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MISSION STATEMENT

The 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.

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



A MESSAGE FROM THE INSPECTOR GENERAL

This report, submitted pursuant to the Inspector General Act, outlines our work and activities for the
6-month period ending March 31, 2011. In the first section of this report, we highlight audits and reviews
that address risks in the strategic, financial, and operational areas of the Postal Service. 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 Office of Inspector General (0IG) counterparts

to identify problems and collaborate on solutions. These efforts have resulted in significant savings
opportunities. During this period, we issued 107 audit reports and management advisories, and the Postal
Service accepted 98 percent (87 of 89) of the OIG’s significant recommendations.

In addition, we completed 1,661 investigations that led to 326 arrests and more than $708 million in fines,
restitutions, and recoveries, of which nearly $68 million went to the Postal Service.

The Postal Accountability and Enhancement Act of 2006 encouraged the U.S. Postal Service to modernize
and adopt a leaner, volume-driven infrastructure that assures readiness for the 21st Century. The Postal
Service has taken steps toward rightsizing its network and aligning its workhours to the ebb and flow of
mail, but progress has been slow. The considerable financial challenges facing the Postal Service make
these necessary changes even more urgent.

Our audit report on the Postal Service’s financial condition underscored the organization’s financial

crisis, which is the result of overpayments to federal benefits funds, the recent recession, the disruption
of the digital age, and an oversized Postal Service network. Our work has determined that a prefunding
adjustment to pension and retiree health care funds would improve the Postal Service’s financial position.
Still, the Postal Service needs to continue to optimize, simplify, innovate, and find its role in an age of fast-
changing digital communications.

In February, we released a white paper that examined key digital trends and the gaps in providing all
citizens with access to digital communications. The research provides a framework for postal stakeholders
to consider what a future postal system might look like and to contemplate how the Postal Service might
serve as a bridge between hard-copy communications and the digital world.

Our work in this period also focused on other challenges the Postal Service faces, including customer
service issues and information technology controls. Our investigative work centered on ensuring the
integrity of postal personnel, processes, and finances.

The 0IG — 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.

David C. Williams
Inspector General



SUMMARY OF PERFORMANCE

October 1, 2010 — March 31, 2011
AUDITS

Reports issued 107
Significant recommendations issued 89
Total reports with financial impact 30
Funds put to better use $61,629,436,252
Questioned costs' $566,259,866
Revenue Impact $58,520,796
TOTAL FINANCIAL IMPACT? $62,254,216,914
INVESTIGATIONS?®
Investigations completed 1,661
Arrests 326
Indictments/informations 366
Convictions/pretrial diversions* 381
Administrative actions 1,009
Cost avoidance $88,992,568
Fines, restitutions, and recoveries® $707,668,622
Amount to Postal Service $67,959,781
0IG HOTLINE CONTACTS
Telephone calls 31,891
E-malil 13,496
Virtual Front Office calls 10,828
Standard Mail 1,095
Voice mail messages 360
Facsimile — FAX 218
National Law Enforcement Communications Center 337
TOTAL CONTACTS 58,225

"Includes unsupported costs of $266,180,194.

2 The Postal Service agreed to recommendations or proposed alternative corrective actions that, if implemented, could result in more than
$62 billion in savings.

3 Statistics include joint investigations with other law enforcement agencies.
* Convictions reported in this time frame may be related to arrests made in prior reporting periods.

5 Amount include case results of joint investigations with other OIG, federal, state, and local law enforcement entities.
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INTRODUCTION

INTRODUCTION

The history of the U.S. Postal Service is inextricably tied to the history

of this country’s founding. The Second Continental Congress, meeting

in Philadelphia in 1775, understood that the conveyance of letters and
intelligence was essential to the cause of liberty. It created a postal system
that same year, appointing Benjamin Franklin as its postmaster general.

Since its creation, the Postal Service’s mission has remained essentially
unchanged: to bind the nation together through the provision of reliable,
affordable, universal mail service. For the past 40 years, the Postal Service
has paid for its operations from revenues earned by the sale of postage and
services. It is not supported by taxpayers, and has not taken a congressional

subsidy to pay for its operations since 1982. The Postal Service's mission has remained unchanged since the days of
Benjamin Franklin: to bind the nation together through the provision of reliable,
affordable, universal mail service.

The Postal Service has relied on a steady increase in mail volume and
revenue to cover its expenses. This paradigm shifted a few years ago, when
the recession and the changing nature of communications collided. Mail volumes plummeted causing revenue to
drop and annual net losses to mount. The Postal Service has seen mail volume decline by 41 billion pieces, or 20
percent, since 2007. Changes to its business model are essential, which the Postal Service has addressed in its
10-year plan to maintain a viable Postal Service.

The Postal Service Office of Inspector General has done work to evaluate the challenges facing the Postal
Service, which include an oversized postal network, the need to strengthen its innovation efforts, and shrinking
revenue in a new era of communications. The Postal Service’s most pressing demand, however, is the federally
mandated overfunding of its retiree benefit plans. The Postal Service has posted net losses totaling $20 billion in
the past 4 years, nearly all of it attributable to the mandated prefunding of its Retiree Health Benefits Fund.

Our work includes a detailed review of the Postal Service’s overpayment to the Civil Service Retirement System
and the Federal Employee Retirement System. We benchmarked prefunding levels of public and private sector
entities for pensions and retiree health benefits and noted where the Postal Service could find substantial cost
savings.

In this most recent reporting period, we also assessed the Postal Service’s financial condition and reviewed the
discounted rates it provides to commercial mailers. We looked at how the Postal Service could make better use
of its workforce and network by driving out inefficiencies and redundancies.

We also have studied opportunities for the Postal Service as it moves into the 21st century and finds its role
in a constantly evolving communications environment. Our reports and white papers have helped shape the
discussions on how to position the Postal Service to be sustainable and successful in the digital age.

The reports and investigations noted in this semi-annual report to Congress support our mission to root out
fraud, waste, and abuse to protect the Postal Service’s bottom line, safeguard the integrity of the Postal System,
and maintain confidence in the mail. We rely on technology, engagement, and collaboration to protect current
and future postal revenues and to promote more efficient and productive Postal Service operations. We are also
proud to have contributed to the debate on how best to sustain a valuable national infrastructure.
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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 Foundation for the Future: 2010 Comprehensive Statement on Postal Operations, 2010
Performance Report, and 2011 Performance Plan. These goals are to improve service, improve employee
engagement, and improve financial performance. We have organized our audit work in line with these goals.

We also present feature stories, and work on issues of regulatory studies and reporting obligations, and
preserving accountability. In addition, we report on Risk Analysis Research Center research and white papers.

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.

Intelligent Mail Customer Satisfaction

The Postal Service relies heavily on information technology
to support its mission of providing prompt, reliable, and
efficient mail. The agency has implemented Intelligent Mail
barcodes for mailpieces and containers, and deployed the
enabling technology to support mail visibility in the Postal
Service network. The Postal Service offers two Intelligent
Mail service options: basic and full.

We reviewed the performance risks associated with the
full service program to determine customer satisfaction
and identify barriers to mailer participation. As a result,
we recommended that the Postal Service re-emphasize
program benefits to business mailers, consider offering
program incentives to business mailers to offset program
start-up costs, and provide continuing training to business
mail entry clerks and PostalOne! help desk employees. We
recognize that corporate efforts were already under way
to emphasize program benefits before the inception of our
audit and that the mailer participation results are mixed
thus far.

Follow-up Review of Operations and Service
in the Philadelphia District

Overall, operations and service have improved in the
Philadelphia Metropolitan Customer Service District.

They fully implemented 10 of the 13 recommendations
we previously made. These recommendations entailed
improving communication with employees and customers,
modifying staffing of operations based on mail volumes,
and increasing supervision of employees. However, the

recommendations related to color coding, mail condition
reporting, and mail flow had not been fully implemented
due to lack of management oversight. Consequently,
service scores and customer satisfaction could be
adversely impacted.

Express Mail Guarantees

Express Mail is an expedited mail delivery service of the
Postal Service that guarantees mail delivery time. The
Postal Accountability and Enhancement Act of 2006
classifies Express Mail as a competitive product and
requires the Postal Service to ensure that each competitive
product covers its attributable costs. The Postal Service
charges Express Mail postage for each addressed
mailpiece according to its weight and zone, with on-time
delivery guaranteed or the customer gets their money back.
We assessed whether it is a prudent business practice for
the Postal Service to guarantee Express Mail Service to all
ZIP Codes and American territories.

The Postal Service came very close to meeting its overall
goal of 96 percent on-time Express Mail delivery in

FY 2009. However, of the 115.6 million pieces of Express
Mail sent from October 1, 2007, through March 31, 2010,
the Postal Service did not meet the guaranteed delivery
times for 5 million pieces, resulting in potential monetary
exposure of $80.6 million. The actual amount refunded

for this period was $14.5 million. In addition, the Postal
Service was not monitoring Express Mail Corporate Account
negative balances and closing inactive accounts effectively.

Internal Controls over Powered Industrial
Vehicles

We reviewed internal controls over powered industrial
vehicles at the Salt Lake City Processing and Distribution
Center and Auxiliary Service Facility. These vehicles
include tow motors, fork trucks, tractors, platform lift
trucks, motorized hand trucks, and other specialized
industrial trucks. The Salt Lake City locations do not have
an automated monitoring system, such as the Powered

IMPROVE SERVICE

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 in
the selected audit work
discussed in this report,
management has agreed
or partially agreed with our
recommendations and is
taking or has already taken
corrective action to address
the issues raised.
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IMPROVE SERVICE

Industrial Vehicle Management System, to control access,
analyze usage, or track locations of the vehicles. The
system consists of intelligent wireless devices installed
on vehicles and client-server software for access control,
utilization analysis, real-time location tracking, and many
other functions.

Management at the Salt Lake City facilities was able to
effectively manage workhours in tow and forklift operations.
However, they did not always manage internal controls over
vehicle safety and maintenance. Specifically, management
did not ensure:

= Certification of powered equipment operators;

= Completion of Occupational Safety and Health
Administration checklists by drivers;

= Timely completion of preventive maintenance;

= Repairs to vehicles and compliance with district
procedures on the use of portable electronic devices.

