
Inspector General
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The Postal Service’s challenges
are considerable, but its
opportunities are great.



SUMMARY OF PERFORMANCE

For the Period October 1, 2011— March 31, 2012

AUDITS
Reports issued 64
Significant recommendations issued 84
Total reports with financial impact 13
Funds put to better use $1,047184,458
Questioned costs $777,383,244
Revenue Impact $105,058,258
TOTAL $1,929,625,960
INVESTIGATIONS '
Investigations Completed 1,648
Arrests 250
Indictments/Informations 290
Convictions/pretrial diversions 2 324
Administrative actions 800
Cost Avoidance $85,774,919
Fines, Restitution, and Recoveries $315,481,668
Amount to the Postal Service ° $48,428,097
0I1G HOTLINE CONTACTS
Telephone calls 38,916
E-Mail 21,558
Standard Mail 1,366
Voice Mail Messages 389
Facsimile - FAX 312
National Law Enforcement Communications Center 289
TOTAL CONTACTS 62,830

1 Statistics include joint investigations with other law enforcement agencies.

2 Convictions reported in this period may be related to arrests in prior reporting periods.

3 Amounts include case results of joint investigations with other OIG, federal, state, and local law enforcement entities
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INTRODUCTION

The Postal Service, as a trusted provider of delivery
services, continues to have a vital role to play as a
part of the nation’s communications infrastructure.

The communications revolution, the digital age, and globalism are having an enormous
impact on the Postal Service. The ways in which Americans communicate today are
different not just from a decade ago, but from a few years ago — some might argue from a
few minutes ago. Social networking and smart devices are changing communications and
commerce, as an increasing number of American consumers rely on handheld devices to

shop, bank, and interact with businesses.

While the digital revolution is remarkable, it is also
imperfect, leaving gaps in security, privacy, and inclu-
sion. The Postal Service, as a trusted provider of delivery
services, continues to have a vital role to play as a part
of the nation’s communications infrastructure. The Postal
Service has begun the difficult task of reinventing its
business model and refocusing its network. The path
forward probably will require a merging of traditional
postal services with new services that fill the gaps left by
the digital age.

As the cover of our semiannual report to Congress illus-
trates, the transition from traditional services to innovative
ideas has already begun. Retail transactions are taking
place in new ways, whether through online sales or
through the use of gopost automated lockers for sending
or receiving packages. Meanwhile, the traditional Post
Office continues to play a pivotal role in providing services
to citizens.

The Postal Service also has taken innovative steps with
some of its new product offerings, such as Priority Mail
Flat Rate boxes, the Intelligent Mail barcode, and simpli-
fied addressing.

Yet, innovation needs further cultivation. In December
2011, we issued a report that reviewed innovation

best practices and processes among 14 organizations
recognized as innovation leaders. Our work with these
organizations identified 19 best practices that the Postal
Service should consider implementing to foster and insti-
tutionalize a strong culture of innovation. By using these
best practices, and partnering with stakeholders, the
Postal Service could tap into new revenue streams.

We also issued a report that recommended the Postal
Service provide its underused retail space to federal, state
and municipal agencies to expand citizens’ access to ser-
vice and to increase revenue and potentially lower lease
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costs. In a separate report, we recommended the Postal
Service explore partnerships with commercial internet
service providers to increase broadband coverage in
areas they do not currently serve by offering master lease
agreements to Postal Service real estate and installing
wireless fidelity hot spots.

As the Postal Service optimizes its network and assem-
bles a lean delivery system for mail and parcels, it should
also take steps to enter the digital market, perhaps by
making digital communications stronger and safer. This
would help fill the void left by the shortcomings of the dig-
ital revolution. In our white paper, eMailbox and eLockbox:
Opportunities for the Postal Service, we suggest that the
Postal Service engage quickly and proactively to adapt to
new technologies and new market conditions. We offer
two specific ideas, a Postal Service-sponsored, secure
e-mail service (eMailbox) and an accompanying secure
data storage service (eLockbox) to provide new options

to residential customers and businesses, while leveraging
key address management tools and other assets of the
Postal Service.

All of these ideas play against a backdrop of considerable
challenges for the Postal Service. Its net loss from fiscal
year 2007 through FY 2011 was $25 billion and its vol-
ume decline in that period was 39 billion pieces of mail. In
a report on the Postal Service’s finances, we underscored
the Postal Service’s financial challenges, including its
ongoing liquidity concerns. An improved financial outlook
remains tied to legislative action and stakeholder coop-
eration.

