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U.S. Postage Stamps
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3 PELICAN ISLAND NATIONAL WILDLIFE REFUGE - this

stamp
commemorates the centennial of the creation of Pelican Island Mational
Wildlife Reﬁ@e. Pelican Island is located in the Indian River Lagoon on
the east coast of central Florida.

HONORING HEROES OF SEPTEMBER 11 - this fundrising stamp
of three fire fighters as they rised the 1.5,

features a detail photograph
flag at “ground zero.”
OHIO STATEHOOD - this stamp commemorates the bicentennial of
Ohio's statehood. Ohio became the first state carved from the Northwest
Territory and the 17th admitted to the Union.

LITERARY ARTS: ZORA NEALE HURSTON - this 19th stamp in
the Literary Arts series honors novelist, folldorist and anthropologist Zora
Meale Hurston for her artistry and her celebration of black culture.

LUNAR NEW YEAR - a new 37-cent stamp was issued celebrating the
Chinese Lunar Calendar Year, the Year of the Ram beginning Feb 1, 2003
and ending on January 21, 2004.

AMERICAN FILMMAKING: BEHIND THE SCENES - coinciding
with the 75th anniversary celebration of the Academy of Motion Picture

Arts and Sciences, the issuance of these stamps honors American film-
makers.

FOUR. SNOWMEN - the charming images of four snowmen are captured
on a new 37 -cent First Class snowmen commemorative stamp.

THE WHITE HOUSE - the White House stamp brings together two
great, enduring symbols of the UL8 government a.ndrﬁ'l?&nerium people.

U.S. CAPITOL - commemorates the 1.8, Capitol, which houses the
chambers of the Senate and House of Representatives.

SPACE mw“ﬂNDIE}{PLDMEDN - represents the -
nations ologram, circular, pen o stamps in a set
15 related Etuan:gtl'm celebrate space Ext:ﬁﬂmﬁm. —r

WASHINGTON MONUMENT EXPRESS MAIL - honors the
Washington Monument as a great tribute to the first American President,
George Washington.

HOMNORING VETERANS - the Postal Service issued a commemorative

postage stamp saluting the nation's veterans and those who continue to
serve in veteran's service organizations and other veterans groups.

1.8, MILITARY ACADEMY - commemorates the academy's inception at
West Point 200 years ago and its alumni’s accomplishment.

79 STATUE OF LIBERTY - features a photograph of the Statue of Liberty,

which was dedicated on October 28, 1856.

MADONMNA AND CHILD - the spirit of the holiday season is captured
on this stamp featuring artist Jan Gossaert’s “Madonna and Child.”

B8 HOMNORING THOSE WHO SERVED - pays tribute to the patriotism

and valor of the thousands of dedicated 1.5, military veterans who have
served their country both here and abroad.
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A Message from the
Inspector General

A Challenge Realized

s [ approach the end of my 7-year term, [ can look back and appreciate the chal-

lenge given to us by Congress in January 1996, when we were directed to create

an independent Office of Inspector General for the U.S. Postal Service. Never
before had such an independent office existed within the Postal Service, but we chal-
lenged ourselves to be the first and the best. We learned that being the first at something
brings with it inherent difficulties, the need for total commitment, a spirit for risk taking,
and exciting opportunities for growth.

To recognize opportunity is the difference between success and failure. We embraced
the challenges, remained steadfast, took calculated risks, and worked tirelessly to build an
innovative, results-oriented organization based on our values of teamwork, leadership,
communication, creativity, and conceptualization. We wanted to build an organization
that could stand on its own to ensure its independence, but that also would meet the
needs of the Postal Service and its stakeholders, not our own. It would have been much
less challenging — and some would say more to their liking — to do things the traditional,
bureaucratic way. But we thought the easy way out was not in the best interest of our
stakeholders, so we tried something a little different in the hopes of developing an
organization that was a lot more effective. And I think, in just six years since our inception,
we have established an organization that we all can be proud of. What we tried was not
supposed to be weird or controversial.

Our ideas were based on sound, modern principles of organizational management.
These ideas were not widely used in the federal government: pay banding, pay for perfor-
mance, and values, to name a few. We held true to our belief that new ideas and progres-
sive thinking were necessary for us to keep pace with the Postal Service as it faced chal-
lenges posed by the current business climate. As Franklin D. Roosevelt said, “It is com-
mon sense to take a method and try it. If it fails admit it frankly and try another. But above
all, try something.” Some things worked and they are still working; some things didn’t
work, and we tried something different. But we tried, and we keep on trying to do what
Congress asked us to do only a few years ago. What we were able to accomplish in six short
years transcends our expectations and will stand as a legacy in years to come.

We knew that the Postal Service was different — it needed to generate revenues and
produce results every day. So we set out to create an office to fit the needs of the Postal
Service and its stakeholders. We performed strategic audits and investigations that added
value to its bottom line and identified needed improvements in Postal Service operations.
We believe our results prove our worth many times over. We are convinced that our audit
and investigative productivity were due in part to our values-based organization that rec-
ognizes and rewards the performance and accomplishments of our entire audit, investiga-
tive, and support staff.

This reporting period, two major events occurred affecting the Postal Service — the
establishment of the President’s Commission on the United States Postal Service and the
legislation that lowers Civil Service Retirement Fund payments for the Postal Service. We
have worked with the Commission, which is tasked with examining the state of the Postal
Service and recommending legislative and administrative steps to help ensure its future
viability. We submitted written comments and have offered any assistance we can. The
recent windfall the Postal Service received with the lowering of its payments to the Civil
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Service Retirement Fund by about $6 billion in FY 2003 and FY 2004 has certainly had the
short-term benefit of relieving its current financial pressure and forestalling a rate increase.
However, many long-term challenges still remain and need to be addressed.

We were also pleased to see the establishment of the U.S. House of Representatives
Special Panel on Postal Reform and Oversight, which is chaired by Representative John
McHugh. The eight-member bipartisan panel was created in part to work with the President’s
Commission but also to address reform and oversight issues. We, of course, stand ready to
assist the panel.

This, our thirteenth Semiannual Report, sets forth the significant activities and
accomplishments of this office and the Inspection Service from October 1, 2002, through
March 31, 2003. It details our efforts to combat fraud, waste, abuse, and mismanagement
within the Postal Service; and fulfills our reporting requirement under the Inspector
General Act and Inspection Service requirements under the Mail Order Consumer
Protection Act. In this reporting period, the Office of Inspector General issued 210 audit
reports, 65 management advisory reports and other products, and closed 191 investigations.
This last six months’ work clearly illustrates our productivity as well as the diversity and
value of our accomplishments. As we move into the next six months, we recommit our-
selves to carrying on this tradition and surpassing our goals.

We would like to welcome Governor Albert V. Casey, who recently became a member
of the Board of Governors and replaces Governor Ernesta Ballard as Chair of the Audit
Committee. We bid farewell to Governor Ballard and wish her well in her future endeavors.
Governor James C. Miller, I1I is the most recent addition to the Board, and we welcome
the opportunity to work with him.

We also want to thank several members of our senior management, who are pursuing
new opportunities, for their outstanding contributions to the OIG: Bob Emmons, Assistant
Inspector General for Audit, who is now Inspector General at the Pension Benefit Guar-
anty Corporation; and Donna Edsall, Deputy Assistant Inspector General for Technology,
who joined the Air Force Audit Agency in California. We would also like to thank all our
staff who have been called to military duty. We look forward to their safe return.

In closing, I would like to share with you some words from poet Inez Clark
Thorson, which remind us of our obligation to stand firm in our convictions regardless
of the consequences:

The man who cannot settle in his mind

Where he should stand, but merely stays astride
The fence, is certain in the end to prove

Himself of little worth to either side.

But he alone will be of value who,

Though sometimes pressure may be brought to bear,
Knows in his heart where he should stand and then,
Despite the consequences, stands firmly there.

We look forward to continuing to work with Congress, the Governors, the Postmaster
General, and Postal Service management and staff to improve postal operations.

Sincerely,

Karla W. Corcoran
April 30, 2003
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Executive Summary

biD YOU
KNOW?

Are copies of previous Semiannual Reports to
Congress available?

Yes, electronic copies of previous Semiannual
Reports to Congress can be accessed at website
www.uspsoig.gov and printed copies can be obtained
by contacting the OIG.

—
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This Executive Summanry highlights the
Office of Inspector General (OIG) and
Inspection Service accomplishments from
October 1, 2002, through March 31,
2003, that are contained in this
Semiannual Report to Congress.

EXECUTIVE SUMMARY

his Executive Summary provides a syn-

opsis of the work reported during this 6-

month period. This Semiannual Report
addresses the major issues facing the Postal Ser-
vice and the work performed by the OIG that
helps improve postal operations. It also provides
a general overview of Inspection Service opera-
tions and specific examples of work related to
the detection and prevention of fraud, waste,
abuse, and mismanagement.

The OIG is responsible for conducting all
audits of Postal Service programs and opera-
tions. In addition, the OIG, along with the
Inspection Service, conducts investigations to
prevent and detect fraud, waste, abuse, and mis-
management affecting the Postal Service. Both
conduct investigations that play a vital role in

helping the Postal Service make improvements.

Work performed by the OIG and the Inspection

Service is included in this report in order to pre-
sent Congress and the Governors a unified
report of the Postal Service’s efforts to combat
fraud, waste, abuse, and mismanagement.

In this, the OIG’s thirteenth Semiannual
Report, the work has been categorized into
eight subject areas: performance, financial
management, technology, labor management,
oversight of the Inspection Service and other
significant reviews, customer service, organiza-
tional dynamics, and organizational structure.
These eight areas include OIG work addressing
the following 10 major management issues fac-
ing the Postal Service:

@ physical security and safeguarding the
mail;
maintaining customer confidence;

improving financial performance and
accountability;

resolving workforce and workplace issues;
controlling workers’ compensation costs;
managing acquisitions and contracts;

leveraging technology;

® 6 6 0 o

improving the quality of information for
making decisions;

L 4

safeguarding the integrity, confidentiality,

The 0IG management committee: (Standing, left to right): Kirt West, Colleen
McAntee, Ronald Merryman, Gladis Griffith, Wayne Goleski, Ronald Stith,
Mary Demory and Daniel 0'Rourke. (Sitting, left to right): Thomas Coogan,

Karla Corcoran and John Seeba.
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and availability of information; and

@ balancing public service and commercial
enterprise.

The following highlights the accomplish-
ments of the OIG and Inspection Service under
the specific subject areas:

(1) Performance focuses on the critical core
business processes needed to succeed in a com-
petitive environment. The OIG conducted 22
reviews in this area, including projects that will
help save the Postal Service nearly $38 million
in current and future years. Some examples
include:

@ Concluding that the Postal Service over-
stated demand for mail processing equip-
ment, resulting in approximately $9 mil-
lion in excess equipment parts.

@ Identifying that eliminating mishandling
of Address Change Service mail could
potentially save $14 million.

@ Discovering a Postal Service contractor
abandoned a trailer full of mail, delaying
delivery for over 60 days. The contractor
paid damages totaling $51,000, which
included the cost of the investigation.

@ Disclosing a former Postal Service
mechanic was removed from duty after
impropetly receiving nearly $65,000 in
payments from a Postal Service contrac-
tor. The Postal Service has debarred the
contractor involved in the vehicle parts
scheme for a period of 3 years.

The Inspection Service conducted numer-
ous investigations in the area of mail theft,
resulting in arrests of over 348 employees and
almost 3,043 non-employees or contractors.

(2) Financial Management incorporates finan-
cial opinion work, financial-related reviews,
and contracting and facilities reviews. The
OIG completed 183 audits and reviews that
identified over $13.4 million in questioned and
unsupported costs. In addition, the OIG com-
pleted 153 investigations, which resulted in
14 convictions, 7 indictments, and $4 million
in fines, recoveries, and restitutions, of which
$1.5 million was directed to the Postal Service.
Some examples of OIG work in this area
included:

@ Determining the Postal Service over-

funded the Postal Museum by $1.75 mil-
lion over a 4-year period.

Identifying improvements needed in the
Postal Service’s architectural and engi-
neering design services process to track
and monitor fees and provide better
oversight of design work.

Investigating a tort claim for over

$1 million filed against the Postal Ser-
vice for alleged injuries resulting from an
accident involving a postal vehicle. The
OIG investigation revealed the police
report documented no apparent injuries
to the individual. Subsequently, the
claim was denied by the Postal Service.