Postal Vehicle Service Transportation Routes

This audit is one in a series of audits responding to the
Postal Service’s request to assess whether selected Postal
Vehicle Service operations were effective and economical.
As background, the Postal Vehicle Service transportation
network uses postal vehicles and employees who work
from network distribution centers in or near metropolitan
areas, and the drivers travel about 150 million miles
annually. Since these operations are local, the network is

The Postal Vehicle Service transportation network uses postal vehicles and postal employees who work
from network distribution centers in or near metropolitan areas. The OIG audits the operations, including
scheduling and staffing, to determine if they are effective and economical.
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managed at the facility level under guidance from district,
area, and headquarters transportation officials.

Employees working at the Suburban Maryland Processing
& Distribution Center (P&DC) were inconsistently applying
safety policies while transporting mail and equipment.
Also, Suburban Maryland P&DC officials did not always
conduct required schedule and vehicle utilization reviews,
resulting in unassigned driver time and underutilized trips.
Management could remove 14,177 excess workhours
from existing schedules and reduce related fuel costs
and damage claims, thereby saving the Postal Service
$650,000 per year.

Postal Vehicle Service Scheduling
and Staffing

We assessed whether scheduling and staffing of Postal
Vehicle Service operations are efficient, effective, and
economical at the Connecticut Valley District. The
Connecticut Valley District could more efficiently and
effectively manage transportation processes and schedules,
thereby reducing driver workhours as well as associated
fuel use and damage claims. In addition, the Postal Service
could use alternate schedules to include split days off and
expand the use of part-time drivers, where possible. This
would allow managers to more efficiently staff operations
and match workhours with workload. By making these
changes, we estimate that the Connecticut Valley District
could save $2 million a year in labor and related costs.

Surface Mail Classes on Air Transportation
Networks

We assessed whether opportunities exist to limit surface
mail classes on air transportation networks and identify
related cost-savings opportunities. Typically, the Postal
Service uses surface transportation to transport Standard,
Periodicals, and Package Services mail classes, and air
transportation for mail classes with more stringent service
standards, including First-Class Mail, Priority Mail, and
Express Mail.

The Postal Service unnecessarily spent more than $10
million a year transporting surface mail classes on air
networks. Headquarters was not effectively monitoring the
types of mail being flown, and headquarters and area level
officials did not routinely assess the volume of surface
mail on air networks. The volume of surface mail classes
being flown increased in FYs 2007 and 2009, even though
overall mail volumes steadily decreased since FY 2006.
Management stated that actions already implemented
should begin to show positive results by the end of

the first quarter of FY 2011, and will reduce or eliminate
unnecessary expenses.



Flats Sequencing System — Arizona

We conducted an audit to analyze how delivery operations
have improved as a result of delivery units receiving flat
mail in walk-sequence order from the Flats Sequencing
System (FSS). The seven Arizona District delivery units
reviewed have improved delivery operations and cut
operating costs by $1.3 million. However, these delivery
units received more than 14 million flat mailpieces not

in sequence. Seven million of these pieces were not
carrier routed and required manual sorting and casing

to put in walk sequence. This occurred because these
mailpieces did not meet flat mail automation requirements.
As a result, the Postal Service missed the opportunity to
further reduce more than $500,000 in costs for FY 2010.
We recommended that the Postal Service continue to
collaborate with business mailers to ensure flat mailpieces
meet automation requirements and reduce the amount of
unworked flat mail sent to delivery units.

City Delivery Operations Workforce Planning

We evaluated the Postal Service’s workforce planning
process for city carriers. Planning and managing the city
delivery workforce and associated workhours requires
managers to match staff according to workload trends.
Management often used full-time city delivery carriers
in overtime status to deliver mail, when using lower cost

IMPROVE SERVICE

The Flats Sequencing System (FSS) is intended to boost efficiency in processing, distribution, and
delivery. FSS automatically sorts flat-sized mail into delivery point sequence at high speeds. OIG audits
analyze how delivery operations have improved as a result of receiving flat mail in walk sequence

part-time and transitional carriers would have been more
economical. The Postal Service focused primarily on

increasing route efficiency and reducing overall workhours
and had not developed an overall strategy to optimize

the use of city carrier resources to deliver the mail. By

not optimizing its staffing resources, the Postal Service
incurred excess costs of more than $100 million annually.
Management agreed in principle with the recommendation
to collaborate with area management to develop and
implement an overall city delivery operations strategy

to optimize the combination of full-time, part-time, and
transitional city carrier resources, but disagreed with the
findings and monetary impact.

Retail Customer Service
Operations Realignment

The Hawkeye District’s customer service mail volumes
have declined by about 35.4 percent since 2007; however,
its network of delivery facilities has only declined by 4.3
percent. While management has consolidated some
facilities to improve operational efficiency and reduce retail
customer service costs, they have not pursued these efforts
district-wide. We assessed whether the Postal Service can
reduce retail customer service costs by realigning delivery
operations in the Hawkeye District. Opportunities exist for
the Hawkeye District to improve operational efficiency and

from the FSS.

reduce retail customer service costs by realigning delivery
operations. We identified 65 small delivery offices that
management can relocate to nearby delivery offices with
sufficient excess floor space to absorb their operations.

The proposed realignment would allow the Hawkeye District
to reduce retail customer service costs by between

$1.7 million and $3.2 million a year over the next 10 years.

Management agreed with our recommendation to explore
opportunities to reduce retail customer service costs by
realigning delivery operations district-wide. They plan to
explore opportunities to realign 75 percent of the customer
service operations identified on our suggested list by
December 2012.

GOAL 2: IMPROVE EMPLOYEE
ENGAGEMENT

Postal Service employees are its greatest asset. A key
strategy to improve productivity and efficiency is to increase
employee engagement.
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IMPROVE EMPLOYEE ENGAGEMENT

In a review of City Delivery Efficiency, OIG auditors found that the Northern Virginia, New York, and
Chicago Districts had opportunities to enhance delivery efficiency and reduce workhour costs.
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Allegations of Inaccurate Time and
Attendance

We audited management controls over time and attendance
at certain locations and found that they were not adequate
to ensure employees’ workhours were reported accurately.
Specifically, we found that Postal Service supervisors did
not complete the required forms to support changes to
time and attendance. The managers and postmasters
responsible for ensuring policies are followed stated

that completing the forms was not a priority. In addition,
one manager stated that supervisors either forgot or

had difficulty in printing the forms. As a result, we found
questionable deletions of clock rings by supervisors in
some post offices. These changes exposed the Postal
Service to increased risk for grievances.

GOAL 3: 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.

City Delivery Efficiency Reviews

The Postal Service is delivering fewer pieces of mail to an
increasing number of addresses as new households and
businesses are added to the delivery network. The Postal
Service must increase its efficiency to accommodate this
growth while facing financial losses from declining mail
volumes and rising costs. Our reviews of the New York,
Northern Virginia, and Chicago districts found that each
district had opportunities for enhanced delivery efficiency
and reduced workhour costs. Our analysis showed that
the New York, Northern Virginia, and Chicago districts
used about 25, 16, and 16 minutes, respectively, more per
carrier route than the average carrier route in the nation.
Reducing these minutes daily on each carrier route would
result in total workhour reductions of more than 571,000
workhours at these districts.

Follow-Up on the Assessment
of Overall Plant Efficiency 2010

We conducted a follow-up review on the Postal

Service’s progress in reducing workhours based on
recommendations we made in a prior report. Last year,

we reported on efficiency levels and mail volume in
processing and distribution centers, as well as processing
and distribution facilities, and recommended that the Postal
Service reduce almost 16.2 million workhours by FY 2012.
We determined that the Postal Service made substantial
progress by reducing workhours in the network from the
previous year. Plants that were the least productive in FY
2009 reduced more than 13.3 million workhours (achieving
82.8 percent of the recommended workhour savings) and
improved productivity by more than 9.3 percent.

Consolidation Reviews

In response to requests from Congress, we conducted
the following reviews to assess the business case for

consolidation and the impact on customer service.

An Area Mail Processing (AMP) consolidation involves

RISK ANALYSIS RESEARCH CENTER

The OIG’s Risk Analysis Research Center (RARC) conducts in-depth research and analysis, clarifies complex postal
issues, and informs current debates about postal policy by facilitating the interchange of ideas. The team also conducts
economic and academic studies as well as coordinates guest lectures by experts in the postal community. The RARC
research group has three separate teams: Mission Operations, Support Operations, and Financial Operations. Some

of the issues covered in RARC white papers have included the Civil Service Retirement System pension responsibility,
fundamental questions for the 21st century Postal Service, and the identification of digital trends and shortcomings, as
well as how the Postal Service could bridge the gap between the physical and digital worlds.




IMPROVE FINANCIAL PERFORMANCE

Fundamental Questions for the Future of the Postal Service

The U.S. Postal Service is facing severe financial problems, and the search is on for viable solutions. This situation has
provoked a broad public policy debate on what a 21st century Postal Service should look like. The difficulty in finding
a solution is compounded by the fact that the entire environment of communications and commerce is changing. The
Postal Service’s traditional role of delivering hard copy mail may no longer be as important in the digital age. What
should the Postal Service’s future role be?

The Risk Analysis Research Center (RARC) looked at the foundational issues at the
heart of postal policy. The white paper, Fundamental Questions for the Future of the
Postal Service, poses eight critical questions for determining the role of the Postal
Service in the 21st century.

1. What is the nation’s essential need for the Postal Service in the 21st century?

2. Is a profit-driven business or a national infrastructure best suited to carry out the
Postal Service’s mission?

3. How should the nation’s Postal Service be financed?

4. \What is the proper governance model for the Postal Service?

5. What does the universal service obligation mean?

6. Does monopoly-financed universal service assist or harm the Postal Service?

7. Should the Postal Service be allowed to expand into nonpostal services to
supplement monopoly shortfall?

8. Should the Postal Service have additional social responsibilities beyond its core mission?

These questions cannot be answered in isolation. Each is best considered in relationship to others. For example, an
answer to whether the Postal Service should be organized as a profit-maximizing business or a national infrastructure
will be influenced by decisions on the Postal Service’s universal service obligation, social responsibilities, and optimal
role in the digital age. In turn, the nature of the Postal Service’s mission will influence its governance model, financing
method, and placement in the competitive marketplace.