In the meantime, the Postal Service must continue to
work toward positioning itself for success in a fast-
changing communications environment. Its mission to
support the communication and commercial needs of
Americans remains vital, but it is also broader than paper
and envelopes in this digital age.
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ASSESSING PROGRESS
TOWARD STRATEGIC GOALS

In this section, the Office of Audit (OA) assesses the Postal Service’s progress toward
the strategic goals articulated in its 2011 Annual Report to Congress and Comprehensive
Statement on Postal Operations - Delivering the New Reality. The Postal Service publishes
a number of reports that are responsive to different legislative requirements. They provide
stakeholders with an accounting of their activities and results. To avoid duplication and
improve consistency, their Annual Report to Congress, the Comprehensive Statement on
Postal Operations, and their Annual Performance Report and Plan are combined in this
single document. The chapter, the 2011 Annual Performance Report and 2012 Annual
Performance Plan, lists the Postal Service’s strategic goals as follows: to improve service,
improve financial performance, and improve safety and employee engagement. We have
organized our audit work in line with these goals. We also present work on the issues of
regulatory studies and reporting obligations, and preserving accountability.

Management Response to Audit Work

OA adheres to professional audit standards and generally presents its audit work to management for comments prior to
issuing a final report. Unless otherwise noted, management has agreed or partially agreed with our recommendations
and is taking or has already taken corrective action to address the issues raised.

October 1,2011 — March 31,2012
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IMPROVE SERVICE

Postage and other postal products and
services are sold at retail outlets around
the country. The Postal Service has
32,000 retail offices, but more than

35 percent of its retail revenue comes
from expanded access locations, such
as grocery stores, drug stores, self-
service kiosks, and www.usps.com.

GOAL 1: IMPROVE SERVICE

The Postal Service’s priority is to provide timely, reliable delivery and improved customer service across all access
points. Specifically, it is focusing on the quality and consistency of service as well as the speed and reliability of
end-to-end mail delivery for all product lines.

Retail Facilities Discontinuance Program

The Postal Service could benefit from an integrated retail network optimization strategy that
includes short- and long-term plans, milestones, and goals. While the Postal Service has imple-
mented new regulations, policies, and procedures, it is unclear what specific changes will be
made, how long it will take to make them, and their anticipated benefits. Management stated
that they have a strategy to expand alternate channel access as part of their plan to reduce the
retail infrastructure, but did not establish specific goals for closing and consolidation initiatives.

Standardization of Mail Processing Equipment

at Processing and Distribution Centers

The Postal Service achieved considerable standardization of letter and flat machines at the
facilities reviewed. Overall, the Postal Service generally matched machine deployment to mail
volume, although opportunities for further standardization exist at some facilities. Manage-
ment agreed with our recommendation to periodically compare equipment to mail volumes at
processing and distribution centers (P&DC), and to redeploy excess mail processing equipment to those sites where
equipment deficiencies exist. The Postal Service told us that they consistently review and analyze the capacity of their
equipment, have removed more than 1,500 pieces of equipment over the past 3 years, and continue to identify areas
for improvement.

Mail Verification Procedures at Detached Mail Units

Our report determined that Postal Service mail verification procedures were not always adequate to ensure that busi-
ness mailings contained sufficient postage or met Postal Service specifications. We also found that Postal Service
employees sometimes overrode system-generated notifications that mailings did not contain sufficient postage or meet
specifications without verifying whether these notifications were valid. We further noted that detached mail unit staffing
was inconsistent and did not always align with mailers’ production levels, resulting in idle staff time at some locations
and heavy workload at others.

Global Business Systems International Dispatch

Our report determined that Global Business Systems (GBS) Dispatch controls over outbound international mail are
adequate. However, controls within the Surface Air Management System do not always prevent outbound international
mail from exceeding air carrier capacities. Additionally, GBS Dispatch does not detect destination country discrepancies
between mailpieces scanned into Point of Service (POS) ONE terminals in the retail environment and the enhanced
distribution barcode scanned during dispatch.

Domestic Mail Manual Preparation and Acceptance Mail Instructions

Our audit determined that the Postal Service has an opportunity to simplify mail preparation and acceptance instruc-
tions. There presently are more than 2,300 pages of instructions in the Domestic Mail Manual' (DMM) Furthermore,
mailers are required to complete postage statements ranging from five to 25 pages. In addition, there are about
800,000 mailing permits in the PostalOne' System but only 39 percent are active. Our analysis revealed that the
Postal Service could reduce the number of active permits from 300,000 to a range of 4,600 to 10,000 by eliminating
multiple permits.

Postal Service Pricing Strategy

Our report found that the Postal Service has more than 7,600 domestic prices for the three product lines and almost
50 percent of them contain low to no mail volume. In addition, the volume and revenue data used to support product
pricing is about 140 days old and, by comparison, its domestic competition has real-time product data. Management
is currently reviewing its costing systems and revenue and volume reporting procedures, and plans to optimize pricing.