Investigating a $1.4 million tort claim
filed against the Postal Service for
alleged injuries resulting from a trip-and-
fall accident at a postal facility. The
OIG investigation disclosed the individ-
ual ignored warnings from a Postal Ser-
vice employee concerning a potential

hazard.

Investigating a former postal employee
for defrauding the Postal Service. The
employee created fictitious invoices and
forged postal documentation as part of an
embezzlement scheme. The former
Postal Service employee was sentenced
to 18 months in prison and ordered to
pay over $220,000 in restitution.

Investigating six Postal Service employ-
ees for misuse of government credit
cards. One individual pled guilty to
criminal charges, and administrative
action was taken against five others,
which included two removals, a demo-
tion, a 30-day suspension, and a letter of
warning.

Participating in a joint investigation
with the Department of Justice task force
to uncover a fraudulent testing scheme
involving Postal Service and other gov-
ernment agency underground storage
tanks. The investigation resulted in a
company being placed on probation and
ordered to pay $1 million in criminal
fines and nearly $1.3 million in restitu-
tion, of which $245,000 will be returned
to the Postal Service.

Investigating a contractor that received
an erroneous payment of nearly

Jy
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DiD YOU
KNOW?

Who determines what the 0IG

audits or investigates?

The OIG receives requests to
conduct audits and investigations
from many sources. However, the
OIG independently determines

what it audits or investigates.

1

$680,000. The contractor pled guilty to
one count of theft of government proper-
ty and four counts of money laundering.
The contractor was sentenced to 78
months imprisonment and 36 months
probation, and ordered to pay $593,000
in restitution.

@ Revealing that an individual filed a false
claim against the Postal Service for a
broken ankle sustained at a post office.
The OIG’s investigation revealed a wit-
ness for the injured individual made false
statements to federal investigators about
the alleged injury. The untruthful wit-
ness was indicted on two counts of mak-
ing false statements.

In addition to other work, the Inspection
Service reported:

€ Revenue investigations that resulted in
30 arrests and 30 successful criminal con-
victions.

@ Initiating 233 employee embezzlement
investigations, which documented losses
of over $3.2 million.

(3) Technology encompasses reviews of devel-
opmental systems, computer security, electron-
ic commerce, and computer intrusion detec-
The OIG performed nine
reviews in this area. Some of the more signifi-
cant OIG activities included:

tion activities.

@ Establishing that unless PostalOne! pro-
gram management tracks its performance
in accordance with Postal Service poli-
cies and ensures compliance, the project
may not meet projected savings.

@ Concluding the Postal Automated Redi-
rection System Phase One may not yield
anticipated returns on investment
because the study used to support the
project was statistically unsound.

@ Revealing potential vulnerabilities on
selected servers at Postal Service Head-
quarters that could result in a loss of con-
fidentiality, integrity, and availability of
vital operational systems.

In addition to other work, the Inspection
Service reported it:

@ PDarticipated in two international groups
that focus on security. The International
Affairs Group develops initiatives to

improve the safety, security, and reliabili-
ty of international mail products. The
Postal Security Action Group focuses on
problems and issues affecting safety, secu-
rity and integrity of international com-
munication products.

(4) Labor Management focuses on issues related
to workplace environment, human resources,
and health care. During this reporting period,
the OIG conducted 12 reviews and 102 inquiries
in this area, which included:

@ Disclosing that some Postal Service
employees on the workers’ compensation
periodic rolls are at the age at which
some federal employees are eligible for
voluntary retirement. Legislative reform
may allow eligible postal employees to
retire under an applicable retirement pro-
gram, which may give financial relief to
the Postal Service.

@ Disclosing that 2 of 18 district offices
reviewed had not appropriately disci-
plined or taken action against employees
responsible for sexual harassment or
inappropriate actions or comments.

@ Finding that contracting procedures were
not always followed with a health care
provider.

@ Determining that the Postal Service’s
Injury Compensation Control Office did
not effectively monitor death benefit
claim files, which may have resulted in
an estimated $1.3 million in questionable
benefits being paid to survivors.

@ Disclosing that a hostile work environ-
ment may have existed in one district,
resulting in a Postal Service supervisor
being placed on a performance improve-
ment plan.

@ Determining that some managers respon-
sible for sexual harassment or inappropri-
ate actions or comments were not con-
sidered for exclusion from the Pay for
Performance Program.

@ Concluding that all 18 district offices
reviewed had adequate policies and pro-
cedures in place to prevent sexual harass-
ment.

@ Discovering that four individuals com-
mitted insurance fraud by filing fraudu-
lent medical claims to a federal employ-
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ees’ health benefit program. The OIG
participated in a joint task force to inves-
tigate false medical claims. As a result of
the joint investigation, three of the four
were ordered to pay restitution totaling
approximately $990,000 to the victims’
health care plans. Two of the four indi-
viduals were sentenced to serve a com-
bined prison term of 66 months.

@ Disclosing that two individuals were con-
victed in a health care fraud scheme
involving filing false claims on behalf of
Postal Service employees. The defen-
dants were sentenced to 9 months and
21 months in prison, respectively, 3 years
supervised release, and were ordered to
pay over $78,000 in restitution to the
victims.

During this period, significant Inspection
Service work included the following in the area
of workers’ compensation fraud:

@ Sentencing of a former Postal Service
clerk to 1-year probation and restitution
of over $5,000 for mail fraud. As a result
of the investigation, over $21,000 in
workers’ compensation funds was recov-
ered for the Postal Service.

@ Convicting a former Postal Service letter
carrier on 11 counts of mail fraud and 2
counts of workers’ compensation fraud.

@ Sentencing a former letter carrier in Ore-
gon to 3 months incarceration, 3 months
home detention, 5 years probation, and
court ordered restitution of over $29,000
for workers’ compensation fraud.

@ Revealing a Postal Service employee
receiving workers’ compensation was re-
fueling company vehicles, transporting
drivers, and driving a contract route.
The employee resigned from the Postal
Service, was ordered to pay over $42,000
in restitution, sentenced to 4 months
home confinement, 2 years probation, 50
hours community service, and a special
assessment of $100. In addition, the
individual has been permanently
debarred from receiving future workers’
compensation benefits.

(5) Oversight of the Inspection Service and
Other Significant Activities. During this
reporting period, the OIG completed one
review of the Inspection Service and one other

review related to Postal Service operations as

highlighted below:

® Finding the Postal Inspection Service has
expended over $2.7 million on a fraud
complaint system that will become
redundant.

@ Determining the Postal Service Transfor-
mation Plan is helpful in identifying and
addressing the challenges facing the
Postal Service, but a comprehensive
implementation plan had not been final-
ized at the time of the audit.

The Inspection Service conducts numer-
ous investigations covering significant issues in
the areas of physical security; narcotics offenses
and trafficking; child exploitation; prohibited
mailings; postal burglaries; mail fraud, including
fraud against consumers, fraud against business-
es, and fraud against government; and money
laundering.

(6) Customer Service focuses on the OIG and
the Inspection Service efforts to provide cus-
tomer service, including support functions to
enhance service to internal customers and
Hotline operations.

(7) Organizational Dynamics focuses on the
OIG and the Inspection Service vision, values,
culture, and diversity.

(8) Organizational Structure focuses on the
OIG and the Inspection Service headquarters
and field structure.

Jy
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Major Management Issues
Facing the Postal Service

DiD YOU
KNOW?

What is a 7-day letter?

The Inspector General Act provides that whenever
the Inspector General becomes aware of particularly
serious or flagrant problems, abuses, or deficiencies
relating to the administration of programs and
operations of the agency, the Inspector General
should immediately notify the head of the agency.
The head of the agency then has seven calendar days
to transmit the Inspector General report, including
comments, to the appropriate committees or subcom-
mittees of Congress.

—
\
\
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DID YOU
KNOW?

How does the 0IG promote
open communication
throughout the organization?

In addition to e-mail and voice
mail, the OIG uses video telecon-
ferencing, all-hands meetings,
teambuilding, and field office
visits to foster communication

throughout the organization.

The President has estahlished a
Commission to examine the state of the
Postal Service, articulate a vision for its
future, and recommend legislative and
administrative reforms needed to
ensure the viability of postal services,
as reported in the Federal Times and
The Washington Post.

)

MAJOR MANAGEMENT
ISSUES FACING THE
POSTAL SERVICE

he Postal Service needs to identify spe-

cific long-term strategies to better bal-

ance its statutory mandate of providing
universal service with its need to remain a
viable commercial enterprise. At stake, accord-
ing to the Postal Service, is every American’s
right to send and receive mail. The Postal
Service’s April 2002 Transformation Plan began
that process. As it proceeds with transforma-
tion, the Postal Service continues to face signif-
icant challenges, including financial concerns,
security threats, and labor management issues.
The
Congress that the Postal Service’s current finan-

Postmaster General testified before

cial situation is improving and would improve
further with the passage of the Postal Civil
Service Retirement System Funding Reform
Act of 2003. This Act was signed into law.
However, the OIG believes that the current and
long-term financial prospects facing the Postal
Service are a critical issue that must be
addressed.

Congress is placing increased emphasis on
the Postal Service due to the significant chal-
lenges it is facing. Postal Service oversight in
the current Congress has been raised to the full
committee level in the House and the Senate.
In the House, a bipartisan Special Panel on
Postal Reform and Oversight has been estab-
lished. The Postal Service and its stakeholders
should be encouraged by the support of the
President and Congress in addressing the future
of the mail.

The President has established a
Commission to examine the state of the Postal
Service, articulate a vision for its future, and
recommend legislative and administrative
reforms needed to ensure the viability of postal
services. The OIG has submitted comments to
the Commission. The Commission plans to
complete its work in July 2003. The Postal
Service is presenting its specific long-term
strategies to better balance its statutory mandate
of providing universal service with its need to
remain a viable commercial enterprise.

To assist Congress, the Governors, and
postal management as they address these

challenges, the OIG has independently identi-
fied the following major management issues:

@ physical security and safeguarding the
mail;

€ maintaining customer confidence;

*

improving financial performance and
accountability;

resolving workforce and workplace issues;
controlling workers’ compensation costs;
managing acquisitions and contracts;

leveraging technology;
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improving the quality of information for
making decisions;

*

safeguarding the integrity, confidentiality,
and availability of information; and

@ Dbalancing public service and commercial
enterprise.

These issues generally reflect the issues
the OIG has identified in past years. These
major issues, their significance, and the key
OIG projects addressing them are included in
this section.

PHYSICAL SECURITY AND
SAFEGUARDING THE MAIL

With nearly 38,000 facilities and approxi-

mately 203 billion pieces of mail delivered each
year, the Postal Service faces the enormous
challenge of moving the mail efficiently and
economically while effectively safeguarding
postal employees, customers, and the mail.
Historically, the Postal Service has dealt with
numerous disasters, both natural and man-
made, which have interfered with mail delivery.
However, the October 2001 anthrax attacks
through the mail exposed a new danger, and led
to a renewed emphasis on the security of the
nation’s postal system. The OIG has reviewed
the Postal Service’s response to bioterrorist
attacks on the mail and plans to conduct future
audits of the Postal Service’s response to the
biohazard attacks.

The Postal Service has acted to ensure the
continued physical security and safety of the
mail and sought new methods to detect biohaz-
ardous materials and sanitize the mail. The
technological solutions include procuring new
equipment and changing processes that could
impact the efficiency of mail processing and
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staffing requirements. Regardless of technology
or any other improvement or expenditures, the
threat of terrorists using the mail to carry out an
attack can be reduced, but not eliminated. To
better protect its employees and customers, the
OIG believes the Postal Service must also
reassess its facility designs, especially the ven-
tilation systems, maintenance practices, and
emergency response and evacuation proce-
dures. Additionally, it must continually moni-
tor its spending criteria to ensure that funding
is available for critical life/safety projects. To
assist the Postal Service in addressing this issue,

among others, the OIG:

@ Reviewed safety issues related to the cap-
ital freeze and the effect of the capital
freeze on the Postal Service’s ability to
maintain, preserve, and expand facilities
as needed in an economical and effective
manner.

@ Reviewed the Postal Service’s disposal
plans for irradiation equipment.

@ [s participating in Postal Service Mail
Security Task Force meetings.