The paper’s goal is not to answer the questions but to encourage discussion that leads to a coherent, consistent postal
policy for the present and the future. Finding a consensus among stakeholders and policymakers on the answers to

these questions will not be an easy process. But if agreement is reached on the role of the Postal Service, developing a
business model to place the Postal Service on a sustainable path as a provider of vital services to the American people

in the 21st century should be possible.

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.

Lima, OH, Consolidation. In January 2010, the Postal
Service completed a feasibility study proposing the
consolidation of the Lima Processing & Distribution Facility
(P&DF) into the Toledo Processing & Distribution Center
(P&DC). In May 2010, the senior vice president approved
the transfer of all operations and volumes from the Lima
P&DF to the Toledo P&DC based, in part, on projected

annual savings of $2.3 million and improving and/or
maintaining customer and service commitments. The
Toledo P&DC completed originating and destinating mail
consolidations on June 30, 2010, and December 31, 2010,
respectively.

While there was a valid business case for the consolidation
of the Lima P&DF into the Toledo P&DC, management did
not ensure that on-time performance and customer service
were improved or maintained during the implementation of
the consolidation. As a result, customers were negatively
impacted. We found that significant degradations in service
occurred after the Postal Service transferred all operations
and volumes from the Lima P&DF to the Toledo P&DC
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10 | Semiannual Report to Congress

and management did not project these degradations in

the consolidation proposal. While management actively
worked to address the delayed mail issues, these service
degradations continued when we completed our audit work
in March 2011.

Wilkes-Barre, PA, Consolidation. We assessed the
operational impacts of the consolidation and determined
that a valid business case existed for consolidating mail
processing operations from the Wilkes-Barre Processing

& Distribution Facility (P&DF) into the Scranton P&DF and
the Lehigh Valley Processing & Distribution Center (P&DC).
Additionally, the Postal Service followed established policies
and guidelines. This consolidation was unique because it
was the first time the Postal Service split both outgoing and
incoming mail operations from one facility into two different
facilities.

As a result of the consolidation, the Postal Service projected
savings of about $6.1 million per year after the first year.
However, we estimate that the net cost savings is $5.2
million as the Postal Service overstated savings by more
than $929,000. Management agreed with the findings

and provided an update indicating that actual savings will
exceed projections.

Marysville, CA, Consolidation. We concluded that
consolidating the Marysville P&DF outgoing mail processing
operations into the Sacramento P&DC was a valid business
decision. Our analysis showed adequate capacity exists at
the Sacramento P&DC to process increased mail volume.
We also found that the consolidation increased efficiency,

minimally impacted employees, improved service, and
addressed community concerns. Also, environmental
impacts were minimized and contingency plans were in
place for emergencies.

Houston, TX, Consolidation. We determined that a
business case exists to consolidate the Houston P&DC’s
mail processing operations into the North Houston
P&DC. This conclusion is based on the premise that the
North Houston P&DC would be expanded, and that mail
volumes will not substantially increase. As a result of this
consolidation and after the expansion completion, the
Postal Service could save about $35 million annually.

Huntington, WV, Consolidation. We determined that

a business case exists to consolidate mail processing
operations from the Huntington P&DF into the Charleston
P&DC to achieve cost savings of about $3.5 million
annually.

Columbus, GA, Consolidation. We determined that

a business case existed to support consolidating the
Columbus Customer Service Mail Processing Center’s
originating mail operation into the Macon P&DC. The
consolidation resulted in minimal operational impacts.
Additionally, the Postal Service followed established AMP
policies and guidelines for the consolidation.

Network Distribution Center Activation

We assessed the financial and operational impacts of the
network distribution center activation to determine whether

and Retirees’ Health Care

provisions for Postal Service retirement plans.

Substantial Savings Available Through Changes to Prefunding Pensions

We sought to identify and benchmark prefunding levels of public and private sector entities for pensions and retiree
health benefits and determine whether substantial cost-saving opportunities exist. Our benchmarking results showed
that the Postal Service could fund pensions and the retiree health care fund at less than 100 percent of actuarial
liabilities. Moreover, we determined that the average level that Fortune 1000 companies prefund retiree health care
(many do not prefund) is 28 percent with the military prefunding at 29 percent. In addition, we determined that those
state governments that prefund retiree health care averaged 30 percent.

By contrast, the federal government does not prefund its civilian retiree health care at all, even though its liabilities result
from using the same plans as the Postal Service. Under these circumstances, there is a strong case to be made for the
Postal Service to prefund at reduced levels, such as those found in the private and public sectors. More than simply a
matter of principle, reduced prefunding would provide the Postal Service with significant financial relief.

We propose that the prefunding requirements be set to standards similar to other organizations, so that the Postal
Service can meet its obligation while conserving cash and improving its financial condition. However, due to pending
legislation in this area that assumes 100 percent funding levels, management did not agree to pursue necessary
legislative changes to permit the Postal Service to prefund pension and retiree health care funds to the benchmarked
levels of 80 and 30 percent, respectively. Management agreed with the monetary impact and will continue to work with
Congress and the administration to address this matter and other recommendations related to restructuring the funding
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Can the Postal Service Bridge the Digital Divide?

Many businesses, including the U.S. Postal Service, are looking for ways to build a bridge between their old physical-
world business models and the continually changing digital world. From the Internet to the digital economy, the worlds
of communications, transportation, and commerce are fundamentally changing. This “digital revolution,” in combination
with the great recession of 2008 to 2009, has had a significant impact on global postal operators, resulting in a steep
decline in the physical volumes of personal, business, and advertising mail. The shift from physical to digital will only
continue to accelerate and become more prominent.

In a white paper, Postal Service Role in the Digital Age — Part 1: Facts and Trends, the Risk
Analysis Research Center highlights key digital trends and the shortcomings of the current
digital world. This research provides critical background information for postal stakeholders

business, government, and consumers.

of these include:

benefits.

digital-only communications.

to envision what the future may look like, to understand the relevance of today’s postal
products and mandates, and to identify the market gaps that need to be filled to satisfy
society’s future needs. A few of the digital trends highlighted in the paper include:

= A progressive shift has occurred from hard copy communications to the digital by

= Communication control has shifted from the sender to the receiver.
= Explosive growth of mobile devices increases consumption of content “on the go.”

Though there has been rapid growth in the digital world, there are shortcomings and
fundamental gaps that prevent all U.S. consumers from migrating into this world. Some

= The Internet and all of its functionality are not available to all citizens to reap its economic

= There is still a lack of an adequate level of privacy, confidentiality, dependability,
and security in digital communications and transactions.

= Consumers are seeing limited choices, even withdrawal of the physical option, as companies push them into

The Postal Service has maintained its position in physical communications and can continue to play a significant role
in the digital world. Its trusted role as an intermediary provides it unique opportunities, such as serving as a bridge
between the digital and the physical world — an extension of its current mission to bind the nation together. This white
paper is the first in a series of papers we plan to release on this topic.

the activation achieved anticipated benefits. This audit is
the second in a series of self-initiated audits to address
strategic, operational, and financial risks associated with
these activations. Our review concluded that the activations
generally went well, but not all projected benefits have been
realized. This initiative generated about $111 million, or

39 percent of projected annual savings, and a 10 percent
improvement in package service performance. To enhance
savings opportunities, management could further improve
transportation use in the network distribution centers.

Facility Optimization

We assessed whether there were optimization opportunities
in the Western, Eastern, Southwest, and Capital Metro
areas. The Postal Service has the option to optimize excess
real property through selling property, leasing owned

property, subleasing property, or investing in real estate
projects. While the Postal Service has made progress in
optimizing its existing space, it can do more to dispose of
excess interior space in a timelier manner. The opportunity
to optimize space exists because Postal Service policy
requires installation heads to report excess space, but
guidance to effectively accomplish this task is needed.
Further, additional metrics should be added to the system
to track, monitor, and report excess space, and initiate
disposal actions for that excess space.

While management agreed to update its disposal

process and implement metrics to better manage excess
space; management did not agree with the amount of
excess space or the potential monetary impact reported.
Specifically, they disagreed with the methodology used to
calculate existing excess space, in addition to the data and
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Postal Service Financial Condition
Volume Loss

The Postal Service is contending with the effects of electronic diversion and the economic downturn that began in late
2007. The net operating loss for FY 2010 was almost $8.4 billion, which followed losses of more than $3.7 billion in
FY 2009 and $2.8 billion in FY 2008. These losses were primarily caused by the cost of pre-funding the retiree health
benefits and the decline in mail volume. For the first quarter of FY 2011, the Postal Service reported a $329 million net

Liquidity Concerns

Cost Cutting

Sarbanes-Oxley

loss. This is up from a net loss of $297 million for the same period last year.

Liquidity is a pressing concern. The Postal Service projects it will have sufficient cash flows for routine, ongoing
operations, but that it will not have sufficient cash on hand and borrowing capacity to fully fund the Postal Service
Retirement Health Benefits Fund payment or other obligations due on September 30, 2011. It will have a critically
low level of cash and liquidity by the middle of October 2011, when it is required to make a $1.2 billion payment for
workers’ compensation to the U.S. Department of Labor (DOL).

Through aggressive cost-cutting measures, increased financial controls, and streamlined processes, the Postal Service
reduced total costs in FY 2010 by $3 billion over the $6 billion already achieved in FY 2009. In January 2011, the
Postal Service announced plans to redesign administrative functions by reducing the number of area and district offices
and further decreasing the number of administrative, supervisor, and postmaster positions. This is expected to result

in annualized savings of more than $700 million starting in FY 2012. Additionally, the Postal Service proposed a set of
actions that focus on retiree health benefits, delivery frequency, access, workforce, pricing, products, and oversight.
These actions require legislation and stakeholder cooperation.