' These 2,300 pages of instructions include the DMM, Quick Service Guides Handbook DM-109, Job Aids, and Customer Service Rulings.
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Contract Delivery Service Cost Controls in the Suncoast District

Our audit in the Suncoast District determined that contracts were appropriately awarded based on active deliveries.
However, administrative officials did not always perform route surveys to verify the actual number of deliveries. Without
current and accurate survey information, it may be difficult for contract officials to negotiate an accurate price for a
contract. We recommended that management complete the route surveys, train administrative officials on their respon-
sibilities, monitor completion of the surveys, and clarify the policy on performing route surveys. Management took
immediate action in implementing these recommendations

GOAL 2: IMPROVE FINANCIAL PERFORMANCE

The Postal Service faces the challenge of improving service while simultaneously working to cut costs. Following are
examples of work we conducted in this area to help the Postal Service improve operational efficiencies and to decrease

the risk of revenue loss.

Contracting Opportunities and Impact of the Service Contract Act

In response to a congressional request, we reviewed potential cost savings that could be achieved if the Postal Service
did not have to comply with the Service Contract Act (SCA) and took advantage of additional contracting out oppor-
tunities. Postal Service market research indicated that opportunities exist for cost savings if the agency did not have

to comply with the SCA. In addition, our analysis showed that Postal Service wages for cleaning/janitorial and postal
vehicle service (PVS) driver positions were higher than SCA rates. We estimate that the Postal Service could save about
$675 million annually if it outsourced cleaning/janitorial and PVS driver positions. Barriers to outsourcing the positions
include labor union agreements, workforce retention issues, fluctuations in market or economic conditions, and the
potential for congressional constituency concerns.

IMPROVE FINANCIAL PERFORMANCE

Volume Loss - In recent years the
Postal Service has experienced
significant financial challenges.
The Postal Service had over $25
billion in net losses for the period of
October 2007 through September
2011. The net loss was $3.3 hillion
for the 3 months ending December
31, 2011, compared to a net loss
of $329 million for the same period
last year (SPLY). For the 3 months
ending December 31, 2011, com-
bined First-Class Mail and Standard
Mail, which represent about 95
percent of the Postal Service’s total
mail volume, decreased 2.7 billion
pieces, or 6.2 percent, compared
to SPLY, with an associated drop

in revenue of $650 million, or

4.8 percent. These losses were
primarily caused by the economic
recession and the continuing
changes in consumer preferences
for electronic media over hard copy
correspondence and transactions.

Postal Service Financial Condition

Liquidity Concerns - Amid chal-
lenging economic conditions,
technological changes, and declin-
ing mail volumes, the Postal Service
may not have sufficient revenues
to cover its financial obligations.
Current financial projections
indicate that it will not be able to
make the required $11.1 billion
prefunding payment for retiree
health benefits (PSRHBF) due in
FY 20122, Current projections also
indicate that the Postal Service

will have a precariously low level

of cash and liquidity on September
30, 2012. Even without making the
PSRHBF payments in 2012, the
Postal Service may not be able to
meet all of its financial obligations
in October 2012 when it is required
to make a payment of about $1.3
billion to the Department of Labor
(DOL) for workers’ compensation.

Business Plan - In 2011, to
address its financial challenges,
the Postal Service initiated aggres-
sive cost-cutting plans, increased
financial controls, and streamlined
processes in an effort to reduce

its annual operational expenses

by $20 billion by 2015. These
initiatives consisted of a variety

of actions and future plans, such
as: increasing pricing for mailing
services, restructuring its health
care programs, eliminating Saturday
delivery, expanding access to retail
services, establishing a more flex-
ible workforce, expanding products
and services, and redesigning
administrative functions by reduc-
ing the number of area and district
offices and further decreasing the
number of administrative, supervi-
sor, and postmaster positions. Many
of these actions require legislation
and stakeholder cooperation.

2The 2012 Consolidated Appropriations Act, the most recent law affecting the PSRHBF payment, changed the due date of the $5.5 billion originally due September 30, 2011
to August 1, 2012. As a result, the total required PSRHBF payment in 2012 is $11.1 billion: $5.5 billion due by August 1, 2012, and $5.6 billion due by September 30, 2012.
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The Postal Service consistently reviews
and analyzes the capacity of its equip-
ment and it has removed more than
1,500 pieces of equipment over the
past 3 years. The organization continues
to identify areas for improvement.