MAINTAINING CUSTOMER
CONFIDENCE

The Postal Service views its access to the
American household as a unique asset it can
leverage as it faces increasing competition. To
remain competitive, the Postal Service must be
customer-focused and deliver the mail in a
timely manner and at affordable rates.
Moreover, the Postal Service needs to adapt its
services to address changing customer needs and
a changing mailing public. In today’s market-
place, customers have more choices about how
they conduct postal transactions, transmit mes-
sages, and deliver merchandise. Increasing cus-
tomer confidence will be the key to growing
new business.

To effectively transition to a changing cus-
tomer base, the Postal Service must continue to
develop and provide products and services that
retain relevance and value for customers with
changing needs, identify efficient transporta-
tion and delivery modes, effectively schedule
staff, and maximize technological options. To
assist the Postal Service in addressing this issue,
among others, the OIG:

@ Assessed the efficiency, effectiveness, and
impact of delayed and Address Change
Service mail.

@ Assessed the effectiveness of scheduled
highway contract routes.

@ [s assessing the efficiency and effective-
ness of carrier scheduling and collection
operations.

IMPROVING FINANCIAL
PERFORMANCE AND
ACCOUNTABILITY

Unlike most federal agencies, the Postal
Service relies essentially on its revenues, not
appropriations, to fund its operations. Without
adequate revenues, the Postal Service would
have to reduce services, raise rates, or seek tax-
payer subsidies. Thus, the Postal Service needs
to meet the challenge of increasing its revenue
each year to cover increasing costs.

Recent financial data indicate that the
Postal Service’s current financial situation is
improving compared to the prior year. For
FY 2003, the Postal Service projects a net
income of $1 billion, compared to a net loss of
$676 million in FY 2002. The Postal Service
attributes its projected positive net income to its
cost reduction efforts; sustained productivity
increases, particularly labor productivity; and
postal rate increases that took effect in June
2002. In addition, the Postal Service was able to
reduce its outstanding debt by $200 million at
the end of FY 2002, to approximately $11.1 bil-
lion. The Postal Service projects it will con-
tinue to reduce its debt in FY 2003 because of its
projected net income. These are encouraging
trends.

Increasing productivity and controlling
costs have helped the Postal Service’s financial
position. However, Postal Service operations
were compromised in some sections of the
country because of the terrorist and anthrax
attacks. The administration and Congress
responded by providing the Postal Service over
$760 million in appropriations to secure mail
and protect the health and safety of employees
and customers. In addition, the Postal Service
recently requested $350 million more in
FY 2004 appropriations to pay for additional
costs related to those events.

Similarly, additional support has come
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DiD YOU
KNOW?

What protection exists for
those who report wrongdoing

to the 0IG?
The OIG may investigate

allegations of retaliation and abuse

of authority. In addition, the OIG

helps enforce regulations which
prohibit taking or threatening to
take any action against any
employee because the employee
has made a complaint or disclosed
information to the OIG, unless
the disclosure was made with a
willful disregard for its truth.

)

from Congress to assist in controlling costs. In
November 2002, the Office of Personnel
Management advised the Postal Service that, if
current funding provisions remained in place, it
would pay substantially more than would be
needed to fund its share of future benefits to
employees and retirees participating in the Civil
Service Retirement System. It was estimated
that, unless adjusted, the Postal Service would
pay over $70 billion more than what is needed
to pay retirement benefits. In April 2003, a bill
was signed into law that reduced Postal Service
payments to the Civil Service Retirement
System by about $6 billion over the next 2
years. The legislation requires the Postal Service
to use the savings to pay down its $11 billion
debt and hold postage rates steady until
FY 2006.

It is crucial, however, that the Postal
Service’s efforts to increase productivity and
control costs continue, and, more importantly,
prove sustainable in the long term. The Postal
Service must also continue to improve its finan-
cial operations to ensure it is accountable to the
public and is providing the best possible service
at the lowest cost. To address this issue, the
Postal Service continues with projects to
replace the current general ledger, implement a
monthly reporting cycle, realign its fiscal year
with the government fiscal year, and consoli-
date common accounting services. However,
these efforts must go hand-in-hand with other
efforts, such as cost reduction, revenue genera-
tion, and productivity gains.

In addition to improving financial perfor-
mance and accountability and reducing costs,
growing revenues is important to assure long-
term financial viability. To assist the Postal
Service in addressing this issue, among others,

the OIG:

@ Identified and continues evaluating
opportunities for the Postal Service to
recover funds from overpayments.

@ Assessed sponsorship programs and their
contribution to increasing revenues.

@ Reviewed the security of the Retail Data
Mart system.

@ Is monitoring the Postal Service’s initia-
tives related to financial system and
process redesign.

RESOLVING WORKFORCE AND
WORKPLACE ISSUES

The Postal Service has more than 850,000
full and part-time employees with personnel
compensation and benefits costs totaling over
$53 billion for FY 2002. This accounts for more
than three-quarters of the Postal Service’s total
operating expenses. Consequently, improving
the work environment and labor relations is key
to maximizing the Postal Service’s operational
and financial performance. In an increasingly
competitive environment, improving labor rela-
tions is essential if the Postal Service is to pro-
vide universal service at reasonable rates.
However, past attempts to improve labor rela-
tions have not been as successful as planned.

Future efforts to improve in these areas will
only succeed if the Postal Service can effectively
partner with its employees and engage them in
a shared vision of success. This vision must
include eliminating any confrontational envi-
ronment on the workroom floor and giving
employees the freedom to raise concerns with-
out fear of retaliation. As the Postal Service pur-
sues efforts to partner with employees, it must
also develop programs for recruiting, training,
communicating, compensating, and rewarding
employees consistent with the Postal Service’s
vision for the future. In this regard, the Postal
Service needs to establish an effective way to
link employees’ pay to their performance. To
assist the Postal Service in addressing this issue,
among others, the OIG:

@ Reviewed sexual harassment prevention
programs.

@ Investigated alleged reprisals against
employees for reporting fraud, waste,
abuse, or mismanagement.

@ [s reviewing efforts to reduce the number
of grievances and the applicability of best
practices to the grievance-arbitration
process.

CONTROLLING WORKERS’
COMPENSATION COSTS

The Postal Service was the largest partici-
pant in the Federal Workers’ Compensation
Program and accounted for approximately
$760 million, or over one-third, of the $2.2 bil-
lion in total federal workers’ compensation cash
outlays from claims for reporting year 2002. The
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Postal Service’s workers’ compensation cash
outlays from claims have risen dramatically,
increasing by approximately 35 percent over
the last 3 years. This is a considerable cost for an
agency that pays this out of operating revenues.
Many factors have contributed to these
increased costs, including the rising age of the
Postal Service workforce; higher costs for med-
ical equipment, medications, and medical treat-
ments; overpayments, including duplicate
payments by the program administrator; and
increased incidents of fraud by doctors and hos-
pitals. To assist the Postal Service in addressing
this issue, among others, the OIG:

@ Identified factors that are contributing to
the continued increase in workers’ com-
pensation costs.

@ s partnering with the Department of
Labor Office of Inspector General to
review why workers’ compensation costs
have increased.

@ Assumed responsibility for investigating
all new allegations of employee workers’
compensation fraud within the Capital
Metro Area as part of a pilot program.

MANAGING ACQUISITIONS AND
CONTRACTS

The Postal Service manages contracts with
commitment values totaling over $18 billion
annually for its goods, non-transportation ser-
vices and facilities related reviews. The Postal
Service’s challenge in this area is to balance effi-
cient contracting practices with effective con-
trols to prevent fraud, waste, and abuse. Over
the past several years, the Postal Service has
progressed toward adopting purchasing prac-
tices consistent with best commercial practices.
Recently, it has implemented the supply chain
management philosophy to further its business
and competitive objectives in the purchasing
process by consolidating procurements. While
this practice allows for certain efficiencies and
cost savings, adequate controls must be estab-
lished and enforced to decrease the risk of loss
in the procurement area. The Postal Service
must ensure that its supply chain management
contracting practices are consistent with applic-
able laws and regulations, and increase its efforts
to ensure that postal contracts contain suffi-
cient language to pursue action against contrac-

tors as necessary.

Over the last year, the OIG has proposed
numerous revisions to the Postal Service pur-
chasing manual, including strengthening the
examination of records clause, requiring con-
tractors to have approved accounting systems,
incorporating standard computer security provi-
sions, and increasing the use of suspension and
debarment authority. In September 2002, the
Postmaster General indicated that the Postal
Service should continue to make improvements
to its purchasing system and will consider the
OIG’s findings and recommendations, but
stressed that the Postal Service needed to main-
tain its flexibility and business discretion in this
area. To continue to assist the Postal Service in
addressing this issue, among others, the OIG:

@ Conducted audits of contractor claims,
proposals, and incurred cost submissions.

@ Conducted investigations that led to an
increase in the number of debarments
and suspensions of postal contractors.

@ s continuing to conduct fraud awareness
briefings throughout the Postal Service
to give attention to potential fraud indi-
cators.

LEVERAGING TECHNOLOGY

The Postal Service depends greatly on
technology to help process the mail in the most
productive manner. Further, as the Postal
Service addresses biohazard threats, it is identi-
fying and deploying technology that best fits its
operational requirements, is compatible with
existing systems, and improves the security and
safety of its processing operations.

The Postal Service is working to leverage
technology to improve its service, productivity,
and profitability. While it depends on technol-
ogy to deliver more than 660 million pieces of
mail daily to over 139 million addresses, the
Postal Service must continue to adapt to each
new wave of technology quickly to maintain its
competitive position in the market. To address
changing customer needs, the Postal Service
has committed resources to help ensure better
data management, track mail piece informa-
tion, and improve communication between the
Postal Service and its customers.

The large size and diversity of the Postal
Service’s customer base presents technological
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The Postal Service uses automation such
as the Postal Automated Redirection
System as part of its efforts to leverage
technology.
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challenges and demands that solutions be sim-
ple, easy to use, and competitive. To be success-
ful, the Postal Service should also ensure that
the corresponding cost savings projected from
technology investments are realized by effi-
ciently redeploying the resources replaced by
the new technology. Decisions on technology
investments should continue to be scrutinized
more closely and be based on information that
is current, accurate, and reliable. To assist the
Postal Service in addressing this issue, among
others, the OIG:

® Reviewed the performance and costs of
the Postal Automated Redirection Sys-
tem for forwarding of customers’ mail.

€ Reviewed the Postal Service’s testing of
the Human Transporter for delivery oper-
ations.

® [s reviewing several initiatives to modify
existing automation equipment to take
advantage of new technology to improve
performance.

IMPROVING THE QUALITY OF
INFORMATION FOR MAKING
DECISIONS

Accurate measurement of mail delivery is
key to improving and sustaining service perfor-
mance. Reliable data are also keys to effective
decision making. Data justifying the need for
major capital expenditures must be reliable so
that postal management can decide whether to
invest in the project. Furthermore, reliable data
are needed to assess whether the project’s esti-
mated and actual return on investment is rea-
sonable and has been realized. The OIG has
found that the Postal Service does not ade-
quately capture or track the data necessary to
support effective decision making. For example,
postal managers do not always track data to
determine whether they are achieving expected
return on investment.

Changes in technology and the business
environment emphasize the need for providing
timely, accessible, relevant, and accurate data to
Postal Service decision makers. Similarly, an
effective system of accounting, financial, and
information controls is necessary for measuring
financial performance. In the Postal Service, the
general ledger system is the core of financial
reporting systems. The Postal Service has recog-

nized limitations in its current general ledger
system and is moving to a commercial off-the-
shelf system that will improve support capabili-
ties, adapt to changing business processes, and
support financial reporting.

Also, given the importance of data quality
in setting postal rates and requests to Congress
for appropriations for ongoing costs related to
the October 2001 anthrax attacks, the Postal
Service must continue demonstrating to
Congress, the Postal Rate Commission, stake-
holders, and the public that it is making progress
in improving the quality of its revenue, cost, and
service measurements. To assist the Postal
Service in addressing this issue, among others,

the OIG:

@ Reviewed efforts to convert financial
reporting from a 28-day accounting peri-
od to monthly reporting.

@[5 evaluating the Retail Data system to
ensure sales data captured is accurate and
used for management decision making.

@ s evaluating Postal Service’s design,
development, and implementation of a
new general ledger system.