Despite its fiscal challenges, the Postal Service completed in 2010 one of the largest and most complex Sarbanes-
Oxley Act of 2002 certifications. This accomplishment required internal change as well as changes by customers,
suppliers, business partners, and others in the mailing community.

cost factors used to value the excess space and calculate
monetary impact. In the areas reviewed, we found more
than $500 million in costs associated with the excess

space.

Excess Space in Mail Processing Facilities
in the Suncoast District

Over the past 2 years, management has implemented two
plant consolidations and one district consolidation in the
Southeast Area to improve operational efficiency. These
consolidations generated more than 100,000 square feet
of excess space in the Suncoast District. Based on our
review and discussions with management, there are various
opportunities to improve the use of space at plants in the
Suncoast District. These opportunities include additional
plant consolidations or relocating retail operations into mail
processing facilities, which could generate an average
annual cost savings of about $1.3 to $1.9 million.

Management stated that they would review facilities to
determine excess square footage and will update this data

in the electronic Facilities Management System. In addition,
management stated a study is under way for consolidating
the Daytona Beach P&DC and moving its workload into

the Mid-Florida P&DC. Management is also updating their
Southeast Area Facility Optimization plans, including plans
for the Manasota and St. Petersburg facilities. Management
did not agree with the monetary impact of $19.3 million
because they believe we did not factor some costs into the
estimate.

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.



REGULATORY STUDIES AND REPORTING OBLIGATIONS

Audits of facility optimization showed, that while the Postal Service has made progress in optimizing its existing space, it can do more to dispose of excess interior Space in a
more timely manner. Pictured: West Edina Carrier Annex, Minneapolis, MN (left), Marysville, CA P&DF (center), South Eastern Station (right).

Periodicals Mail Costs

We assessed whether Postal Service data collection
systems and procedures accurately attribute costs to
Periodicals Mail, and reviewed their manual processing.
We found that although Periodicals volume has decreased
and automation and mailer preparation efforts have
increased, manual costs attributed to Periodicals continue
to rise. We identified several reasons for these increases
in manual processing costs, including a program instituted
by management called the “Hot 2C” program to provide
expedited processing, missed critical entry times by the
mailers, bundle breakage and preparation problems, and
mailpiece characteristics that make them non-machinable.
Additionally, we found that processing and distribution
center personnel do not consistently report these issues in
the Electronic Mail Improvement Reporting System, which
is a critical step in bringing an issue to management’s
attention. Management stated that they had ongoing efforts
to analyze operational conditions and their impact on

cost attribution. Additionally, they plan to issue additional
guidance on the “Hot 2C” program.

Information Resource Access

Of the applications in the Postal Service inventory, hundreds
are critical to Postal Service business operations. The
Postal Service maintains policies and procedures governing
access controls over these information systems that are
important to operations and business decisions. Information
resource access processes and controls generally support

business requirements. Database performance monitoring
controls exist to reduce the potential effect of poorly written
database queries on production databases. In addition,
functional system coordinators justifiably denied access
requests.

However, management can strengthen database access
controls by adhering to existing processes and periodically
reviewing information security policy exceptions. Effective
access controls increase the probability that the Postal
Service will prevent a compromise that might negatively
affect the confidentiality of information resources and

data. We estimated that more than $38 million in data is
potentially at risk of loss due to inadequate access controls
that affect information technology.

Network Perimeter Firewalls

The perimeter firewalls that protect critical Postal Service
data are the first line of defense between the private
network and the Internet. Our review concluded that the
Postal Service perimeter firewalls may not consistently
provide for the confidentiality, integrity, and availability of
information and network resources. Correctly configured
and effectively managed firewalls increase the probability
that the Postal Service will prevent a compromise that
might negatively affect the confidentiality, integrity, and
availability of information resources and data. We estimated
that more than $70 million in data is potentially at risk of
loss due to inadequate controls and protection.
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Securing Information on Portable Devices

The increased frequency of information breaches reported
by federal agencies has heightened concerns about the
extent to which sensitive information stored on portable
devices is vulnerable. We identified opportunities for

the Postal Service to improve their security of sensitive
information stored on portable devices by recommending
that management strengthen their ability to secure and
manage laptop computers by installing data encryption,
maintaining accurate inventories, and properly documenting
approvals for all laptops they exclude from the encryption
requirement. We estimated more than $56 million in
potential costs to the Postal Service, if sensitive data stored
on these devices were compromised.

FY 2010 Selected Information Technology
General Gontrols

We conducted this audit in support of the independent
public accounting firm’s overall audit opinions on the Postal
Service’s financial statements and internal controls over
financial reporting. Infrastructure level internal controls in
the nine Information Technology process areas we tested
were properly designed and operating effectively. However,
by strengthening controls over database and server security
settings, management can reduce the risk of a compromise
that could negatively affect the confidentiality, integrity, and
availability of information resources and data. We quantified
the costs associated with this risk at $63.9 million.

FY 2011 Cost and Revenue Analysis Reviews

We issued three reports on the Postal Service’s Origin-
Destination Information System — Revenue, Pieces, and
Weight process. The objective of our reviews was to
determine whether Postal Service personnel conducted
statistical tests to collect cost, revenue, and volume data in
accordance with established policies and procedures.

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.

Postage in the Hands of the Public, Liability
Estimate

We reviewed the model used to calculate the Postage in
the Hands of the Public liability estimate to determine if
opportunities exist for improving the model and the financial
reporting and predictability of the estimate. The Postal
Service developed a process to estimate the deferred
revenue for prepaid postage at the end of a reporting
period. The estimate represents postage sold to but not

yet used by customers. The model includes separate
calculations for Forever Stamps®, denominated stamps,
meters and pre-cancelled stamps, and mail-in-transit that,
together, comprise the estimate. At the end of FY 2009, the
estimated liability was $2.4 billion.

Workshare Discounts Exceeding Avoided Costs

The Postal Service provides mailers with workshare discounts in the form of reduced postage rates for presorting, pre-
barcoding, handling, or transporting mail. The Postal Service credits workshare discounts with stimulating mail volume
growth, enabling it to streamline its workforce and infrastructure, reducing mailing costs, and improving service. The
Postal Accountability and Enhancement Act of 2006 allows workshare discounts to exceed avoided costs only under
certain specific circumstances. Otherwise, workshare discounts must not exceed the costs the Postal Service avoids as
a result of workshare activity. We assessed whether these discounts were properly justified.

The audit found that justifications for 19 workshare discounts that exceed avoided costs by about $104 million were
not supported by detailed documentation. While the Postal Service does provide pricing documentation in price change
filings with the Postal Regulatory Commission, when it comes to justifying certain workshare discounts above avoided
costs, the Postal Service does not always have sufficient tangible documentation, such as quantitative data, to include
in its justifications. According to management, reliable quantitative data supporting justifications are not always
available or necessary. Management does not document the price decision-making process, but makes decisions after
discussions with parties both inside and outside the Postal Service. In addition, Postal Service cost avoidance models
may not accurately reflect avoided costs for workshared mail.

Although management disagreed with the recommendation, they are pursuing an alternative solution. They further
stated that the Postal Service provided justifications for the discounts that did exceed avoided cost and that the Postal
Regulatory Commission had determined those discounts were consistent with the statute. Management stated that
the Postal Service is not required to provide justification for workshare discounts that exceed avoided costs for mail
consisting exclusively of mail matter of educational, cultural, scientific, or informational value.




Changes in consumer purchase and usage behaviors
associated with the introduction of the Forever Stamp
explained, for the most part, recent significant fluctuations
in the estimated liability. Further, the Postal Service’s
mandated quarterly financial reporting highlighted

the changes to the estimate. However, we identified
opportunities that could improve the predictability and
financial transparency of the estimate. Specifically, we
determined that management needs to develop a clear,
single document of the procedures used, the assumptions
made, the analyses conducted, and the rationale for
methods used to estimate the liability; and they should
enhance the separate calculations for the components
used in the estimate. Further, the Postal Service should
implement a formal communication and information-
sharing process among personnel responsible for
developing the liability estimate. Management asserted that
they have already accomplished these recommendations
by the process documentation prepared during FY 2010 for
Sarbanes-Oxley Act of 2002 compliance.

Workers’ Gompensation Liability Estimate

Our objectives were to improve the workers’ compensation
model and reduce the volatility of management’s worker’s
compensation liability estimate. Volatility is inherent in the
estimation of workers’ compensation liability, not only in the

Postal Service but also in other benchmarked organizations.

The majority of benchmarking partners’ annual reports
recognized the potentially high level of uncertainty
associated with estimating the financial liability for workers’
compensation. However, the Postal Service could take
action to smooth or reduce the volatility of the estimate

of this significant liability. Specifically, management

should consider using discount rates similar to the U.S.
Department of Labor and revise the weights of the actuarial
methods they use in the model.

In addition, management could improve the model by
ensuring that personnel who develop the liability estimate
better understand the model, including the assumptions
made, the analyses conducted, and the rationale for the
methods used. Although we did not find opportunities for
economic impact in this audit, we will perform additional
work to address potential cost savings.

Financial Audits

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. In addition, we issued
three capping reports summarizing our Financial Testing
Compliance Quality Assurance, business mail entry units,
and postal retail units.

FY 2010 Financial
Statements Audit

This report presents the
results of our audit of the
selected financial activities
and accounting records
at Headquarters and the
Information Technology
and Accounting Service
Centers (IT/ASC) for FY
2010. 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;
accounting transactions
impacting the general
ledger account balances

for assets, liabilities, equity,

income, and expenses are
fairly stated in accordance
with generally accepted
accounting principles;

PRESERVING ACCOUNTABILITY
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Postage sold to customers, but not yet used for mailing purposes, creates
a liability for the Postal Service. At the end of FY 2009, that estimated
liability was $2.4 billion. The popularity of Forever Stamps has driven
changes in the purchase and usage of stamps, necessitaling a review of
the model used to calculate this estimated liability.

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 the Postal Service is in compliance 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, but we did identify
various control deficiencies that were not material to the
overall financial statements and did not affect the overall
adequacy of internal controls. Also, throughout the year,
we reviewed internal controls over financial reporting and
identified various control deficiencies that we brought

to management’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
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from their field-level internal control testing. During this
reporting period, we issued 42 management advisories

on business mail entry units (BMEU), detached mail units,
postal retail units, plant verified drop shipments, Business
Reply Mail, Voyager, and SmartPay® that concluded on
whether analysts properly conducted and documented their
examinations of key financial reporting controls.