IMPROVE FINANCIAL PERFORMANCE

Past Network Optimization Initiatives
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The Postal Service uses Handbook PO-408,
Area Mail Processing Guidelines, to consolidate
mail processing operations and perform post-
implementation reviews. Area mail processing
(AMP) consolidations are designed to make
more efficient use of Postal Service assets.
The Postal Service expanded the AMP process
to include a headquarters initiated top-down
process using computer modeling. The top-down
process provides increased flexibility and more
consistent and standardized data analysis.
Between FY 2004 and FY 2011, the Postal
Service initiated 418 AMP studies, 103 of which
were implemented. The Postal Service halted
66 studies due to service issues, inadequate
savings, and stakeholder opposition; and it has
249 in various stages of approval. During the
same period, the 0IG issued 39 audit reports
concerning AMP initiatives. The OIG issued
two status reports on the Postal Service’s
optimization initiatives, five reports about the
consolidation process, and 32 reports about
individual consolidations. We determined that a

valid business case exists for 31 of the 32 AMPs
(97 percent) we reviewed. These business cases
were supported by adequate capacity, increased
efficiency, reduced workhours and mail process-
ing costs, and improved service standards.
Since FY 2004, the Postal Service improved
the AMP process by updating feasibility stud-
ies and stakeholder communications. This
resulted in better data consistency, planning,
and implementation as well as a better review
process. We noted that the projected AMP
annual savings for the 33 completed post-
implementation reviews was about $94 million.
The reviews indicate that the Postal Service
realized annual savings of about $323 million.
A variance of more than $229 million occurred
because concurrent initiatives’ savings were
included with AMP consolidation savings. There
are 14 post-implementation reviews past due.
Management plans to further enhance the AMP
communication plan to incorporate stakeholder
input and will ensure resources are allocated
to complete reviews in a timely manner.

Gonsolidation Reviews

In response to requests from Congress, we conducted the following reviews to assess the business case for consoli-
dation and the impact on customer service. An AMP consolidation involves moving all originating and/or destinating

mail from one or more facilities into other processing facilities to improve operational efficiency and/or service. In our
reviews, consolidations were supported and complied with established policies; however, we identified opportunities
for improvement.

Flint, MI, P&DC Consolidation
We reviewed the consolidation of mail processing operations from the Flint P&DC into the Michigan Metroplex P&DC

and found that a valid business case exists to consolidate destinating mail processing operations. Our analysis indicated
that (1) adequate capacity exists to process additional mail volumes at the gaining facility; (2) customer service will be

minimally impacted; (3) efficiency at the Michigan Metroplex P&DC should continue to improve with the addition of mail
volume from the Flint P&DC; (4) no career employee will lose their job with the Postal Service; however, some reassign-
ments will occur; and (5) equipment relocation costs were overstated, but had no material impact on the business case.

Industry, CA, P&DC Originating Mail Consolidation

We determined that a valid business case existed to consolidate originating mail processing operations from the Indus-
try P&DC to the Santa Ana P&DC, resulting in a projected cost savings of about $1.32 million annually. Our analysis
also indicated that adequate machine and facility capacity exists to process mail at the gaining facility; customer service
will be minimally impacted; no career employees will be laid off, although some reassignments will occur; the Santa
Ana P&DC is more efficient and processes its mail volume at a higher productivity level than the Industry P&DC; and
AMP policies and guidelines were generally followed.

Mansfield, OH, Mail Processing Center Consolidation

Our report determined that there is a business case supporting the consolidation, producing a first year savings of
about $4.8 million if the Postal Service successfully repositions affected employees. Our analysis also indicated that
there would be some staff reduction at the facility, there is adequate capacity at the Cleveland P&DC, and customer
service would be negatively impacted for some service, while others would be upgraded. Finally, some AMP policies
and guidelines were not followed, but this did not impact the business case supporting the consolidation.
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IMPROVE FINANCIAL PERFORMANCE

Oxnard, CA, Processing and Distribution Facility Destinating Mail Consolidation

Our report determined that a business case exists to support the consolidation of the Oxnard, CA, processing and dis-
tribution facility (P&DF) destinating mail into the Santa Barbara, CA, P&DC, and that the consolidation should produce
substantial cost savings. We also determined that the Santa Barbara P&DC needs to optimize staffing.

21st Century Post Office: Share Excess Resources

Our report determined that Post Offices nationwide have surplus space, window, and retail workhour capacity to
perform additional government transactions. We recognize the Postal Service’s need to optimize its network through
consolidations and closures and believe management could employ underused Post Office resources to maintain or
expand the reach of government departments to citizens. Providing these services could save much needed resources,
expand public access to government services, and provide revenue to the Postal Service.

21st Century Post Office: Aligning with the National Broadband Infrastructure Initiative

Our report determined that for-profit Internet service providers (ISP) have provided thorough broadband coverage in
areas of the U.S. that would garner economic profit. However, there are areas (mostly rural) in the U.S. that do not have
service due to the negative financial return involved when entering those markets. The Postal Service can assist the
National Broadband Infrastructure (NBI) Initiative through a public/private partnership with commercial ISPs to provide
facilities and land for the expansion of the broadband infrastructure.