SAFEGUARDING THE INTEGRITY,
CONFIDENTIALITY, AND
AVAILABILITY OF INFORMATION

Computers and electronic data are vital to
the critical operations of the Postal Service. The
same factors that benefit operations—speed and
accessibility—also make it possible for individu-
als and organizations to interfere with or eaves-
drop on operations, possibly for purposes of fraud
or sabotage. For example, terrorist organizations
could use computer networks to attack the fed-
eral infrastructure. Attacks that have already
occurred on both government and private
industry websites reveal the damage a computer
security breach can inflict on brand integrity
and an organization’s revenue stream.

The OIG’s work on telecommunications
security continues to identify vulnerabilities in
the security of computer equipment that are
being addressed by postal management. There
remains a continuing need to emphasize com-
puter security throughout the Postal Service.
Furthermore, the Postal Service’s Internet ini-
tiatives reinforced the need for increased secu-
rity awareness and compliance. Success in this
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area will depend on the level of protection
afforded sites such as the Postal Service’s web-
site and the programs operating on it. In addi-
tion, the Postal Service needs to continually
protect customer information and guarantee
customer privacy. To assist the Postal Service in
addressing this issue, among others, the OIG:

@ Continues to work with the Postal Ser-
vice Computer Incident Response Team
to detect, report, and respond to attacks
on the Postal Service’s information infra-
structure.

@ Performed network vulnerability assess-
ments at several critical Postal Service
installations and reviewed security of
servers at the Headquarters data center.

BALANCING PUBLIC SERVICE
AND COMMERCIAL ENTERPRISE

The 1970 Postal Reorganization Act
requires the Postal Service to operate in a busi-
ness-like manner supported by its own rev-
enues. As a public agency, it is charged with
binding the nation together with universal mail
service at affordable rates. Its government status
carries certain advantages, such as a monopoly
on letter mail, exclusive access to customers’
mailboxes, and a tax-free status. The universal
service obligation requires a significant, costly
infrastructure to deliver postal services, but
unlike private corporations, the Postal Service
is bound by statutory constraints that limit its
ability to quickly adjust rates to respond to
changing costs, negotiate with customers and
employees, develop and price new products,
close unprofitable outlets, and generate and
invest profits. The Postal Service performs a
wide range of significant law enforcement
duties for the protection of the public, even in
cases that have no direct impact on the Postal
Service. To survive, it needs to articulate how it
will balance providing public service with its
goal of operating like a commercial/private
enterprise in implementing strategies to meet
future service and delivery challenges.

The dual role of the Postal Service has
become more challenging in the face of
increased competition in the delivery and com-
munication industries, especially with elec-
steadily eroding

tronic communication

First-Class Mail volume. The postal community

has been aware of and debated these challenges
for years, but no consensus has emerged on how
the challenges should be addressed. To date,
efforts at comprehensive legislative reform have
been unsuccessful.

In its Transformation Plan published last
year, the Postal Service presented its strategy to
address concerns raised by Congress, the
General Accounting Office, and others. The
Plan is a good starting point, and provides infor-
mation about challenges the Postal Service
faces, identifies short-term actions to take under
its existing authority, and outlines long-term
strategies that require congressional action.
How the Plan will be implemented remains to
be seen.

The Postal Service must act decisively to
balance its public service obligation with its
need to remain commercially viable. Until its
statutory framework is changed, it must work
within existing law to increase its accountabil-
ity in contracting and other major expenditures
to achieve profitability in the near future. The
Postal Service must identify its core businesses
and ensure that new products and services are
self-sustaining. In short, the Postal Service must
continue to refine its operations under the
existing statutory model, while developing and
re-defining its role under the Transformation
Plan. The Postal Service cannot successfully
transform itself without congressional oversight
and attention, as well as a public debate about
the continued relevance of the Postal Service.

To assist the Postal Service in addressing
this issue, among others, the OIG:

€& Reviewed the Postal Service’s Transfor-
mation Plan.

@ Has submitted a written statement and a
rebuttal comment and is supporting and
monitoring the work of the President’s
Commission on the Postal Service.

@ [s examining the ratemaking process and
mailer discounts.

An 01G review found the Postal Service
had not finalized a comprehensive
: transformation implementation plan.
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DID YOU
KNOW?

Among the earliest legislative

protections for the public was the

Mail Fraud Statute of 1872.

An 0IG audit of inventory management
identified approximately $9 million in
excess spare parts.

)

This section highlights audits, reviews,
and investigations performed by the OIG
and Inspection Service activities in the
Performance area. Report numbers are
shown in parentheses after the narrative,
as appropriate. Also, the OIG legislative,
regulatory, and policy reviews are included
at the end of this section. In order to
differentiate the work reported by the OIG
and Inspection Service, the pages contain-
ing the activities reported by the Inspection
Service have been color screened.

OFFICE OF INSPECTOR
GENERAL

deliver world-class service, businesses
and government agencies must excel in
performing their core business processes.
For the Postal Service, these core business
processes and systems encompass accepting,
processing, transporting, and delivering the
mail, as well as marketing postal products and
services. The OIG has audit teams specializing
in these areas and has conducted expedited
reviews of Postal Service business practices.
During the past 6 months, the OIG completed
22 reviews of the Postal Service’s performance of
core business processes. The reviews identified
opportunities to save nearly $38 million during
current and future years.

On average, over 660 million pieces of mail
are accepted each day by the Postal Service in a
variety of ways, including mail collected from
more than 300,000 blue collection boxes, as
well as residential and business collection mail-
boxes. Express Mail, First-Class Mail, and some
Priority Mail and periodicals are sorted at more
than 470 processing and distribution centers,
while Standard Mail is generally handled at
21 bulk mail centers. In order to ensure timely
and accurate delivery of mail, accepting and
processing equipment must be state-of-the-art.
Situations that result in delayed mail processing
must be vigorously evaluated and the underlying
causes promptly resolved. In this regard, the
Postal Service continues to explore ways to
enhance the accepting and processing of mail

through innovative automation.

During the past 6 months, the OIG con-
ducted work in the areas of accepting and pro-
cessing, which is highlighted below:

MAIL PROCESSING INVENTORY
EQUIPMENT OVERSTOCKED

An OIG audit of inventory management of

mail processing equipment parts and mainte-
nance repair operations identified approxi-
mately $9 million in excess spare parts and
approximately 47,000 individual parts valued at
about $13 million that were awaiting final dis-
position. The excess inventory resulted from
managers maintaining stock levels above
demand because estimates for initial provision-
ing of spare parts were sometimes overstated.
The Postal Service estimated that $1.25 million
should be characterized as excess spare parts.

In addition, the shipping and receiving
department at a material distribution center
duplicated receiving operations of the central
repair facility. The Postal Service could poten-
tially save $1.15 million over a 10-year period by
reassigning staff and eliminating the duplicate
receiving department. Postal Service manage-
ment estimated that the savings would only
range from $152,000 to $381,000. Their esti-
mate did not consider fringe benefits and service
wide costs. Postal Service management agreed
with all OIG recommendations, which included
reevaluating authorized stock levels, developing
a systematic process for estimating spare parts,
and disposing of excess spare parts for end-of-life
equipment. Also, the Postal Service agreed to
perform a cost benefit analysis of consolidating
the receiving functions. (AC-AR-03-004)

REVENUE LOST WHEN INELIGIBLE
AND NONAUTHORIZED
ORGANIZATIONS MAIL AT
NONPROFIT RATES

An OIG audit of authorizations to mail at

nonprofit rates found the Postal Service did not
review the continued eligibility of nonprofit
mailers whose tax exempt status had been
revoked by the Internal Revenue Service. In
many instances, the eligibility requirements for
authorization to mail at Nonprofit Standard
Mail rates are similar to those to obtain tax
exempt status under IRS law. Indeed, in many
instances, organizations seeking eligibility to
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mail at nonprofit rates submit evidence of tax
exempt status to support their application.
However, other evidence of nonprofit status
may accompany an application, such as a finan-
cial statement prepared by a responsible person
such as an independent certified public accoun-
tant, that demonstrates the applicant is orga-
nized and operated on a nonprofit basis. For
organizations that qualify and obtain proper
authorization, a reduced bulk-mailing rate is
available. However, the authorization to mail at
nonprofit rates may be revoked when it is deter-
mined an organization is no longer qualified;
and, a revenue deficiency may be assessed in the
amount of unpaid postage for the ineligible mat-
ter mailed at the Nonprofit Standard Mail rates.

From January 2000 to September 2002, the
Internal Revenue Service revoked the tax
exempt status of 70 organizations. The OIG
identified three organizations that maintained
active authorizations to mail at nonprofit rates
even though their qualified status had been
revoked. The OIG found that one of the orga-
nizations continued to mail at nonprofit rates
for which it no longer qualified. For over 3
years, the organization had 339 mailings total-
ing over $480,000, all mailed at nonprofit rates
for which it was not eligible. If the organization
mailed the same amount of mailings at the
Standard Mail regular rates, the Postal Service
would have received over $784,700 for the
mailings,
$304,000. Postal management agreed, and if
appropriate, action will be initiated to revoke

a difference of approximately

the authorization. Postal Service management
also agreed to establish policies and procedures
for reviewing the continued eligibility for non-
profit authorizations based on the loss of tax-
exempt status and has already begun reviewing

IRS bulletins. (AC-AR-03-003)

MAIL SUPPLY COSTS REDUCED
BY USING EXCESS SUPPLIES
ON-HAND

An OIG review of 33 postal districts
revealed that mail product supply requirements

were sometimes overstated. The Postal Service
offers standard, specialized, and customized
Priority Mail and Express Mail packaging prod-
ucts to its customers. These products include
envelopes, boxes, mailing labels, and tape.
These packaging products are purchased by the

Postal Service and are available at no cost to the
customer. In FY 2001, the Postal Service spent
over $138 million on mail product supplies. The
OIG found budget requests for mail product
supplies did not consider on-hand balances of
specialized and standard packing supplies at dis-
trict postal facilities. As a result, the audit pro-
jected that approximately $1.2 million in excess
standard packaging supplies and about
$430,000 in excess specialized packaging sup-
plies could be used to reduce FY 2003 mail prod-
uct supply expenses.

In addition, the OIG found that personnel
in 12 of 33 districts established local product
fulfillment operations to manage mail product
supplies. District employees believed that by
locally managing the mail supplies, they pro-
vided faster service to their customers.
Customers were also allowed to store and pick
up orders at district facilities or receive deliver-
ies from district supply inventories via Postal
Service transportation. According to Postal
Service directives, customer orders for standard
mail supplies should be ordered through the
Express Mail and Priority Mail supply center,
and orders for specialized supplies should be ful-
filled by postal headquarters. Also, personnel in
7 of the 12 districts sampled estimated spending
over $102,000 to manage product fulfillment
locally in FY 2002. However, the Postal Service
was already paying a contractor to manage mail
product supplies at the national Express and
Priority Mail supply fulfillment centers.

Postal Service management agreed to
ensure that excess supplies in district offices are
used before purchasing additional mail product
supplies. Postal management reduced the FY
2003 budget for standard and specialized mail
supplies to reflect the presence of field inven-
tory. Postal management agreed to the OIG’s
recommendation to discontinue district prod-
uct fulfillment and enforce the requirement for
facilities to order mail product supplies. In addi-
tion, district offices will be directed to exhaust
excess inventory and enforce standard operat-
ing procedures, which outline procedures for
customer orders and maintaining supplies.

(AC-AR-03-002)

An 0IG review revealed that mail
product supply requirements were
sometimes overstated.
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An 0IG review found some employees
used manual entries on Express Mail
scanners to avoid reporting late

deliveries.

)

POSTAL SERVICE FACES
CHALLENGES IN MANAGING
TOTAL FACTOR PRODUCTIVITY

An OIG review of data used in the Postal
Service’s total factor productivity model found
it was appropriate and consistent with pub-
lished data. Specifically, the data used in the
model was consistent with financial informa-
tion reported in the Postal Service’s financial
statements and economic indices used were
appropriate. However, despite significant capi-
tal investments, the Postal Service’s productiv-
ity gains fluctuated and were less than that
realized by the private sector. Factors con-
tributing to the fluctuation and lower produc-
tivity gains included the Postal Service’s focus
on service instead of cost management, limits
on its ability to adjust labor resources, and fail-
ure to fully realize expected returns on some
capital investments.