FY 2010 Financial Installation Audits

FY 2010 Financial Testing and Compliance. This report
presents the results of our review of the quality of financial
testing compliance work at business mail entry units,
postal retail units, and mail processing centers. We found
that the compliance group had insufficient supporting
documentation and did not always report all exceptions
they identified during their reviews, causing their results to
sometimes be inconsistent with our results. We also noted
other working paper documentation issues, such as the
compliance team not providing all sampling methodology
documentation; however, this did not affect our ability to
determine whether the results were consistent. Most of
the issues we identified were in reviews the compliance
group conducted early in their testing schedule. Given that
the group was recently formed and analysts had a learning
curve for their new jobs and review programs, we expected
these results. Throughout the year, we communicated
these issues to management. In later reviews, we found

The Postal Service created the Key Control Guide (FY 2011 Spring Edition) as a resource for field units,
This 11-page guide provides the information needed to identify and perform reguiarly-encountered key
field controls in place at post offices, business mail entry units, and plants.
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that there were fewer issues and improved financial testing
compliance reviews.

Business Mail Entry Units

The purpose of this audit was to determine whether the
Postal Service complied with key financial reporting controls
for business mail acceptance and verification processes
and procedures at selected business mail entry units. The
Postal Service requires mailers to prepare all mailings
properly, take them to an approved BMEU, and pay postage
for the mail before it enters the mailstream. Presorting mail
(properly addressing mail and placing it in specific ZIP Code
order) is a worksharing incentive that offers discounted
postage rates to customers for performing work associated
with mail processing. Unless employees properly prepare
business mailings for the discounts claimed, the Postal
Service incurs increased processing costs.

Our audits showed that the Postal Service did not comply
with key financial reporting controls for business mail
acceptance and verification processes and procedures.
We noted that throughout the year the Postal Service
implemented various actions in a concerted effort to
improve compliance. As a result, the Postal Service’s

level of compliance with these key controls increased
toward the end of the fiscal year, helping to ensure that
customers were appropriately charged and revenues

were recognized. Our test results in the last portion of the
year were consistent with those that the Postal Service’s
financial testing compliance group reported for its testing
of the same controls during the last two quarters of FY
2010. However, given the high level of non-compliance we
found throughout the year, plus the fact that other audit
reports indicated similar business mail acceptance issues,
we believe risks remain with the BMEU mail acceptance
and verification process. Work should be done to ensure all
revenue is appropriately recognized.

Although the report did not contain any recommendations,
we will continue to test and monitor business mailings
and business mail acceptance and verification processes
and procedures. Management did not specifically agree

or disagree with the report’s conclusions; however, they
stated that in general, business mail acceptance has
made significant progress in identifying, documenting, and
training on key controls for the acceptance and verification
of business mailing in FY 2010.

Post Offices, Stations, and Branches

We audited postal retail units to determine whether

they complied with nine key financial reporting controls
related to accountability examinations, master trust
accounts, employee items, financial differences, unit
closeout procedures, payroll, Voyager payments, SmartPay



payments, and contract postal unit oversight. This report
presents the results of our financial installation audits

of 105 post offices, stations, and branches for FY 2010.
Based on the items we reviewed, Postal Service retail units
overall did not comply with all nine key financial reporting
controls. Additionally, we reported $362,750 in monetary
and $62,378 in other impact in our individual financial
installation audit reports.

Information Technology Contract Payment
Oversight

The purpose of this audit was to evaluate the adequacy
of oversight for information technology contract
payments. Specifically, we wanted to determine whether
contracting officers issued letters to contracting officer’s
representatives detailing their responsibilities and
limitations, and whether invoices were properly certified.
Supply Management's Information Technology Category
Management Center is responsible for creating and
maintaining contracts for retail, hardware, and software
systems.

Our audit concluded that the contracting officers did not
always appoint representatives; thus, personnel without
letters of designation and specific contract knowledge
were certifying invoices. Based on our sample results,
we statistically project that there were more than $192
million in improperly certified invoices. Specifically, we
reviewed 255 statistically sampled IT retail and hardware
invoices valued at nearly $50 million for FYs 2008 and

2009 and found that 86 percent were not properly certified.

Additionally, personnel did not perform a reconciliation of
invoices to receiving documents before certifying invoices
in almost all cases.

Management disagreed with the extrapolation of
monetary impact. They stated that lack of a representative
designation did not result in improper invoice certification.
Also, they stated that their policy does not require that a
representative be assigned to every contract and, in many
cases, an office could be designated to certify invoices.
Management also disagreed with our classification of the
monetary impact.

Overtime Usage

We reviewed the Postal Service’s overtime usage in

FY 2010 and found that it paid $2.9 billion in overtime
compared to $2.4 billion in FY 2009, representing an
increase of 17.2 percent. We also found that management
did not effectively plan for overtime usage as it exceeded
its planned overtime hours by 67.8 percent in FY 2010.
According to management, this increase in overtime usage
was due to a reduction in personnel, mail rerouting, and

PRESERVING ACCOUNTABILITY

The OIG audits postal retail units — post offices, stations and branches — to determine whether they comply
with nine key financial reporting controls,

equipment deployment delays and updates. Additionally,
although overtime usage increased, overall workhours were
reduced by 77.3 million.

Travel and Other Expenses

We assessed whether Postal Service employees adhered to
travel policies related to lodging and airfare, and whether
there are opportunities for cost savings in those areas. The
audit disclosed that Postal Service employees on occasion
did not comply with prescribed travel policies resulting in
excessive travel costs for lodging and airfare in FY 2009
and FY 2010. We estimate that the Postal Service could
realize more than $1.2 million in savings over the next 2
years if it takes action to curtail employee non-compliance
with travel policies.

Additionally, we assessed whether the travel and
miscellaneous expenses of the Board of Governors —
including external professional fees — were properly
supported, reasonable, and in compliance with Postal
Service policies and procedures and board policies. Further,
we assessed whether travel and representation expenses
claimed by Postal Service officers were properly supported
and complied with policies and procedures. We found that
these expenses for the Board of Governors and the Postal
Service officers were properly supported, reasonable, and
in compliance with the Postal Service and board policies.
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OFFICE OF INVESTIGATIONS

To protect the mail and to ensure the integrity of postal processes, finances, and personnel, the Postal
Service relies on the investigative efforts of the Office of Investigations’ (0Ol) special agents. These special
agents are Stationed in offices nationwide. Their charge is to investigate allegations of intermal crimes

and frauds committed by postal employees and contractors against the Postal Service and employee
misconauct. Following is work conducted by the Ol during this reporting period that contributed to
safequarding the Postal Service’s revenue and assets and helped deter postal crimes, ultimately helping to

maintain a stable and sound Postal Service.

FINANCIAL CRIMES

Alarge portion of the $67 hillion in revenue generated by
the Postal Service last year is handled at the 32,000 postal
retail locations. Employees who allegedly embezzle funds,
kite or otherwise misuse money orders, or steal and misuse
postal-issued credit cards receive investigative attention
from our special agents.

Embezzlements

Special agents employ various investigative techniques to
uncover embezzlements by postal employees who steal
money from cash drawers, use sophisticated schemes to
manipulate postal money orders or money order funds, or
falsify financial retail records. Employees found responsible
for missing postal funds are reported to management for
appropriate administrative action. In cases that warrant
criminal prosecution, offenders face the loss of their jobs,
jail time, and court-ordered restitution. The following are
examples of embezzlement cases we investigated during
this reporting period.

= |n December, a former Maryland postmaster was
sentenced in federal court to 9 months incarceration,
followed by 3 years of supervised release, the first 6
months of which was ordered to be served in home
detention with electronic monitoring. The former
postmaster was further ordered to pay a $3,000 fine
and nearly $60,000 in restitution to the Postal Service.
In 2009, the postmaster reported an armed robbery at
the station when he was the only person at the station
and the counter line was closed for lunch. Agents
became suspicious after finding out an audit of the office
disclosed irregularities in the office accountabilities. A
green metal box, similar to the one described as stolen,
was recovered from the trunk of the postmaster’s
car. Our investigation found that the postmaster had
devised a plan to stage an armed robbery to cover his
embezzlement of postal funds. In August 2010, the
postmaster resigned his position and pled guilty to the
felony theft of government property.

= A former lead sales and service associate pled guilty in
December in federal court in New Mexico to one felony
count of the theft of government property. As part of the
plea agreement, the former employee agreed to pay
restitution totaling more than $97,000 to the Postal
Service. Our investigation showed that the associate
had embezzled postal funds by submitting false postal
reports and falsely entering amounts in the computer
terminal to indicate she had issued refunds for postage,
services not rendered, postage applied to Business
Reply Mail, and unused metered postage. Sentencing is
pending.

= An lllinois former associate was sentenced in federal
court in January to a year of home detention, with
electronic monitoring for the first 5 months, followed by
2 years’ probation, 200 hours of community service, and
was ordered to pay more than $34,000 in restitution to
the Postal Service. Our investigation disclosed that the
associate had employed three schemes to falsely create
cash overages in her cash drawer, which she would
embezzle at the end of the day. Part of the scheme was
to void money orders that had been legitimately issued
to customers that were later cashed. Following our
investigation, the associate resigned from her position
with the Postal Service and pled guilty in federal court to
the misappropriation of postal funds.

In November, a Missouri postmaster was sentenced to
3 years probation and ordered to pay restitution of more
than $14,000 to the Postal Service. The postmaster had
previously repaid $26,000 of the total embezzlement
amount of $40,000. The postmaster retired while

under investigation and pled guilty to a felony charge in
federal court. The OIG investigation disclosed that the
postmaster had issued money orders for personal use,
including rent, groceries, and cash. The postmaster paid
for the money orders by offsetting a customer’s permit
account. An audit of the postmaster’s accountabilities
revealed significant shortages, and the postmaster
admitted diverting bulk mail funds to cover a shortage in
the vending accountability.