Management disagreed with our findings and recommendations to offer a master lease agreement to Postal Service
real estate and install Wi-Fi hotspots in areas without service. However, management generally agreed that a public/
private partnership could at some point further the interests of the NBI Initiative.

Integrating Sustainable Energy in Facilities

Our report determined that the Postal Service has not measured the performance of currently installed alternative
energy systems and that additional alternative energy projects might not be economically viable for the Postal Service
at this time. However, there might be future opportunities to integrate state-of-the-art alternative energy technologies
to provide potential savings and other benefits. We determined that the Postal Service needs to establish and monitor
performance metrics for any new alternative energy systems it implements to determine whether these systems are
successful.

The 0IG conducted a number of
reviews to assess the business case
for consolidation of mail processing
facilities and to determine the poten-
tial impact on customer service.

Innovation Best Practices Analysis

This audit’s objective was to
identify and learn about innova-
tion best practices the Postal
Service can consider using. We
noted that, despite facing regula-
tory and market constraints to
innovation, the Postal Service
has introduced innovations such
as Priority Mail® Flat Rate Boxes,
the Intelligent Mail® barcode, and
simplified addressing. However,
the Postal Service does not have

its own formal innovation process
or strategy or one that encourages
partnering with stakeholders to
grow new revenue streams. With
the assistance of Kaiser Associates,
we conducted best practices/pro-
cesses research at 14 companies
representing a variety of industries.

We identified 19 best practices
the Postal Service could use, of
which management identified

six as aligning with its DRIVE®
(Delivering Results, Innovation,
Value and Efficiency) initiative.

We recommended that the remain-
ing 13 best practices be phased in
over the subsequent 2 years, and
that management incorporates
innovation into the Postal Service’s
strategic plan by March 30, 2012,

3 DRIVE is a data-driven management system designed to improve USPS business strategy. It manages 36 key initiatives in a way that provides streamlined reporting and account-

ability http://blue.usps.gov/wps/portal
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IMPROVE FINANCIAL PERFORMANCE

The Postal Service could have saved more
than $27 million in a year if it maximized
First-Class Mail container density before
tendering the containers for transport by air.

Packaging for expedited services (Express
Mail and Priority Mail) is available for

free to customers. Our review deter-
mined that the Postal Service needs

an efficient and effective process to
identify and reduce waste associated with
its expedited packaging supply program.

10

Density of First-Class Mail on Air Transportation

Our audit disclosed that some First-Class Mail was being transported by air in less-than-full mail
containers bound for the same destinations across the country. Overall, the Postal Service could
have saved at least $27.3 million if it maximized First-Class Mail container density before tender-
ing them for transport by air from April 1, 2010, through March 31, 2011.

Postal Vehicle Services Transportation Routes — Margaret L. Sellers P&DC

Our report determined that Margaret L. Sellers P&DC management appropriately reviewed

and adjusted Postal Vehicle Service (PVS) schedules due to the implementation of the Flats
Sequencing System. However, P&DC officials could more effectively manage PVS transportation
processes and schedules to reduce driver workhours, fuel use, and damage claims. Additionally,
we verified that management properly cancelled or consolidated underutilized trips from highway
contract routes that serve the P&DC.

Standardization of Integrated Mail Handling System Loaders at Network
Distribution Centers

Our report determined that 247 of the 524 Integrated Mail Handling System loaders at Network
Distribution Centers (NDC) have been modified to accommodate over-the-road (OTR) mail con-
tainers. Once the remaining loaders are modified, the Postal Service would gain consistent use of
the equipment in the NDC network and be able to improve the flow and redistribution of OTR
containers, reduce cardboard purchases, avoid unnecessary transportation of empty OTR con-
tainers, and eliminate a safety hazard.

Inbound International Parcel Mail

The Postal Service did not always identify, record, and bill foreign posts for inbound international
parcel mail. As a result, the Postal Service did not collect $10.9 million in revenue for inbound
international parcel mail received and delivered in the U.S. between calendar years 2008 and
2010. While the Postal Service significantly improved the completeness of its billing records in
2010 after the Foreign Post Settlement System replaced the International Accounting Branch
Settlement System in December 2009, improvements are needed over internal controls designed to identify, record,
and bill for inbound international mail.

Expedited Packaging Supplies Program

Our review disclosed that the Postal Service did not have an efficient and effective process in place to identify and
reduce waste associated with its expedited packaging supply program. Specifically, the Postal Service could not
account for at least 370 million Express and Priority Mail boxes and envelopes, at a cost of about $87 million, from FYs
2008 through 2010. This represents 19 percent of the total expedited packaging supplies produced for this timeframe.