The OIG noted that for fiscal years 2000
and 2001, the Postal Service increased its focus
on cost management and reduced labor hours,
capital investments, and material expenditures.
These efforts contributed to a combined
3.7 percent gain in productivity. Subsequent to
the OIG review, the Postal Service also
achieved an approximately 1 percent gain in
productivity in FY 2002. The OIG recom-
mended the Postal Service proactively manage
costs to increase total factor productivity within
current laws and regulations. In addition, the
OIG recommended the Postal Service educate
its stakeholders on the need for additional flex-
ibility to provide universal and public service at
a reasonable cost. Postal management agreed
with the recommendations and concluded the
OIG review recognized the challenges faced in
maintaining productivity gains in the future.

(AC-AR-03-001)

EXPRESS MAIL TRACKING
SYSTEM SCANNING PROCESS
NEEDS IMPROVEMENT

An OIG review of the Express Mail prod-
uct tracking system revealed that the process

used to measure and report delivery perfor-
mance data was adequate. However, the OIG
noted that an excessive amount of Express Mail
delivery data for the New York metro district
was entered manually and was not included in
the performance data reported in the system.

Because carriers, clerks, and drivers feared dis-
ciplinary action for late delivery of Express
Mail, they used the manual function to avoid
scanning and reporting late deliveries. As a
result, delivery times for Express Mail were
sometimes incorrect. Also, employees used
manual entries to save time and avoid poten-
tially late delivery of Express Mail. District
management was not aware of the excessive use
of manual entries or the entry of inaccurate
delivery data. District managers stated they
neither possessed a “no-failure policy” nor
encouraged the recording of inaccurate deliv-
ery data. To address these issues, Postal Service
management informed all personnel of the
appropriate use of manual entries. Postal man-
agers also distribute weekly ranking reports that
are reviewed to compare performance to other

districts. (AC-AR-03-005)

REDUCING WORKHOURS COULD
SAVE OVER $588,000

An OIG audit revealed a reduction of work
hours in three bulk mail centers could save over

$588,000. Inefficiencies in accepting business
mailings at the three sites existed because man-
agers did not periodically reevaluate staffing lev-
els to improve productivity, and business mail
entry technicians performed duties that should
have been accomplished by dock personnel.
The OIG recommended and Postal Service
management agreed to reduce work hours,
reevaluate staffing needs periodically to deter-
mine whether further reductions are necessary,
and ensure appropriately trained personnel per-

form acceptance functions. (CQ-AR-03-001)

COST SAVINGS FROM
CONSOLIDATION OF
RECOVERY CENTERS

In response to a congressional request, the

OIG reviewed the procedures for closing,
obtaining real savings, and honoring obligations
for employee placement related to the closure of
a mail recovery center located in the Pacific
Area. The review revealed there is potential for
savings by consolidating operations, and the
Postal Service honored its obligations to reas-
sign employees to new positions. However, the
OIG found the Postal Service needed to
develop policies and procedures to ensure the
proper analysis and notifications are performed

=
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to document, verify, and support a consolida-
tion and/or closure decision. Postal manage-
ment did not agree to develop policies and
procedures, stating it has no plans to consoli-
date the remaining two mail recovery centers.
However, the Postal Service agreed to develop a
standard operating procedure that could be used
should further consolidation of mail recovery
centers take place. (OE-MA-03-002)

COMMERCIAL CHANGE-OF-
ADDRESS SERVICES OFFER
NUMEROUS ADVANTAGES

In response to a request from the Postal

Service, the OIG reviewed commercial Internet
companies offering change-of-address services.
This review explored three options under con-
sideration by the Postal Service. Regarding
Option 1, the OIG found using the commercial
change-of-address services offered the Postal
Service numerous advantages, including avoid-
ing costs, increasing revenue, and improving
customer service. However, the review found
potential drawbacks in the areas of privacy,
security, and risks to the Postal Service’s busi-
ness reputation. Regarding Option 2, the review
disclosed that by not accepting change-of-
address information from commercial sources,
the Postal Service could reduce its risk of pro-
cessing inaccurate address change information.
Regarding Option 3, the review disclosed that
informing the commercial companies they were
violating Postal Service policy was not viable
because the companies were operating within
postal policy. Recognizing it is ultimately a
Postal Service management decision, the OIG
concluded the Postal Service should consider
utilizing commercial Internet companies’
change-of-address services as they provide the
greatest advantages with the fewest drawbacks.
Furthermore, it offered the opportunities to cut
costs, increase revenue, and improve customer

service. (OE-MA-03-003)

Transportation and delivery of mail are a
vital part of the Postal Service’s mission of bind-
ing the nation together by providing prompt,
reliable, efficient, and universal mail delivery at
affordable rates. The Postal Service spent over
$30 billion in FY 2002 to transport and deliver

mail to 38,000 post offices and to 139 million
addresses. To transport and deliver the mail, the
Postal Service utilizes contractors and a fleet of
over 200,000 owned vehicles and employs a
combination of air, surface, rail, and water
modes. In addition, the Postal Service has an
agreement with Federal Express to transport
Express, Priority, and First-Class Mail. Over
350,000 carriers delivered approximately
203 billion pieces of mail in FY 2002—an aver-
age of about 1,400 pieces of mail for every
household and business. The Postal Service is
challenged to increase efficiency in the trans-
portation and delivery area because mail vol-
ume has not grown sufficiently in recent years to
support the extension of the delivery network
needed to cover the growth in the number of
delivery points, which grew by 1.8 million in FY
2002. As part of its work in this area, the OIG
reviewed and raised issues on a transportation
agreement; discussions are ongoing with postal
management. During the past 6 months, the
OIG issued 13 transportation and delivery-
related products, which are highlighted below:

WEAKNESSES IN THE VOYAGER
CARD PROGRAM

An OIG review of the Postal Service
Voyager card program at a District in the

Southwest Area revealed these cards, used for
fuel purchases and vehicle maintenance, were
not adequately protected from improper, fraud-
ulent, and questionable use. Specifically, cards
were left in open areas, unattended vehicles,
and safes without restricted access, and were
also shared among vehicles. Master personal
identification number lists were open to unau-
thorized review. Personal identification num-
bers were written on receipts. The numbers
were also written on receipts. The OIG review
also identified categories of questionable trans-
actions and found site managers did not prop-
erly file or reconcile receipts. Consequently, the
Postal Service potentially paid unauthorized or
erroneous charges, and its Voyager card program
was vulnerable to fraud. Postal management
agreed with the OIG’s recommendations and
has taken steps to review questionable transac-
tions and provide a uniform process for ensuring
that personnel follow the physical, administra-
tive, and accounting controls specified for the

Voyager card program. (TD-AR-03-003)

VOYAGER

0000 3000,00000 8

i An 016 review of the Postal Service's
i Voyager card program found that

i cards were left in open areas,

i unattended vehicles, and safes

i without restricted access.
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An 0IG review found safety and mainte-

nance concerns with the Postal Service's

fleet of 40-foot trailers.
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An 0IG audit found the Postal Service
manually returned 20 percent of mail
with Address Change Service instead
of notifying mailers electronically.

MORE TRAILERS LEASED THAN
NEEDED

An OIG audit, conducted in response to a
congressional request, determined the Postal
Service leased more trailers than needed to
transport mail and equipment, resulting in at
least $2.2 million in unnecessary annual trans-
portation costs. The audit found that the Postal
Service used the leased trailers to store on-site
equipment instead of using them to transport
mail and equipment. Over each of the past 4
years, the Postal Service sold its own trailers for
$500, instead of using them for the storage of
equipment. Further, the OIG identified oppor-
tunities for the return of excess mail transporta-
tion equipment to service centers instead of
storing it in leased trailers. The OIG recom-
mended and postal management agreed to
reassess all mail transport equipment and trailer
requirements; explore alternatives for storing
equipment and make better use of Postal
Service-owned warehouse facilities. The Postal
Service stated they were returning 300
unneeded trailers to the suppliers, which will
save $1.1 million annually. Postal Service man-
agement stated that any further reduction
would impact operations. However, they are
taking additional actions that may result in a
further reduction in the number of trailers.

(TD-MA-03-001)

SAFETY AND MAINTENANCE
CONCERNS FOR 40-FOOT
TRAILERS

An OIG review found that the existing 40-
foot trailer fleet is not maintained in accordance

with federal or contract safety standards. These
40-foot trailers average more than 25 years in
age. The audit found that service was not per-
formed on the trailers and, consequently, pre-
ventative maintenance was not accomplished.
In addition, maintenance and repair documents
were not recorded or retained. These deficien-
cies occurred because the Postal Service did not
enforce contract maintenance requirements.
Since maintenance and repair activities were
not performed as required, many trailers had
deficiencies, which made them unsafe or unfit
for service. For example, these trailers, repre-
senting only 55 percent of the total trailer fleet,
accounted for more than 77 percent of the trail-
ers that were out of service. The OIG recom-

mended and postal management agreed to take
corrective actions to enforce compliance with
federal and lease contract safety requirements,
and ensure that contract noncompliance would
result in administrative action against its con-

tractors. (TD-AR-03-001 and TD-VR-03-001)

INCREASED EFFICIENCIES IN
ADDRESS CHANGE SERVICE MAIL
COULD POTENTIALLY SAVE $14
MILLION

An OIG audit concluded that from
September 2000 through July 2002, 80 percent

of Address Change Service mail was processed

properly. However, the audit found that the
Postal Service unnecessarily spent more than
$20 million because employees manually
returned 20 percent of mail instead of notifying
mailers electronically. The mail was returned
manually because Postal Service policies were
outdated, performance data was not fully ana-
lyzed, and employees were not fully trained. The
audit also forecast that the Postal Service could
save about $14 million over the next 2 years if
these issues were corrected.

Postal management questioned the esti-
mated monetary impact and the validity of the
findings based on how the program works.
However, the OIG’s findings were based on an
analysis of how the program operates and the
monetary impact was based on reported Postal
Service performance data, error rates identified
in official Postal Service documents, and cost
published by the Postal Rate
Commission. Postal management has identified

factors

actions planned or taken that will address all
OIG recommendations which included devel-
oping training materials for supervisors and
employees to ensure that Address Change
Service mail is properly handled, and ensure that
Postal Service managers at all levels routinely
analyze available Address Change Service per-
formance data and use that information to pro-
vide feedback to local post offices on Address
Change Service performance.

(TD-AR-03-004)

TRAILER LOADED WITH MAIL
ABANDONED BY CONTRACTOR

A trailer of mail en route from Oregon to

Montana was not delivered for over 60 days
because the driver abandoned the trailer with

PERFORMANCE REVIEWS



the mail still inside. The Postal Inspection
Service referred this case to the OIG because
the contractor was paid for delivery services
that were not provided. The OIG investigation
identified numerous violations of the con-
tracted services to deliver the mail. The con-
tractor paid damages totaling $51,000 which
included the cost of the investigation.

CONTRACTOR DEBARRED IN
VEHICLE PARTS SCHEME

A Postal Service mechanic was removed

from duty after receiving over $65,000 in pay-
ments from a company under contract to pro-
vide parts for Postal Service vehicles. The
mechanic advised the Postal Service to pur-
chase parts from a company in which the
employee and spouse had a financial interest.
The postal mechanic took vehicle parts that
belonged to the Postal Service, cleaned them,
and then resold them to the Postal Service as
new parts. The contractor was debarred for 3
years.

VEHICLE INVENTORY CONTROL
WEAKNESSES IDENTIFIED

An OIG review of the vehicle mainte-

nance facility in a Postal Service district
revealed that officials did not properly account
for its fleet of delivery vehicles and could not
validate the need to supplement postal-owned
vehicles with a fleet of leased vehicles. Officials
Vehicle

Management Accounting System or maintain-

were not properly using the
ing accurate, timely, or complete information,
and, therefore, could not always identify or take
appropriate action in accounting for vehicles.
In addition, officials did not have adequate or
complete information to determine require-
ments for leased vehicles. The OIG recom-
mended and postal management agreed to take
corrective actions to inventory its fleet of
vehicles, properly use the vehicle management
accounting system, and properly analyze the

requirements for leased vehicles.
(TD-AR-03-005)

DELAYED MAIL OBSERVED AT
SOUTHWEST AREA OFFICE
An OIG review of a Southwest Area office

disclosed approximately 20,000 pieces of
delayed mail. The OIG observed accumulated

mail that was 5 to 6 weeks old. The review
revealed the mail was not deliverable as
addressed and consisted of First-Class return-to-
sender mail and Address Change Service mail.
The undeliverable mail was not processed on a
daily basis and was delayed and accumulated to
unacceptable levels. An OIG follow-up review,
performed two months later, found that condi-
tions had improved, but more than 9,000 pieces
of mail remained backlogged. Postal Service
management agreed with OIG recommenda-
tions to take necessary actions to reduce the
mail backlog and prevent reoccurrence.