FINANCIAL CRIMES
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Special agents investigated 35 cases of Voyager credit card fraud this reporting period, resulting in 7

arrests and 16 administrative
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actions.

= A New York associate was sentenced in December to

3 years supervised release and ordered to pay more
than $74,000 in restitution to the Postal Service. The
associate had previously pled guilty in federal court
after an OIG investigation disclosed that the associate
was using a number of deceptive techniques to falsely
cause an overage in his cash drawer. The associate
was intentionally failing to properly report post office
box rentals, cashing checks intended for customer trust
accounts, falsely reporting that he had issued refunds
to customers, and issuing money orders for personal
use, primarily to pay for living expenses. OIG agents
filed a complaint in federal court and an arrest warrant
was issued. The associate voluntarily surrendered to
authorities. The associate resigned from his position with
the Postal Service.

In March, a Louisiana associate was sentenced to 5
years probation and ordered to pay more than $114,000
in restitution to the Postal Service. In December, the
associate had pled guilty in federal court to a felony
count of misappropriation of postal funds. As part of the
plea agreement, the associate agreed to pay restitution.
Prior to sentencing, she repaid approximately $109,000
of the amount due. The OIG investigation revealed the
associate had been cashing business checks through her
cash drawer. The checks were submitted for payment

of bulk mailings, which the associate accepted, but did
not properly account for payment and instead embezzled
the money. During an interview, the associate admitted
she used money to gamble during her lunch hour. At the
conclusion of the interview, the associate resigned from
her position with the Postal Service.

Voyager Credit Card

Through a partnership with U.S. Bank and Voyager Fleet,
the Postal Service issues one credit card per vehicle

for refueling, routine maintenance, and vehicle washing
and polishing. Postal employees and contractors are
investigated for alleged disclosure of personal identification
numbers (PIN) to non-postal entities, using the Voyager card
for personal use, exceeding the daily purchase limit without
proper authorization, or transferring purchasing authority to
a non-postal entity. Special agents investigated 35 cases
of alleged Voyager credit card fraud in this reporting period,
resulting in seven arrests and 16 administrative actions.
The following are examples of two such cases.

= |n March, a highway contract route truck driver formerly
employed by a New Jersey trucking company pled guilty
in federal court to theft of government property. The
contract driver admitted to stealing more than $300,000
from the Postal Service through the unauthorized
use of Voyager fuel cards given to the company in
connection with a contract to haul U.S. Mail. As part of
the investigation, the truck driver admitted that from
November 2005 to October 2008, he used the cards to
make numerous unauthorized purchases of fuel for his
personal use, including for a towing business and to sell
to others at a discounted price. He used a number of
cards — issued to trucks he drove and to trucks operated
by other drivers — and visited multiple gas stations,
often near his home. As part of the scheme, the driver
installed a large rubber bladder in his personal truck
that held approximately 100 gallons of fuel. As part of
the plea agreement, the driver agreed to pay more than
$335,000 in restitution to the Postal Service. Sentencing
is pending.

= A New York highway contract owner/driver pled guilty in
January to a felony charge of theft of public money. As
part of the negotiated settlement with the U.S. Attorney’s
Office, the owner’s two sons signed pre-trial diversion
agreements. All of the defendants have agreed to pay
restitution. In addition, in February, a gas station owner
pled guilty after he was charged with the theft of public
money in conjunction with this scheme to defraud the
Postal Service. The OIG investigation revealed that the
Postal Service lost more than $80,000 and that the gas
station owner was manually entering the gas charges
the owner and his sons were fraudulently charging
on the Voyager card. Surveillance in the case showed
that a transport truck was used to purchase unleaded
fuel that was then transported 80 miles to a large gas
tank located at a mountain resort owned by the owner.
They resold the gas to seasonal snowmobilers in a
mountainous area of New York. In exchange for his
participation in the scheme, the gas station owner was
allowed to up-charge the fuel as though diesel fuel had



been purchased. To a lesser extent, the owner’s sons
had charged gas used for personal use on the Voyager
card. Based on the OIG investigation, in April 2010,

federal arrest warrants were issued and agents arrested
all four defendants. Sentencing for the owner is pending.

Tort Claims

The Postal Service established the Tort Claims Program

to monitor and resolve claims filed against the Postal
Service by customers seeking compensation for injuries or
losses incurred while using postal facilities. According to
an agreement with the Postal Service’s Law Department,
special agents investigate tort claim cases involving
suspected fraud and cases for which the U.S. Attorney’s
Office has requested an investigation. The following are
examples of two such cases.

= The U.S. Attorney’s Office requested the 0IG’s
investigative assistance regarding a civil suit brought
against the Postal Service by a former California
letter carrier. The carrier filed a civil tort claim in 2007
against the Postal Service alleging, among other things,

discrimination on the basis of age and physical disability,
which caused extreme emotional distress. The employee

also left her window clerk position and applied for
disability retirement. In 2004, the former carrier had
reported occupational injuries related to her back, neck,
and shoulders. For the next 3 years, the Postal Service
attempted to accommodate her physical restrictions by
offering her non-carrier duty job assignments, as well
as extensive training to become a window clerk. Our
investigation determined the former employee was able
to twist, turn, bend, stoop, walk, push and pull heavy
objects, and was otherwise leading a normal life. The
0IG provided surveillance video and a report to the U.S.
Attorney’s Office. In November, the case was settled

at an amount substantially less than the original law
suit. The U.S. Attorney’s Office stated the investigative
assistance by the OIG had resulted in a savings of at
least $650,000 in the settlement amount.

= A Wisconsin rural letter carrier was involved in a vehicle
accident in 2007 while delivering mail in her privately
owned vehicle. The carrier was deemed to have been at
fault and the couple in the other vehicle filed a claim for
damages. Negotiations in the matter were unsuccessful

and the couple filed a civil tort claim in federal court. The

U.S. Attorney’s Office requested investigative assistance
by the OIG in the matter. The Postal Service agreed to
pay for the vehicle damages and medical attention, but
the plaintiffs had additionally claimed a loss of wages

because they were unable to work. The OIG investigation

revealed the couple owned a pizza restaurant and
appeared to be working and otherwise leading normal

WORKERS’ COMPENSATION FRAUD

lives. The cost savings to the Postal Service are
estimated at $450,000.

WORKERS’ COMPENSATION FRAUD

The monetary and medical benefits paid by the Postal
Service to workers’ compensation claimants (employees
who sustained job-related injuries) in FY 2010 totaled more
than $1 billion and its estimated total liability for future
workers’ compensation costs is more than $12.5 billion.
Administered by the U.S. Department of Labor (DOL),

the Office of Workers’” Compensation Programs (OWGCP)
provides direct compensation to providers, claimants,

and beneficiaries. The Postal Service later reimburses

the OWCP in a process known as “charge-back billings.”
Investigative efforts during this reporting period resulted in
more than $86 million in cost savings or avoidances, 17
arrests, and 73 administrative personnel actions, including
removals and suspensions and termination of benefits.

Claimant Fraud

The workers’ compensation program exists for employees
who are legitimately injured while on duty. The program
provides benefits to injured employees and their families
while the employee is unable to work. Postal employees
who attempt to defraud OWCP with false claims are
criminally prosecuted to permanently prevent payment of

A Florida rural carrier associate, who was receiving workers’ compensation benefits since 2004 due
to a job-related injury to her neck and back, was found to be repeatedly exceeding her medical
restrictions. Scuba diving was one of the activities that resulted in a jury convicting her of workers’
compensation fraud.
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WORKERS’ COMPENSATION FRAUD

additional compensation and to recover funds fraudulently
obtained. Cases that may require administrative action

are referred to the Postal Service and the DOL. Special
agents work closely with Health and Resource Management
specialists from the Postal Service on all phases of

these investigations. Following are examples of workers’
compensation fraud cases investigated during this period.

After a 2-day jury trial in January, a Florida rural

carrier associate was found guilty on one count of

false statement or fraud to obtain federal employees’
compensation. The carrier alleged partial disability

from a work-related neck and back injury in 2004,

and had received approximately $297,000 in workers’
compensation payments. Video surveillance conducted
by our agents showed the carrier repeatedly exceeding
her medical restrictions. We watched the carrier scuba
diving; lifting and carrying heavy dive equipment and
other objects; climbing up and down steep rocky steps;
shopping for extended periods of time; and sliding down
a two-story water slide. The DOL terminated the carrier’s
compensation benefits, resulting in a cost avoidance of
about $409,000 for the Postal Service. The rural carrier
associate was sentenced to 3 years’ probation, ordered
to make restitution of $9,538 to the Postal Service and
fined $1,000. Administrative action by the Postal Service
is pending.

In January, a special agent’s investigation of an Ohio
motor vehicle services driver led to a 5-month federal

An Ohio motor vehicle services driver, who was allegedly totally disabled from an on-the-job injury, was
able to provide snow removal and lawn care services — until OIG agents caught up with him. Convicted in
federal court, the driver was sentenced to 5 months in prison and ordered to pay $116,000 in restitution.
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prison sentence, 3 years’ probation, and obligation

to pay more than $116,000 in restitution. The driver
pled guilty to one count of false statement or fraud to
obtain federal employees’ compensation. The driver

had alleged total disability from a work-related back
injury and received in excess of $116,000 in workers’
compensation payments. Investigation determined the
driver was self-employed providing snow removal and
lawn care services to a number of customers, and failed
to report the income received from those activities to the
DOL. Our agents also found the driver was working for
another company in which he operated a tow motor and
provided welding services. The DOL removed the driver
from the periodic roll, realizing a savings of more than
$600,000 for the Postal Service. The driver retired from
the Postal Service.

Arrural letter carrier pled guilty in November in federal
court to false statement or fraud to obtain federal
workers’ compensation benefits. The carrier alleged total
disability as a result of a work related injury to her right
elbow. Our investigation determined that the carrier was
the owner and operator of a martial arts studio and failed
to report the activity to the DOL. Surveillance conducted
by our agents showed the carrier driving to the martial
arts studio on a routine basis and conducting numerous
administrative duties. The DOL terminated the carrier’s
benefits, realizing a savings of more than $1 million for
the Postal Service. The carrier retired from the Postal
Service. In March 2011, the carrier was sentenced to
pay restitution of $12,066.