Management stated that it is implementing comprehensive automated procedures to improve the efficiency and effec-
tiveness of its expedited packaging supplies program. SEAM (Solution for Enterprise Asset Management), a system to
improve inventory management forecasting and auto replenishing of expedited packaging supplies at Post Offices, will
be piloted beginning June 25, 2012, in the Central Plains and Western Pennsylvania Districts, with a national launch
currently scheduled for September 7, 2012.

Further, pilot testing for integrating SEAM into the Point-of-Sale (POS) System began May 4, and will be fully released
in POS in May 2012. Integrating SEAM into POS will add significant efficiency through “cycle count functionality,” which
utilizes past ordering history to generate automated replenishment orders.

In addition, management noted the specialized and customized ordering and fulfillment validation procedures have been
improved. All specialized ($50,000 minimum revenue) and customized ($250,000 minimum) orders and reorders are
now validated through PostalOne!, the Revenue, Pieces and Weights System, and/or the National Meter Accounting

& Tracking System to ensure customers qualify and are using packaging.
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IMPROVE SAFETY AND EMPLOYEE ENGAGEMENT

GOAL 3: IMPROVE SAFETY AND EMPLOYEE ENGAGEMENT

Postal Service employees are its greatest asset. A key strategy to improve productivity is to improve safety and increase
employee engagement.

Health and Safety Program

Our report determined that the Postal Service has processes in place to minimize health and safety hazards and assist

with Occupational Safety and Health Administration compliance. However, employees do not always follow these processes,
as we identified hazards and unsafe conditions at locations we visited. We also identified opportunities to improve safety
processes and procedures.

Unauthorized Overtime

The Postal Service has procedures to assist supervisors with monitoring and controlling unauthorized overtime; however, at
the 12 locations we visited during our audit, management did not always follow the prescribed procedures. Specifically, they
did not always properly complete and maintain records for employees who requested or incurred unauthorized overtime. Our
audit disclosed that some of the unauthorized overtime workhours recorded in the Time and Attendance Collection System
(TACS) may have been informally authorized by management. However, management did not track and we were unable

to segregate informally authorized overtime from the unauthorized overtime workhours recorded in TACS. As a result, we
classified the entire amount recorded in TACS as unsupported questioned costs. Lastly, we identified controls in the Central
Pennsylvania District that should be considered best practices throughout the Postal Service. These best practices include
active daily monitoring of unauthorized overtime by supervisors and active oversight by managers and the district TACS
office.

Mail Processing Allegation

In response to a congressional request, we determined that Biohazard Detection System (BDS) stop times varied on a daily
basis and that there was no evidence the P&DC manager bypassed the BDS while processing mail, as was alleged by a
Postal Service employee.

REGULATORY STUDIES AND REPORTING OBLIGATIONS

The Postal Accountability and Enhancement Act of 2006 requires the Postal Service to conduct certain regulatory studies
and mandates a number of reporting obligations. The Postal Service uses special financial studies to attribute costs to the
various categories of mail and special services, and to develop workshare cost avoidance estimates.

Management Operating Data System

This audit’s objective was to
determine the impact Manage-
ment Operating Data System
(MQDS) data errors and other
excluded MODS data would have
on MODS-based productivities

and their associated cost avoid-
ance models and the attribution of
costs to products. The MODS is a
web-based application that collects
data from the Time and Attendance
Collection System (TACS) and the
Web End-of-Run (WebEOR). It uses
this data to report on mail volume,
workhours, and machine usage at

major mail processing facilities. The
accuracy of MODS data is critical
both operationally for planning and
tracking and for cost attribution.

We determined that the Postal
Service must take additional steps
to provide accurate mail process-
ing and cost avoidance estimates.
Management should focus correc-
tive actions on the MODS operation
numbers and facilities creating

the most significant number of
errors. Additionally, management
could improve data quality review

procedures and use alternative
methodologies to further minimize
the effect of MODS errors. We
analyzed the impact of alternative
methodologies on two cost avoid-
ance models and estimated that
the revised workshare discounts
could have resulted in $86.8
million in reduced workshare
discounts and increased revenue.

However, management did not
agree with our calculation of mon-
etary impact stating it is incorrect to
claim any monetary impact (positive

or negative) by adjusting discounts
or adjusting the price gaps between
products in mail classes. The
monetary impact we calculated is
dependent on corrective actions
taken on MODS data quality and
could be realized depending on
management decisions regarding
product pricing made within the
limitations of the Consumer Price
Index price cap and unused rate
authority available at that time.