(TD-MA-03-002)

CANCELLING UNNECESSARY
HIGHWAY CONTRACT TRIPS
COULD RESULT IN SAVINGS

Three OIG audits revealed the Postal
Service could save about $2.4 million by can-

celing unnecessary trips between mail process-
ing facilities. The trips could be terminated
because trip volume was low and mail could be
consolidated on other trips without negatively
affecting service. Specifically, processing facili-
ties in the Northeast, Capital Metro, and New
York Metro Areas could terminate 84 unneces-
sary trips, and mail could be consolidated on
other trips without negatively affecting service.
Postal Service managers agreed to eliminate 46
trips, but disagreed with eliminating the
remaining 38 trips, stating this would reduce
operational flexibility. However, postal manage-
ment agreed to reassess the remaining 38 trips
and will cancel trips as necessary and document
reasons for retaining other trips.
(TD-AR-03-002, TD-AR-03-007, and
TD-AR-03-008)
PURCHASING TRAILERS COULD
POTENTIALLY SAVE MILLIONS

An OIG audit found that the Postal

Service could save $4 million by purchasing
1,500 trailers instead of leasing them, and con-

cluded management was planning to lease the
trailers because they did not follow the analyti-
cal and approval procedures required by Postal
Service policy. Consequently, the OIG recom-
mended that postal management prepare a
decision analysis report, which included a
required lease versus buy analysis, and submit it
to the Board of Governors for approval. Postal

i An 016 audit found inefficiencies existed
i hecause the Postal Service underutilized
¢ trucks, and drivers performed

i overlapping work.
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management did not agree that a decision
analysis report and Governors’ approval were
required. Also, they stated their analysis con-
cluded the benefit of contracting instead of pur-
chasing would be over $10 million, but this
analysis was not performed in accordance with
existing policy. Postal management acknowl-
edged that this acquisition was part of a national
trailer lease and is conducting additional analy-
ses that will address these issues. When com-
pleted, the OIG will review the results. The
OIG is pursuing the disagreements through the
audit resolution process. (TD-AR-03-009)

MAIL TRANSPORTATION
INEFFICIENCIES FOUND IN
PACIFIC AREA

An OIG audit determined that inefficien-
cies existed in a network for transporting mail
the Area.

Specifically, the audit found letter carriers and

between stations in Pacific
postal vehicle service drivers performed overlap-
ping work, underutilized truck capacities, and
failed to consolidate routes. For example, of 13
trucks observed departing the facility over a 2-
day period, 7 trucks were filled to one-half
capacity and 3 trucks were filled to three-quar-
ter’s capacity. In response to OIG’s recommen-
dation to determine available options to reduce
unnecessary costs for bulk mail transportation,
postal management agreed to conduct further
comprehensive cost analysis, ensure cost com-
parisons follow labor agreement guidelines and
address employee reassignment issues.

(CQ-MA-03-001)

The Postal Service operates in a globally
competitive environment and its ability to
maintain or increase its market share of the
$900 billion mailing industry is essential to pro-
viding universal service at affordable rates.
Therefore, the Postal Service designs its mar-
keting products and services to build customer
awareness and loyalty. The Postal Service also
wants to ensure its services are available at
places where customers choose to do business.
During this reporting period, the OIG con-
ducted work in the area of marketing, which is

highlighted below:

POSTAL SERVICE’S INVOLVEMENT
IN SPONSORSHIPS NEEDS
IMPROVEMENTS

An OIG audit of the Postal Service’s
involvement in sponsorships found no signifi-
cant exceptions with sponsorship expenditures,
but disclosed it has not managed them effec-
tively. Specifically, the Postal Service was
unable to track or verify revenue directly back
to a particular event or sponsorship. The OIG
also found the Postal Service lacked goals and
objectives for some sponsorships and did not
manage tickets and invitations appropriately.
As a result, the Postal Service could not deter-
mine its return on sponsorship investments,
measure the effectiveness of its sponsorships,
and take advantage of networking opportunities
to generate revenue.

The OIG found no laws or policies pre-
cluding the Postal Service from being involved
in sponsorships. However, in response to media
coverage and public policy debate on sponsor-
ships, the OIG believes it is critical for the
Postal Service to justify use of sponsorships.
Furthermore, the Postal Service needs to weigh
its involvement in sponsorships in light of its
monopoly status, financial condition, invest-
ment returns, and core mission.

Postal management agreed with the OIG’s
recommendations to identify and track all costs
associated with each sponsorship initiative;
ensure data is captured to track sales, leads, and
monetary benefits directly related to sponsor-
ships; and ensure sponsorships have specific and
measurable goals and objectives and update the
policy to include this requirement. In response
to OIG’s recommendation to formally appoint
one executive with responsibility for the overall
management of the sponsorships program, the
Postal Service, while disagreeing, stated that this
would be accomplished by the Headquarters
marketing department. (OE-AR-03-003)

During this reporting period, the OIG
identified legislation, regulations, and policies
affecting Postal Service performance. One piece
of legislation reviewed is highlighted below:
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ENACTED LEGISLATION
Executive Order No. 13278 —

President’s Commission on the United
States Postal Service

This executive order established a presi-
dential commission to examine the state of the
United States Postal Service. The Commission
will prepare and submit a report to the President
articulating a proposed vision for the future of
the Postal Service and recommending legisla-
tive and administrative reforms needed to
ensure the Postal Service’s viability. In fulfilling
its mission, the Commission was asked to con-
sider the following: (1) the role of the Postal
Service in the 21st century and beyond; (2) the
flexibility the Postal Service should have to
change prices, control costs, and adjust service
in response to financial, competitive, or market
pressures; (3) the rigidities in cost or service that
limit the efficiency of the postal system; (4) the
ability of the Postal Service, over the long term,
to maintain universal mail delivery at affordable
rates and cover its unfunded liabilities with
minimum exposure to taxpayers; (5) the extent
to which postal monopoly restrictions continue
to advance the public interest under evolving
market conditions, and the extent to which the
Postal Service competes with private sector ser-
vices; and (6) the most appropriate governance
and oversight structure for the Postal Service.

The OIG believes the Commission will
generate debate on ways to transform the Postal
Service and ensure its continued viability and
relevance into the 21st century. The OIG sub-
mitted a formal written comment to the
Commission highlighting the 10 major man-
agement issues the OIG believes must be
addressed if the Postal Service is to remain a
viable commercial enterprise. The OIG empha-
sized that as the Postal Service works to trans-
form itself for the future, it must rely on
performance management principles to mea-
sure progress and inject accountability into pro-
grams and operations. The OIG continues to
monitor Commission activities and review pub-
lic comments and testimony and has offered
technical assistance to the Commission.

UNITED STATES
| POSTAL SERVICE

An 0IG audit disclosed the Postal
Service's management of sponsorships
needs improvement.
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INSPECTION SERVICE

Mail thieves frequently concentrate on tar-
gets that offer a large volume of mail including
not only items of obvious value in the mail, such
as jewelry, computers, cash, credit cards, and
checks, but also mail containing personal and
financial information. Postal Inspectors investi-
gate mail theft to maintain the public’s confi-
dence in the Postal Service and preserve the
sanctity of the mail. Postal Inspectors are work-
ing with major mailers to prevent mail theft and
related problems. While the overwhelming
majority of Postal Service employees work con-
scientiously to move the nation’s mail to its
proper destination, a small number of employees
abuse the public’s trust. It is the job of the
Inspection Service to identify these individuals
and take steps to have them prosecuted and
removed from the Postal Service. The following
chart provides the activity during this reporting

period.
Non-Employee Mail Theft 3,043 2,465
Employee Mail Theft 348 307
77—
J—
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DiD YOU
KNOW?

Why does the 0IG report
all of its findings and issues
to the Governors and

Gongress?

The OIG is required by law to
keep the Governors and
Congress fully and currently
informed. The OIG also reports
its findings and issues to Postal
Service management so that they
may take appropriate action to
further improve the efficiency
and effectiveness of Postal

Service programs and operations.

This section highlights audits, reviews,
and investigations performed by the OIG
and the Inspection Service in the financial
management area. Report numbers are
shown in parentheses after the narrative,
as appropriate. Also, the OIG legislative,
regulatory, and policy reviews are included
at the end of this section. In order to dif-
ferentiate the work reported by the OIG
and Inspection Service, the pages contain-
ing the work reported by the Inspection
Service have been color screened.

OFFICE OF INSPECTOR
GENERAL

he Postal Service continues to face one
of the most challenging financial peri-
ods in its history. The year began with a
focused plan to reduce costs, increase efficiency
and improve service. As a result, and despite the
effects of the recession and the terrorist attacks,
the Postal Service closed the year with a loss
that was almost $700 million below original
projections. The actions taken by the Postal
Service in FY 2002 have laid a foundation for
savings in 2003 and beyond, setting the stage for
achievement of the Transformation Plan goal to
take $5 billion in costs out of the system by the
end of 2006. As evidence, the Postal Service is
projecting a net income of about $1 billion in
FY 2003. In addition, in the near term the
Postal Service will seek moderate legislative
reform that will support the Postal Service’s
ability to provide affordable universal mail ser-
vice. Legislation has already been passed that
would permit the Postal Service to reduce its
payments to the Civil Service Retirement
System. A recent analysis conducted by the
Office of Personnel Management found that, at
present funding rates, the Postal Service could
overfund its liability by $71 billion. The legisla-
tion will permit the Postal Service to substan-
tially reduce its debt and hold postage rates
steady until at least 2006, while protecting the
benefits of current and future retirees covered by
this retirement system.
The Postal Service relies on strong finan-
cial management controls to maximize revenue
and minimize costs. In the past 6 months, the

OIG has completed 183 financial management
reviews and 153 investigations. These efforts
identified over $13.4 million in questioned and
unsupported costs. These projects add value to
the Postal Service by identifying opportunities
for cost savings and improving financial man-
agement, contracting, and facilities practices,
and detecting and deterring fraud, waste, abuse,
and mismanagement.

FINANCIAL OPINION AUDITS

The Postal Reorganization Act of 1970
requires an annual audit of the Postal Service’s
financial statements. The OIG conducts audits
in support of the independent public account-
ing firm’s overall opinion on those statements.
These audits assess the integrity and reliability
of the financial information contained in the
Postal Service financial statements. The
Information Technology and Accounting
Service Centers in Eagan, Minnesota; St. Louis,
Missouri; San Mateo, California; and at Postal
Service Headquarters in Washington, DC,
oversee the collection of over $66 billion in rev-
enue and the recording and disbursement of a
similar amount each year. Since its inception,
the OIG has served as co-contracting officer’s
representative with Postal Service Finance for
the work performed by the independent public
accounting firm. However, beginning in
FY 2003, the OIG is the sole contracting offi-
cer’s representative. Examples of reviews in this
area are highlighted below:

@ The OIG conducted audits at these cen-
ters and headquarters and found that
management’s policies, accounting proce-
dures, and internal controls conformed
with generally accepted accounting prin-
ciples. However, the OIG identified the
following areas for improvement:

@ independently tracking and accounting
for consigned vehicle parts;

@ maintaining documentation confirming
receipt of goods ordered electronically;

@ processing compensation payments in
accordance with established internal
controls; and

@ entering data for and extending the
record retention period of inbound inter-
national mail.