After a 2-week jury trial in February, a New York mail
handler was found guilty on two felony counts of

false statement or fraud to obtain federal employees’
compensation and one felony count of false statements.
The mail handler had alleged total disability as a result
of a work-related injury to her right wrist, right shoulder
and upper arm. Our investigation revealed the mail
handler was performing activities that were inconsistent
with the capabilities she communicated to her physician,
the DOL, and the Postal Service. Video surveillance
conducted by special agents showed the mail handler
shopping on numerous occasions, carrying and lifting
objects, reaching, pushing a fully loaded cart, and driving
on a regular basis. Investigation further determined the
mail handler received monthly food stamp payments and
failed to disclose her receipt of compensation payments
or her employment with the Postal Service on all U.S.
Department of Agriculture food stamp application forms.
As a result of our investigation, the DOL removed the
mail handler from the periodic roll, realizing a cost saving
of more than $1.5 million for the Postal Service. The mail
handler retired from the Postal Service. Sentencing is
scheduled for May 2011.



Medical Provider Fraud

The workers’ compensation program is also subject to
fraud and abuse by medical providers used by postal
employees injured on the job. A few seek to take advantage
of this program by submitting false bills, colluding with
claimants to extend benefits, or falsifying claim documents.
When evidence of abuse exists, OIG agents investigate
these providers.

= The Postal Service was awarded $42.5 million in
criminal fine proceeds in February 2011 attributable
to the OIG’s participation in a qui tam’ case against a
pharmaceutical company that promoted the sale of a
specific prescription drug for conditions not approved
by the Food and Drug Administration (FDA). The qui tam
complaint filed against the pharmaceutical company
was investigated jointly with the Department of Health
and Human Services 0IG, and the FDA Office of
Criminal Investigations. The investigation determined
that between July 2000 and December 2001, the
pharmaceutical company profited from the misbranding
and off-label promotion of the drug. By affirmatively
promoting the drug for unapproved uses, the company
caused the drug to be distributed in interstate commerce
without adequate directions for its use. In November,
the company pled guilty in a Pennsylvania federal
court to distributing a mishranded drug. The company
agreed to pay $422.5 million in criminal and civil fines,
which includes a criminal fine and forfeiture of $185
million and $237.5 million to resolve civil liabilities. The
$42.5 million awarded to the Postal Service represents
25 percent of the court ordered criminal fine of $170
million. The asset forfeiture amount payable to the Postal
Service has yet to be determined.

DELAY, DESTRUCTION, AND THEFT OF
MAIL BY EMPLOYEES

Special agents investigate allegations of postal employees
delaying, destroying, or stealing mail. Suspected employees
are referred to prosecutors or to management for
administrative action.

Theft of Mail by Employees

Following are examples of cases in which postal employees
stole mail for personal gain.

= A San Francisco letter carrier pled guilty in January
to one count of obstruction of mail. Agents observed
the letter carrier during a surveillance operation as she
stole First-Class Mail containing Netflix DVDs. During an
interview with agents, the letter carrier said she began
stealing from the mail approximately 10 years ago,
starting with magazines and later gift cards, parcels,
Netflix DVDs and other items she found interesting.

DELAY, DESTRUCTION, AND THEFT OF MAIL BY EMPLOYEES

WORKERS’ COMPENSATION FRAUD
INVESTIGATIVE RESULTS

October 1, 2010 — March 31, 2011

277 fraud investigations resolved

$86 million in compensation payments avoided
17 arrests

21 indictments

18 convictions

73 personnel actions taken by management

Agents executed a federal search warrant at her
residence and seized 60 tubs of mail, including more
than 3,000 pieces of First-Class Mail. The letter carrier
was arrested in December 2010. She was sentenced to
6 months of home confinement, 3 years of probation and
was ordered to pay $20,000 in restitution to Netflix, and
a $15,000 fine to the Postal Service. The letter carrier
retired from the Postal Service in May 2010.

An Arkansas contract employee pled guilty in February
to one count of theft of mail. The contract employee was
indicted and arrested in August 2010 after confessing
to stealing a $10,000 postal deposit. After initially telling
agents that she never saw the remittance, the contract
employee failed to report to work after being interviewed.
During an additional interview with agents, the contract
employee admitted to staging a burglary at the post
office and stealing the $10,000 to support her family.
After pleading guilty in February, she was sentenced

to 5 years probation and ordered to pay $10,000 in
restitution. Her employment was terminated in February
2010.

In February, a North Carolina highway contract carrier
was sentenced to 5 months in prison and 3 years of
probation after pleading guilty to one count of theft

of mail. During an interview with agents, the highway
contract carrier confessed to stealing Netflix and
Blockbuster DVDs, rifling First-Class Mail, and delaying
First—Class Mail, Periodicals, and Standard Mail by
storing the mail in the trunk of her vehicle. Agents
conducted surveillance on the highway contract carrier
and determined she had not delivered at least three
Netflix DVDs. Agents stopped the highway contract
carrier after she departed the post office. During a
consensual search of her personal vehicle, agents
recovered five Netflix movies, four parcels, and 2,175
pieces of deliverable mail. The majority of the mail was
hidden in the trunk of the vehicle inside diaper bags
underneath diapers, inside the sleeve of a jacket, and
inside of the area where the spare tire is stored. The
carrier admitted to agents the mail had been in her
vehicle for approximately 3 weeks. She also stated
she had approximately 25-50 Netflix movies at her

'A legal action under a statute such as the False Claims Act, allowing private parties to sue for a penalty on behalf of the government.
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DELAY, DESTRUCTION, AND THEFT OF MAIL BY EMPLOYEES

Postal employees or contractors who delay, throw away or destroy mail are subject to
criminal prosecution or administrative action. An Oklahoma employee was convicted
of throwing away mail. He is no longer employed by the Postal Service.
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residence. The carrier stated she delayed the mail
because she felt overwhelmed by her route. She was
indicted and arrested for theft of mail in July and pled
guilty in September 2010. The highway contract carrier’s
contract with the Postal Service was terminated in
January 2010.

= A Kentucky contract letter carrier pled guilty to one count
of obstruction of correspondence in February 2011. The
investigation determined that the carrier obstructed the
delivery of more than 3,000 pieces of First-Class Malil,
Periodicals, and Standard Mail that she kept inside her
vehicle. Approximately 348 pieces of First-Class Mail
were rifled, including one prescription drug parcel. The
undelivered mail dated back to September 2009. After
conducting surveillance of the contract carrier and
approaching her vehicle, agents observed undelivered
Standard Mail and Periodicals along with ripped open
First-Class letters in the vehicle. Mail was recovered
from the door pockets, sun visor, rear seat area, and
the rear cargo area of the vehicle. The contract carrier
admitted to opening mail for gift cards and cash to
support her drug addiction. She was indicted and
arrested in November and her contract was terminated
by the Postal Service. Sentencing is pending.

Delay or Destruction of Mail by Employees

Citizens and businesses expect their deposited mail to

be delivered in a timely manner and not be delayed or
destroyed. Postal employees and contractors who delay,
desert, or dump mail are investigated by our special agents.

= |n December 2010, an Oklahoma temporary employee
carrier pled
guilty to one
count of delay/
destruction of
mail. A postal
supervisor
notified agents
that more than
500 pieces

of First-

Class Mail,
Periodicals,
and Standard
Mail were
found in
atrash
dumpster at
an apartment
complex in
Oklahoma City,
OK. The carrier
admitted to

throwing the mail away because he was unable to “get

it delivered.” The carrier was indicted by a federal grand
jury and arrested in October. He was sentenced to 2
months probation and ordered to pay a fine of $100. The
carrier resigned from the Postal Service.

CONTRACT FRAUD

The Postal Service manages contracts, ranging from
multimillion dollar national contracts for services such

as transportation networks and IT infrastructures to local
contracts for supplies and services at individual postal
facilities. The OIG aids the Postal Service by investigating
allegations of contract fraud, waste, and misconduct. When
contract improprieties are documented, special agents
present the evidence for criminal and civil prosecution and
administrative remedies.

During this reporting period, we conducted 52 contract
fraud investigations, resulting in 6 arrests and more than
$13 million in monetary benefits to the Postal Service.

= A Postal Service contract air cargo carrier pled guilty
in U.S. District Court, in Washington, DC, in December
2010 to two counts of price fixing to restrain trade.
The carrier was ordered to pay a $73 million criminal
fine, of which 5 percent, $3,650,000, was paid directly
to the Postal Service. In November 2010, pursuant to
plea agreements, two separate air cargo carriers were
sentenced for their role in the conspiracy and ordered
to pay a $17.4 million and a $40 million criminal fine
respectively, to the U.S. Government. In addition, in
February 2011, an additional air cargo carrier pled guilty
and was ordered to pay a $48 million criminal fine to
the U.S. Government for its role in the conspiracy. The
recoveries and guilty pleas that occurred in this reporting
period resulted from a joint, ongoing investigation
coordinated by the U.S. Department of Justice’s Antitrust
Division and numerous federal law enforcement
agencies into conspiracy to commit price fixing in the
air transportation industry. The conspiracy was carried
out, in part, through meetings, conversations, and
communications whereby the parties agreed on certain
components of cargo rates for shipments on certain
routes to/from the United States.

In November 2010, the Postal Service realized a
recovery of more than $743,000, inclusive of OIG
investigative costs, as a result of an investigation into an
Ohio company awarded a contract to provide call center
services to the Postal Service. The OIG’s investigation
determined that the company had been improperly
billing the Postal Service for approximately 6 years under
the contract, which was originally awarded in 2003.
According to the terms of the contract, when the Postal
Service requested any modifications to the existing call



service contract, the company had to provide the Postal
Service a rough estimate. The contract also required
that the company’s estimate be within +/-10 percent

of the actual cost to complete the modifications. At the
completion of the modifications, the Postal Service paid
the company’s charges after comparing their estimates
to their actual costs. However, the OIG found that the
company overstated its estimates and failed to provide
the Postal Service its actual costs. As a result, the Postal
Service overpaid the company $575,000. The company
agreed to pay the Postal Service an additional $168,000
for the cost of the investigation.