Revenue, Pieces, and Weight Inputs into the Cost and Revenue Analysis Report
Our report determined that the Postal Service could significantly reduce manual data collection for revenue, pieces,

and weights estimation by modifying existing automated processes to collect mailpiece images for analysis and moving

sampling from delivery units to supporting processing plants. The Postal Service could make the hardware changes

needed with existing technology, which would benefit both operational needs and statistical sampling efforts. We esti-
mate that the Postal Service could save about $13 million in annual data collection costs. Management agreed with our

recommendations; but disagreed with our assessment of the state of automated data and the cost savings estimate.

October 1,2011 — March 31,2012

11



PRESERVING ACCOUNTABILITY

12

PRESERVING ACCOUNTABILITY

During this period we audited Postal Service financial transactions. We also assessed the accuracy of management
data to help preserve the integrity of Postal Service processes and personnel.

Financial Audits

The following is a summary of the financial audits performed in support of the independent public accounting firm’s
opinion on the Postal Service’s financial statements and internal controls over financial reporting.

FY 2011 Financial Statements Audits

These reports present the results of our audit of the financial activities and accounting records at headquarters,

and Eagan, St. Louis, and San Mateo Accounting Services for FY 2011. We noted that the Postal Service’s financial
accounting policies and procedures provide for an adequate internal control structure and comply with generally
accepted accounting principles. Further, accounting transactions impacting the general ledger account balances for
assets, liabilities, equity, income, and expenses are fairly stated, general ledger account balances conform with the
general classification of accounts of the Postal Service on a basis consistent with that of the previous year, and except
for one instance of noncompliance related to the suspension of the employer Federal Employees Retirement System
obligation, the Postal Service complied with laws and regulations that have a direct and material effect on the financial
statements taken as a whole. For these audits, we did not propose any adjustments. However, throughout the year, we
reviewed internal controls over financial reporting and identified various control deficiencies that we brought to manage-
ment’s attention at the time of discovery to assist them with their responsibility for establishing and maintaining an
adequate internal control structure over financial reporting.

FY 2011 Financial Testing Compliance Group Oversight Reviews

To comply with Sarbanes-Oxley Act requirements, the Postal Service must report on the effectiveness of the agency’s
internal controls to ensure accurate financial reporting. It must submit an annual assessment to the Postal Regulatory
Commission. The Postal Service established the financial testing compliance group to conduct tests of key financial
reporting controls. We conducted oversight reviews, at the request of the independent public accountants, to assist the
Postal Service in determining whether they can rely on the results from their field-level internal control testing. During
this reporting period, we issued 158 management advisories that concluded on whether analysts properly conducted
and documented their examinations of key financial reporting controls. Although significant improvements in the group’s
testing of key controls were made from the prior year, we did not always agree with the results of the testing. We noted
the group did not identify testing errors in four site reviews, did not perform steps in accordance with their program in
three site reviews, and did not adequately document their work in two site reviews.

Information Technology Security

We conducted this audit to assess the Postal Service's current state of information technology (IT) security. A suc-
cessful IT security program ensures the confidentiality, integrity, and availability of critical information resources. We
found that Corporate Information Security has made progress to enhance and execute the Postal Service's information
security program. However, we identified ongoing challenges and areas where management should strengthen security
controls surrounding critical information resources to support the organizations information security goals and prevent
damage to the Postal Service brand.

Bad Check Prevention and Collection

Our audit determined that the Postal Service’s policies and procedures to prevent and collect bad checks were effective
and efficient. In FY 2011, the Postal Service collected about 69 percent of bad check debt, and bad checks repre-
sented 0.14 percent of retail check payments. In addition, we determined that the collection process for bad checks
was cost effective, and that staffing to process and collect bad checks decreased concurrently with bad check volume.

International Air Mail Records Units
Los Angeles International Service Center

The Los Angeles International Service Center (ISC) records unit generally processed international mail transactions to
ensure that the St. Louis accounting branch was able to timely bill foreign postal administrations. However, the records
unit did not maintain supporting documentation, such as manifests or verification notes, to help ensure accurate billing.
Also, the records unit did not always perform a complete weekly audit of verification notes, and management did not
always perform a complete review of System for International Revenue and Volume, Inbound (SIRVI) test data, used in
the billing to and collection of payments made by foreign postal administrations for the delivery of foreign mail, or review
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and approve SIRVI tests daily. Such reviews and approvals are necessary to
ensure that country-specific volume estimates used to determine the terminal
dues paid to the Postal Service for the delivery of foreign country incoming mail
are correct.