FINANCIAL MANAGEMENT REVIEWS



Postal Service management generally
agreed with OIG recommendations to
improve all of these areas.
(FT-AR-03-006, FT-AR-03-007, and
FT-AR-03-008)

@ The OIG reviewed travel and represen-
tation miscellaneous expenses for Postal
Service officers, as well as, travel and mis-
cellaneous expenses for the Office of the
Board of Governors for the year ending
September 30, 2002. The reviews deter-
mined expenses were properly supported
and complied with postal policies and
procedures and Board of Governors’
guidelines. (FT-AR-03-002 and FT-AR-
03-003)

FY 2003 FINANCIAL
INSTALLATION AUDITS

The OIG conducted audits at 61 postal
facilities and found financial information was
reasonably and fairly represented in the
accounting records, and internal controls were
generally in place and effective. However, at
one facility, the OIG found financial transac-
tions were not reasonably and fairly repre-
sented, and internal controls for vending
accountability were not in place and effective,
resulting in a shortage of over $15,000. In addi-
tion, at 51 facilities, the OIG identified non-
compliance with Postal Service instructions
and minor internal control weaknesses. The
OIG issued individual reports to address these
issues and will issue a summary report providing
Postal Service management with recommenda-
tions to address systemic issues. (For specific
reports see Appendix A, pages 102-103)

BULK FUEL INVENTORIES NOT
ACCOUNTED FOR AT A WESTERN
AREA VEHICLE MAINTENANCE
FACILITY

During the FY 2002 financial statement
audits, the OIG performed testing at four vehi-
cle maintenance facilities that contained bulk
fuel inventories. Of the four facilities tested, the

OIG found that one facility did not properly
account for inventories of bulk fuel because it
did not conduct reconciliations every account-
ing period as required. This occurred because
only one employee performed fuel inventory
reconciliations. When the employee was not

available, the reconciliations were not per-
formed. As a result, there was no assurance that
bulk fuel managed by the facility was properly
used or that the inventory accounting system
properly reflected the available fuel on hand.
Postal management agreed to reconcile bulk
fuel inventories each accounting period and

train another individual as a backup for per-
forming reconciliations. (FT-AR-03-005)

FINAL WRAP-UP OF FY 2002
FINANCIAL INSTALLATION
AUDITS

The OIG wrapped-up its FY 2002 financial
installation audits at 76 facilities and found

financial information was reasonably and fairly
represented in the accounting records, and
internal controls were generally in place and
effective. However, at two facilities, the OIG
found accounting records were not reasonably
and fairly represented and internal controls
were not in place and effective. Specifically, the
OIG found an overage in the accountability of
over $7,000 and an unauthorized cash reserve of
over $22,000. Also, the OIG was unable to
obtain documentation to support transactions
totaling over $300,000 posted in FY 2002 at a
philatelic station. In addition, at 72 facilities,
the OIG identified non-compliance with Postal
Service instructions and minor internal control
weaknesses. Postal management agreed to
improve all of the areas. (For specific reports see
Appendix A, pages 100-102)

In addition, the OIG issued five capping
reports to summarize systemic issues identified
during the FY 2002 financial installation audits.
The reports contained issues related to stock
destruction committee composition; contract
postal units; inactive accounts; suspense items;
stamp and cash accountability procedures; and
mail acceptance, verification, and clearance
procedures. Postal Service management agreed
with OIG recommendations to improve all of
the areas. (FF-AR-03-141, FF-AR-03-142,
FF-AR-03-146, FE-AR-03-155 and

FF-AR-03-156)
FACILITY PROTECTIVE REVIEWS
The OIG has instituted a Facility

Protective Review program to provide critical
coverage to small Postal Service facilities. The
benefits of the program include:

i Pictured above and below:

¢ The 0IG conducted audits at 137

¢ postal facilities and found financial

¢ information was reasonably and

i fairly represented in the accounting
i records.




An 0IG audit determined the
Postal Service overfunded
the Postal Museum by $1.75
million over a 4-year period.

® Providing a systematic method for identi-
fying and reviewing problems at local
offices;

@ Providing valuable and timely feedback
to local and headquarters-level manage-
ment; and

@ Identifying nationwide audits by develop-
ing trends of problems at local facilities.

Areas of coverage during the protective
audits include asset accountability, employee/
customer service, information systems security,
and compliance with laws and regulations.

Financial-related reviews examine areas

that have significant financial implications and
offer the Postal Service an opportunity to save
resources. The OIG has taken a proactive
approach to identify areas that offer potential
cost savings and improve postal operations. In
the past 6 months, the OIG has completed
20 financial-related audits. Some significant
reviews are highlighted below:

POSTAL MUSEUM OVERFUNDED
BY $1.75 MILLION

An OIG audit, conducted at the request of
the Board of Governors, revealed the Postal

Service overfunded the Postal Museum by
$1.75 million over a 4-year period. The audit
found the mechanism for establishing the
museum’s budget as specified in the agreement
was not followed and the Postal Service had no
recourse in the event of Smithsonian’s nonper-
formance other than to withhold funding. The
OIG recommended and postal management
agreed to examine the possibility of recovering
the $1.75 million overpayment. In addition,
postal management agreed that the current sys-
tem for calculating financial contributions to
the museum is unclear and needs to be cor-
rected. Further, postal management agreed the
current arrangement is outdated and needs to
be revised to better protect the interests of the
Postal Service. (FT-MA-03-001)

OIG VERIFIES POSTAL SERVICE
EMPLOYEE WITHOLDINGS AND
EMPLOYER CONTRIBUTIONS

An OIG review, conducted in response to

a rtequest by the Office of Personnel
Management, verified Postal Service employee

withholdings, employer contributions, and
enrollment information for health benefits, life
insurance, and retirement. In a review of three
randomly selected pay periods, the OIG found
two employees properly elected life insurance
coverage, but Postal Service personnel did not
update the life insurance codes to reflect the
proper election. As a result, the premiums for
optional coverage were never withheld from the
employees’ paychecks and the optional insur-
ance coverage, totaling almost $130,000, was
not provided for the past 7 and 17 years, respec-
tively. Human resource office representatives
agreed to research the records and make appro-
priate corrections.

Further, the OIG found a miscommunica-
tion between the Office of Personnel
Management and the Postal Service resulted in
an overpayment of approximately $325,000 in
funds transferred for inactive health plans. This
information was provided to the Office of
Personnel Management and required no man-
agement action. However, the Office of
Personnel Management agreed to provide guid-
ance for clarification on adjustments for the
inactive health plans. The OIG intends to fol-
low-up on these issues during its FY 2003
review. (FI-AR-03-001)

CORPORATE CONTACT
MANAGEMENT PROGRAM
OVERFUNDED

An OIG follow-up audit of the Corporate
Contact Management Program found the
Postal Service does not need the level of fund-

ing approved and program managers did not
always involve external stakeholders or define
key requirements in the development of the
program’s strategy. In addition, the audit dis-
closed the Postal Service did not always initiate
or update security reviews for the Corporate
Contact Management systems. The OIG rec-
ommended management determine how to
accurately reflect and report the current
Corporate Contact Management program to
the Board of Governors; immediately include
information security officials and contact center
managers in the integration and consolidation
strategy; and obtain written input regarding any
issues raised concerning contract proposals
before awarding any contracts. Postal manage-
ment should also complete and update
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applicable external contact centers’ informa-
tion security assurance reviews. While postal
management disagreed with the OIG’s four rec-
ommendations, actions taken or planned are
responsive to the intent of the recommenda-
tions and should correct the issues identified in
the audit. (OE-AR-03-001)

OIG INVESTIGATIVE EFFORTS
ASSIST CIVIL CLAIMS AGAINST
THE POSTAL SERVICE

The OIG assists the Postal Service in
reducing civil claims by working with the Postal

Service Law Department and United States
Attorney Offices to conduct investigations into
tort claims filed against the Postal Service.
These investigations often result in significant
reductions in the initial claim amount. During
the past 6 months, the OIG has closed 24 tort
claim investigations and reported significant
activity on the following cases:

@ An OIG investigation resulted in a $1.2
million cost avoidance in a lawsuit
against the Postal Service. The individual
claimed serious personal injuries to self
and a family member when the individ-
ual’s vehicle struck an embankment and a
utility pole while attempting to avoid a
head-on collision with a rural postal car-
rier. The OIG’s investigation cast consid-
erable doubt on the credibility of the
claimant. The investigation revealed the
individual had previously filed numerous
insurance claims for the same injuries
claimed in this accident. It was also dis-
covered that the claimant had been
arrested and was facing several criminal
charges, including insurance fraud. In
addition, the OIG arranged for an inde-
pendent expert analysis of the claimant’s
vehicle. This analysis determined that the
claimant was not wearing a seatbelt at the
time of the accident.

@ Asaresult of an OIG investigation, the
Postal Service Law Department denied
an Idaho individual’s claim for over
$1 million for injuries allegedly suffered
during an accident with a Postal Service
vehicle. The OIG investigation revealed
the police report completed at the scene
determined there were no apparent
injuries at the time of the accident. In
addition, the individual had not sought

medical attention for alleged injuries
until nearly a year after the accident and
the claimant had already been paid by an
insurance company for the damages.

@ An OIG investigation resulted in a $1.4
million cost avoidance in a lawsuit
against the Postal Service involving an
individual who allegedly tripped and fell
over a steel mat at a postal facility. The
individual claimed numerous injuries and
requested reimbursement for medical
expenses and pain and suffering resulting
from the alleged injuries. The OIG inves-
tigation, which included a comprehensive
review of the documents filed in the case
and interviews of the witnesses to the
accident, revealed the medical report did
not substantiate the claim that all of the
individual’s injuries were caused by the fall.
In addition, the investigation disclosed
the individual ignored the warnings of a
maintenance person at the facility, and
certain events took place after the fall
that contradicted the documentation

filed by the individual.

€ An OIG investigation resulted in the
indictment of a witness for making false
statements in connection with a friend’s
lawsuit against the Postal Service for a
broken ankle sustained at a Nebraska
post office. The individual sought
$100,000 in damages.

FY 2003 OBSERVATIONS OF
STATISTICAL TESTS FOR THE COST
AND REVENUE ANALYSIS

The OIG performed cost and revenue
analysis audits in nine districts and found that,
generally, the tests were conducted in accor-
dance with Postal Service procedures. However,
employees did not always adhere to instructions
for data collection, equipment use, and tele-
phone readings in five districts. The OIG issued
individual reports to address these issues and
will issue a summary report providing Postal
Service management with recommendations to
address systemic issues. (For specific reports see
Appendix A, page 104)

i The 0IG assists the Postal Service Law
Department and United States Attorney

i Offices by conducting investigations into
i tort claims filed against the Postal
Service. For example, 0IG investigations
i have saved the Postal Service money hy
i uncoveriny false claims resulting from
accidents with postal vehicles.




The 0IG conducted investigations
of allegedly fraudulent indemnity
claims.

)

FORMER POSTAL SERVICE
EMPLOYEE SENTENCED FOR
FRAUD

A former Postal Service employee was sen-
tenced to 18 months in prison and ordered to
pay over $220,000 in restitution for defrauding
the Postal Service. The OIG investigation dis-
closed that from July 1997 to May 2000, the for-
mer postal employee created fictitious orders
and forged signatures of Postal Service officials
to create the appearance that goods and services
had been delivered as invoiced. To accomplish
the scheme, the former Postal Service employee
rented a post office box under a false name and
received funds from fictitious invoices, and
deposited the funds into personal bank
accounts.

INDIVIDUAL INDICTED FOR MAIL
FRAUD ON INDEMNITY CLAIM

As a result of an OIG investigation, an
individual was indicted and charged with one

count of mail fraud. The OIG’s investigation
began after a Postal Service clerk in the
Northeast Area provided information about an
individual who filed an indemnity claim for
coins worth approximately $5,000 not received.

OKLAHOMA INDIVIDUAL
INDICTED FOR NINE COUNTS OF
MAIL FRAUD

An OIG investigation revealed that an
Oklahoma individual defrauded the Postal

Service by submitting false indemnity claims for

approximately $5,400 and supporting them
with altered sales receipts. The individual was
indicted by a federal grand jury for 6 counts of
false statements and 9 counts of mail fraud. The
false indemnity claims were submitted for
international mail that was reported as
damaged, missing contents, or undelivered.

OIG WORKS WITH POSTAL
SERVICE TO ADDRESS ABUSES
OF GOVERNMENT-ISSUED CREDIT
CARDS

The OIG is partnering with the Postal
Service to identify employees and former

employees who abused their government credit
cards. During this reporting period, the OIG
investigated six individuals for misuse of their
government credit cards. The unauthorized pur-
chases on the credit cards were for personal use,

such as automated teller machine withdrawals
and a car rental. The amounts involved ranged
from $1,600 to $3,000. One individual pled
guilty in federal court to misappropriation of
over $3,000 in postal funds; sentencing is pend-
ing. The Postal Service took administrative
actions against the other five, including two
removals, a demotion, a 30-day suspension, and
a letter of warning.