A Postal Service highway contract route contractor

pled guilty in January in federal court to two counts of
violations of false or fraudulent claims associated with a
contract to transport mail. The investigation determined
that in July 2004 and March 2006, the contractor made
claims to the Postal Service for funds to pay prevailing
wage rates and fringe benefits to her employee, and

for a workers’ compensation insurance policy. However,
the funds were not used for these purposes, as the
contractor failed to pay the proper wage and did not
have an active workers’ compensation insurance policy
since September 2005. The contract had been previously
terminated by the Postal Service based on the OIG’s
investigative findings. Sentencing of the contractor is
pending.

A Utah man and his son-in-law, along with their
respective companies (which were highway contract
route contractors) were debarred by the Postal Service
for a period of 3 years in an October 2010 decision. The

CONTRACT FRAUD
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The Postal Service contracts with both domestic and international air carriers to transport mail
as cargo. A price-fixing scheme by air cargo carriers resulted in the Postal Service paying
excessive cargo shipping rates. A joint investigative effort spearheaded by the Department of
Justice that started in 2008 and includes the Postal Service OIG has resulted in several airline
companies and their executives pleading guilty for their role in fixing prices in the air cargo
fransportation industry. This check represents part of the $11.95 million in fines paid to the
Postal Service.

0IG’s investigation determined that during certain prior
holiday seasons, the highway contract route contractors
submitted $32,703 in false supplemental claims to

the Postal Service for alleged inaccurate increases in
operating expenses. The debarment followed the OIG’s
criminal investigation, which resulted in one contractor
pleading guilty to a felony count of theft of government
money, while the other pled guilty to a misdemeanor
count of theft of government money. Both parties, as
part of their plea, agreed to pay restitution of $32,703 to

Major Fraud Investigations Division

The OIG established the Major Fraud Investigations Division (MFID) in April 2009 to promote integrity and accountability
related to allegations of major fraud that impacts the Postal Service. MFID is responsible for investigating all allegations
of fraud within the Postal Service’s programs and operations with a contract award price (individual or aggregate) or
billings of $500,000 or more with a special emphasis on allegations that become national or multi-jurisdictional in

nature.

The Postal Service expends $12 billion per year on goods and services and maintains an overall procurement portfolio
of close to $42 billion. About $600 million in Postal Service funds are potentially lost to fraud each year, based on
the Certified Fraud Examiners Association’s professionally recognized average of 5 percent of procurement dollars

susceptible to fraudulent activity.

During its first 2 years, MFID investigations produced nearly $61 million of monetary benefits to the Postal Service,
51 prosecutive actions (indictments, informations, and complaints), and 27 suspensions and debarments. During this
semiannual report period, MFID investigations resulted in more than $9 million in monetary benefits to the Postal
Service, 17 prosecutive actions, three arrests, and 14 suspensions and debarments.

Current MFID investigations cover a wide range of issues, including contract mischarging, health care provider fraud,
and bribery. In one anti-trust investigation, MFID uncovered that dozens of air cargo carriers engaged in a price fixing

conspiracy.
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the Postal Service that had not yet been paid but were
identified by our investigation.

In November 2010, an Ohio Postal Service highway
contract route contractor was sentenced in state

court to 3 years’ probation and ordered to pay more
than $5,500 in restitution to the Postal Service. The
contractor had previously pled guilty to one felony count
of theft for failing to obtain a workers’ compensation
policy associated with a highway contract route contract
during the period 2005 through 2010. The contractor,
who has two employees on his contract, was required
by the state of Ohio to have workers’ compensation
insurance. The contractor submitted information to the
Postal Service declaring that his workers’ compensation
insurance policy was current. As a result of that claim,
the Postal Service reimbursed the contractor for the
cost of the policy. A subsequent OIG investigation found
that the contractor did not maintain a current workers’
compensation policy and that contractor falsely reported
he had coverage.

An 0OIG investigation conducted in New York uncovered
a phantom cleaning business, set up by a customer
service manager, used to engage in a scheme to
fraudulently bill the Postal Service for cleaning services
not rendered. The manager also stole third-party checks
to conceal additional thefts of Postal Service funds.

In total, between the two schemes from August 2006
through July 2009, the manager embezzled about
$184,000. In November 2010, the now former employee
pled guilty in federal court to an indictment charging a
violation of misappropriation of postal funds. Sentencing
is pending.

OFFICIAL MISCONDUCT

Postal Service employees commit misconduct when they:
= Misuse Postal Service computers.
= Destroy or steal postal property.

Lie or forge signatures on official documents.

= Steal funds.

= Abuse authority.

= Sabotage operations.

= Use narcotics or sell drugs while on duty.

= Abuse alcohol while on duty.

During this reporting period special agents investigated

46 cases of employees selling, possessing, or using illegal
drugs on duty; made 28 arrests; and the Postal Service

took 30 administrative personnel actions. Following are

examples of cases the OIG investigated involving employee
misconduct.

= |n December, prosecution for a city carrier in New
York state was deferred for 3 months pending good
behavior and satisfactory compliance of the terms
of the deferment. The carrier had been indicted in
February 2010 for obstruction of correspondence. In
June 2010, a non-Postal Service co-conspirator pled
guilty to possession with intent to distribute a controlled
substance. This investigation, conducted jointly with
the Postal Inspection Service, identified more than 130
parcels originating on the West Coast that had been
scanned “Delivered” or “Notice Left” by the carrier
since September 2009. The parcels were mailed to
high-rise apartment buildings and were addressed to
fictitious apartment numbers. The gross weight of these

Contract Fraud Risk Alert Issued to Postal Service

In July 2010, we forwarded a Risk Alert to the Postal Service detailing the issue of highway contract route (HCR)
contractors not maintaining workers’ compensation insurance, in violation of contract terms and conditions and certain
state laws. In addition to highlighting the issue, the Risk Alert provided specific actions that can be implemented by the

Postal Service to protect its interests, including:

= Require HCR contractors to submit proof of workers’ compensation insurance at the time of contract award and

certify continuous coverage annually thereafter.

= Fully document the cost elements included in the establishment of HCR rates in the price negotiation memorandum.
Key elements that are essential to contract performance, such as the maintenance of workers’ compensation
insurance, should be in the price negotiation memorandum.

= Remove any language from the worksheets or other contract documents or policies that contradicts the false

statement certification on the face of the worksheets.

= Require HCR contractors to sign and certify all cost statements.

= Require HCR contractors to present payment invoices to the Postal Service prior to receiving contract payments.




parcels exceeded 2,000 pounds. The carrier received
$20 per delivered parcel. As the carrier’s parcel post
responsibilities do not include this class of mail, he
was unauthorized to take custody of and deliver these
parcels. The co-conspirator retrieved several of these
parcels, which contained 14 pounds of illegal narcotics.
In October, the non-Postal Service co-conspirator was
sentenced to 12 months and one day incarceration
followed by 3 years supervised released and $100
special assessment. The carrier was removed from the
Postal Service.

A city letter carrier in New York state pled guilty in
October to bribery of a public official. This investigation,
conducted jointly with the Postal Inspection Service,
revealed that the carrier facilitated the delivery

of narcotic-laden parcels on behalf of local drug
traffickers. The carrier also alerted local traffickers

of law enforcement interest in suspect parcels. The
carrier and his two Postal Service co-conspirators
assisted the trafficking operations by providing “no such
number” mailing addresses from their routes to which
the parcels were delivered. During one exchange, the
carrier received $2,400 cash for providing addresses
and delivering these parcels. One of the co-conspirators
was paid $100 to $300 per parcel and given marijuana
for providing addresses. The carrier and the two co-
conspirators were removed from the Postal Service.
Sentencing of the city letter carrier is set for June 3.
The two Postal Service alleged co-conspirators have not
been prosecuted.

A Louisiana mail processing clerk pled guilty to
possession of marijuana in February. Our investigation
revealed that the clerk would leave a marijuana joint
on the concrete either at a local bank or car wash on
a nearby street and would go to that area on his lunch
break, get the marijuana, and smoke it prior to returning
to work to finish his shift. The clerk was sentenced to
6 months in jail; however, the jail term was suspended
and replaced with supervised probation for 1 year. The
clerk was also ordered to pay a $200 fine and court
costs, remain arrest- and conviction-free for the period
of probation and to meet other conditions. The Postal
Service suspended the clerk for 14 days.

An Arkansas sales and service distribution clerk pled
guilty to four counts of possession of a controlled
substance with intent to distribute. As part of this
investigation, conducted jointly with Arkansas state and
local officials, the clerk sold 45 Hydrocodone tablets to
an undercover officer during one of three transactions
between the clerk and the undercover officer. The clerk
sold the prescription narcotics while in uniform and

on one occasion used her cellular phone to arrange at
least one of the illegal transactions while on duty and
on postal property. The clerk was sentenced to 3 years

EXECUTIVE INVESTIGATIONS AND INTERNAL AFFAIRS

supervised probation, a $500 fine, and court costs. The
clerk was removed from the Postal Service.

= A city letter carrier in New York state was sentenced
in March to 2 years in prison plus 2 years post release
supervision for criminal sale of a controlled substance
and conspiracy. This investigation, conducted jointly with
the Postal Inspection Service and state and local police
officials of New York, revealed that in July, while under
surveillance, the carrier delivered a parcel that contained
approximately 2 kilograms of cocaine to his non-postal
co-conspirator. During the course of a New York Police
Department (NYPD) narcotics operation, investigators
learned of a narcotics conversation between the carrier
and a non-postal co-conspirator. The carrier and the co-
conspirator were discussing the carrier’s upcoming work
schedule and a suspected shipment of narcotics. While
in uniform and operating a postal vehicle, the carrier met
with the co-conspirator and delivered a large Express
Mail parcel. The co-conspirator received the parcel from
the clerk, placed it inside of the cab, and left the scene in
the same cab. NYPD recovered the parcel from the cab
and executed a search warrant of the parcel. The parcel
contained approximately 2 kilograms of cocaine with an
estimated street value of $250,000. The co-conspirator
promised the carrier $1,000 to deliver the parcel. The
carrier was removed from the Postal Service.
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