J.T. Weeker (Chicago) ISC

The J.T. Weeker ISC records unit generally processed international mail trans-
actions timely and accurately to ensure that the St. Louis accounting branch
correctly and timely billed the foreign postal administrations. However, system
access safeguards could be improved. Also, we found a records unit clerk did
not modify a letter post dispatch record when the unit later received supporting
documentation from the San Francisco ISC to support a greater weight for

the dispatch.

New York ISC

The New York ISC records unit processed international mail transactions to
ensure that the St. Louis accounting branch billed foreign postal administra-
tions timely. However, management did not always completely review SIRVI test
data. Additionally, system access safeguards could be improved.

Travel and Other Expenses

We assessed whether the travel and miscellaneous expenses (including exter-
nal professional fees) of the Board of Governors were properly supported, reasonable, and in compliance with Postal

Photo by Michael Zara

Service policies and procedures and board policies. We also assessed whether travel and representation expenses Mail that is destined for or coming from
claimed by Postal Service officers were properly supported and in compliance with policies and procedures. We found foreign countries is handled through one of
that these expenses for the Board of Governors were properly supported, reasonable, and in compliance with Postal the Postal Service's International Service

Centers located at airports in five major

Service aqd board pollples. Hoyvever, Postal Service offlcer.s did not alyvays comply with the guidelines when claiming ¢ites, Proper supporting documentation
expenses incurred during official travel and for representation. We reviewed 68 of 972 reimbursements and found is essential to ensure the Postal Service
17 issues regarding reimbursement claims, international travel approval letters, travel deviation requests, alcohol accurately bills and collects payments
purchases, and parking fees. These instances did not materially affect the overall financial statements. In response to from foreign postal administrations

our findings, management stated that they will select a permanent accountant with appropriate training to advise the for delivery of cross-border mail.

officers and their administrative assistants on the revised guidelines by September 2012.

RISK ANALYSIS RESEARCH CENTER

Budget Scoring and Postal Service

By law, the Postal Service’s finances are separate from the rest of the federal budget, but efforts to solve the Postal
Service'’s financial problems continue to be caught up in budget scoring considerations. Budget scoring is a required
procedure that evaluates proposed legislation for its effect on the federal deficit. It is part of the broader budget
enforcement process. For example, budget scoring is making it difficult to enact legislation to fix the recognized over-
funding of the Postal Service’s Federal Employees’ Retirement System (FERS) obligations.

The Postal Service Office of Inspector General (OIG) explored these obstacles in
an August 2009 white paper entitled Federal Budget Treatment of the Postal
Service. In a white paper released in February 2012, Budget Enforcement
Procedures and the Postal Service, the 0IG updated budget events since the 2009
paper, which had laid out the limited advantages conferred by the way the Postal
Service's off-budget status is implemented. The new paper provides a detailed
description of the federal budget process and argues that until Postal Service
finances and the federal budget can be disentangled, it is important for the Postal
Service and its stakeholders to understand the current budget landscape and its
potential to affect comprehensive postal reform.
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eMailbox and eLockbox

Digital media and technologies continue to offer both new challenges to physical mail and important potential areas of
growth for the Postal Service. A Postal Service-sponsored, secure e-mail service (“eMailbox”) and an accompanying
secure data storage service (“eLockbox”) would provide new options to residential customers and businesses, while
leveraging key address management tools and other assets of the Postal Service. The Postal Service could offer an
eMailbox that links a current physical address to a permanent electronic address for every individual or business. This
eMailbox could be the cornerstone of a secure and confidential communications network that would be accessible to
users anytime, anywhere through a personal computer, tablet, or smartphone.

Under this concept, users’ postal e-mail addresses and physical addresses would be linked, utilizing current Postal
Service assets, including the Address Management System (AMS) and National Change of Address (NCOA) System
databases. This linkage would let consumers decide whether to receive their mail digitally or physically. It would also

strengthen the Postal Service’s role as a bridge between the digital and physical worlds. Users would be validated
under a multifactor authentication process, their data held confidentially, and privacy maintained.
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The eMailbox could also support new digital commercial and government
services. An eLockbox could offer related digital storage, including storage
of legal documents, medical records, and other personal records, as well as
sentimental photographs and multimedia files.

The paper eMailbox and eLockbox: Opportunities for the Postal Service sug-
gests that the Postal Service must engage quickly and proactively to adapt to
new technologies and commensurate new market conditions. Together, these
two services could provide a sound base for other applications on a secure
postal platform and would help maintain and expand the Postal Service’s
reputation as a trusted third party entity and facilitator of communication,
whether digital or physical.

Risk Analysis Research Center
The OIG’s Risk Analysis Research Center (RARC)  community. The RARC research group has three  Postal Service, the federal budget and the

conducts in-depth research and analysis about separate teams, Mission Operations, Support Postal Service, and a series of papers on
p