The Postal Service manages contracts with
commitment values totaling over $18 billion
annually for its goods, non-transportation
services, and facilities related reviews.
Consequently, this makes the Postal Service
one of the largest civilian contracting agencies
in government. During the first half of FY 2003,
Postal Service purchases included over
$189 million in noncompetitive contracts and
more than $170 million in purchase credit card
transactions. The Postal Service is also one of
America’s largest owners, developers, and man-
agers of real estate, committing over $135 mil-
lion for repait, renovation, and construction of
new facilities, and paying over $414 million in
rent for the first half of FY 2003.

The OIG is responsible for contract audits
designed to assist Postal Service contracting
officers in determining fair and reasonable con-
tract prices as well as providing them with
reviews of contractor financial systems. In the
past 6 months, the OIG conducted 21 reviews
of contracting and facilities-related issues with
the assistance of a contract audit agency. Also,
the OIG has many open criminal investigations
targeting fraud and corruption in these areas.
Highlights of some contracting and facilities
reviews follow:

CONTRACT AUDITS IDENTIFY
OVER $11.7 MILLION IN
QUESTIONED COSTS

In the past 6 months, the OIG worked
with the Defense Contract Audit Agency and
completed 13 audits of contracts valued at over

$150 million. These audits resulted in over
$11.7 million in questioned and unsupported
costs. The contract audits primarily include:
incurred cost audits that evaluated the reason-
ableness of costs incurred by contractors; pro-
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posal audits that evaluated the reasonableness

of contractor cost estimates; and defective pric-

ing audits performed to determine whether con-

tract prices significantly increased because of

contractor pricing data that was not accurate or

complete. These audits are summarized in the

graph in the margin and focus on whether con-

tractors’:

2

4

Proposed and incurred costs were allow-
able and reasonable; and

Pricing data were accurate, complete,
and current.

The following is a summary of seven signif-

icant contract audits completed in the last 6

months:

2

An audit of a contractor’s $34 million
fixed price incentive firm-target type
contract disclosed the contractor over-
stated purchased parts per unit cost
because it was not using data that were
accurate, complete, and current as of the
date of the agreement price. The con-
tractor contended that a reduction in the
per unit price for material costs occurred
at negotiations. However, the contractor
did not use the lower material per unit
price in its final priced bill of materials.
There was no evidence available of the
contractor making the Postal Service
aware of the lower price either at or
before the date of agreement on price. As
a result, the audit recommended a price
adjustment of about $344,000 including
associated burdens and profits.

(CA-CAR-03-002)

An audit of a contractor’s $10.5 million
firm fixed price proposal resulted in ques-
tioned costs of nearly $249,000. The
audit disclosed issues regarding rates and
allocation factors that could yield addi-
tional questioned costs. Therefore, the
OIG recommended the conclusion of
negotiations be postponed until these
issues are considered, or a downward
adjustment clause be inserted into the
contract. (CA-CAR-03-004)

An audit of a contractor’s $1.6 million
claim for delay disclosed questioned costs
of about $1.1 million. The majority of
the questioned costs represent a lack of
supporting documentation for claimed
costs from two subcontractors. Remain-

ing questioned costs represented labor
hours that could not be supported or
were within the scope of the contract,
tasks that were separately negotiated or
already paid, indirect rates not based on
actual costs, and warranty costs improp-
erly claimed as delay costs. The contrac-
tor may also have included costs for tasks
within the scope of contract, and over-
time hours were included in the claim.
Due to these significant inadequacies,
the OIG did not consider the claim to be
acceptable as a basis for the settlement of
a fair and reasonable price.

(CA-CAR-03-006)

A review of a contractor’s $82 million
firm fixed price proposal revealed ques-
tioned costs of nearly $4.5 million,
including unsupported costs of about
$765,000. Questioned costs were primari-
ly due to application of a decrement fac-
tor to proposed direct material costs and
warranty costs proposed separately from
the warranty rate. Unsupported costs
were the result of the contractor not pro-
viding auditable documentation to sup-
port certain proposed transportation
costs. The audit also disclosed certain
activities that may achieve future sav-
ings. Therefore, the OIG recommended
a downward only savings clause be
included in the contract. Furthermore,
the contractor’s forward pricing overhead
rates are subject to certification by the
Department of Defense. If certification is
not obtained, then a price adjustment
will be executed. (CA-CAR-03-010)

A review of a contractor’s equitable
adjustment claim for contracts for post
office buildings questioned costs on near-
ly the entire claim amount of $5 million.
The majority of questioned costs repre-
sented lost profits because the contractor
incorrectly based its computations on
gross profits. In addition, unabsorbed
overhead was questioned in its entirety
because the contractor did not experi-
ence it in total for the period of perfor-
mance in the contracts. Furthermore, the
contractor did not provide sufficient doc-
umentation to support labor costs.

(CA-CAR-03-011)

DID YOU
KNOW?

What is the Mail Fraud

Statute?

The Mail Fraud Statute contained
in Title 18 of the United States
Code, Section 1341, makes it a
criminal violation to use the U.S.
Mail or the services of any private
or commercial carrier to carry out
a fraudulent scheme.

Types and Number of Contract
Audits Completed

3 4

CLAIMS OTHERS

r———

The 0IG completed 13 audits of contracts
valued at over $150 million.




The 0IG reviewed the Postal Service's
disposition plans for irradiation
equipment.

)

@ An audit of a contractor’s $15.5 million
firm fixed price proposal for the prepro-
duction and field test phase of a biohaz-
ard detection system program disclosed
questioned costs of nearly $1.5 million
and unsupported costs of over $470,000.
Questioned costs were primarily due to
the application of a decrement factor to
proposed purchased parts and subcontract
costs based on vendor quotes. In addi-
tion, direct material costs based on engi-
neering estimates were questioned
because the contractor was unable to pro-
vide sufficient documentation. The audit
also disclosed certain activities that may
achieve future savings. Therefore, the
OIG recommended a downward only
savings clause be included in the con-
tract. The contractor’s forward pricing
overhead rates are subject to certification
by the Department of Defense. If certifi-
cation is not obtained, then a price
adjustment will be executed.

(CA-CAR-03-012)

@ A review of a contractor’s labor practices
revealed they required corrective action
to improve reliability of the contractor’s
labor accounting system. Specifically, the
OIG found numerous instances in which
employee time charges could not be veri-
fied. In addition, the audit raised con-
cerns regarding sufficiency of documenta-
tion to ensure time was charged to the
proper cost objective. The contractor
concurred with the recommendations for

corrective action. (CA-CAR-03-009)

ARCHITECTURAL AND
ENGINEERING DESIGN SERVICES
PROCESS CAN BE IMPROVED

An OIG audit of architectural and engi-
neering design fees disclosed that the Postal
Service had no system or criteria to track and
monitor these fees, and that deficiencies existed
in the architectural and engineering design ser-
vices. Overall, postal management has limited
visibility or control over architectural and engi-
neering design work, which increases the risk
that the Postal Service may pay additional,
unnecessary, or duplicate costs, or that the prod-
uct may not satisfy Postal Service requirements.
In addition, a review of project files at a Pacific
Area air mail center revealed that replacement

of the heating, ventilation, and air conditioning
system was not included as part of the overall
expansion project. Instead, it was funded as a
separate project.

The OIG recommended postal manage-
ment establish and implement a policy to track
design fees and to monitor them on a regular
basis for reasonableness. The OIG also recom-
mended management strengthen internal
process controls over design services, and revise
policies and procedures to require cost or pricing
data audits when negotiating architectural and
engineering contract services. Finally, the OIG
suggested postal management complete a modi-
fication to the Decision Analysis Report for
replacement of the heating, ventilation, and air
conditioning system and present it to the Board
of Governors for approval. The Postal Service
generally agreed with the OIG’s recommenda-
tions and initiated or planned appropriate
actions to address them. (CA-AR-03-001)

DISPOSITION PLANS FOR
ACQUIRED IRRADIATION
EQUIPMENT NEED TO BE
DEVELOPED

In response to the anthrax attacks,

Congress passed legislation to assist the Postal
Service in protecting its employees and cus-
tomers from exposure to hazardous material.
The Postal Service entered into a contract in
October 2001 and purchased eight electron
beam systems for $30 million to sanitize the
mail. However, Postal Service engineering offi-
cials later determined the systems would not
meet requirements and decided not to use the
eight irradiation systems. Senior Postal Service
officials approved a plan to transfer two electron
beam systems to the National Institute of
Standards and Technology; however, they had
not developed plans for disposing of or transfer-
ring the remaining six electron beam systems.
Postal Service management agreed with the
OIG’s recommendations to transfer or dispose of

the remaining six systems. (CA-MA-03-006)
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POSTAL SERVICE HAS
GENERALLY MANAGED
RESTRAINTS IMPOSED BY THE
CAPITAL FREEZE

An OIG audit determined the Postal
Service has generally managed the restraints
imposed by the capital freeze by implementing
several major initiatives to maintain, preserve,
and expand facilities in the short-term. These
initiatives included: implementing a nation-
wide process to allow exceptions for projects
that met criteria for life/safety emergencies and
legal requirements; monitoring the expendi-
tures of capital construction funds by requesting
area officials determine their highest priority
construction projects; and using modular trail-
ers and consolidating or moving routes to alle-
viate overcrowding in the Western Area.
However, the OIG is concerned that long-term
continuation of the capital freeze will con-
tribute to deteriorating Postal Service facilities,
difficulty in providing needed space for high
growth areas, safety issues, rising construction
costs, and delaying the upgrading of facilities for
accessibility for individuals with disabilities.

The OIG recommended Postal Service
management continue to resolve the specific
issues identified in the report and, as funding
becomes available, reprioritize projects accord-
ing to life/safety, emergencies, and legal require-
ments. Postal Service management agreed to
continue to emphasize the need to maintain
assets and address life and safety issues, emer-
gencies, and legal requirements. They have also
expanded the criteria for facilities-related
spending to include asset maintenance, areas of
high growth, and significant space deficiencies.
Postal management already had been address-
ing and will continue to address specific safety
issues identified in this report, and the OIG will
continue to actively pursue resolution of these

items. (CA-MA-03-007)

OIG CONTRACTOR
INVESTIGATIONS TARGET
FRAUD AND CORRUPTION

The OIG conducts investigations relating

to the Postal Service’s contracting and facilities
areas. These investigations target contractors
who have attempted to defraud the Postal
Service by submitting false invoices, performing
poor work, or using substandard construction

material. These investigations help ensure that
the financial interests of the Postal Service are
protected. In some instances, these investiga-
tions result in significant recoveries and
improve the safety of employees and customers.
During the past 6 months, the OIG has
reported significant activities in this area, some

of which are highlighted below:

@  As part of a Department of Justice
national task force, the OIG investigated
a contractor concerning alleged fraudu-
lent testing of underground storage tanks.
The investigation involved analyzing mil-
lions of company records and conducting
surveillance at 89 sites, 33 of which were
postal facilities. The OIG investigation
disclosed the company charged the Postal
Service and other government agencies
for storage tank testing that was inade-
quate or never performed. The investiga-
tion resulted in 10 criminal convictions.
The company was placed on probation
and ordered to pay a $1 million criminal
fine and restitution of nearly $1.3 mil-
lion, of which over $245,000 will be

returned to the Postal Service.

@ An OIG investigation discovered a waste
disposal contractor did not reimburse the
Postal Service for rebates on services pro-
vided to the contractor by local recycling
companies. A Postal Service manager
provided rebate documentation to the
OIG investigator. As a result, the waste
disposal contractor reimbursed over

$229,000 to the Postal Service.

@ As the result of an OIG investigation,
the Postal Service and a construction
contractor agreed to settle disputes and
mutually release all claims under the
Contract Dispute Act. According to
the mutual agreement, an insurance
company will release over $107,000 to
the Postal Service from a performance
bond issued to the construction compa-
ny. The contractor has been debarred for
a 3-year period.

€ An OIG investigation of a trucking
contractor, a husband and wife team in
Delaware, who presented false claims for
payments, resulted in the contractor
agreeing to pay over $54,000 to the
Postal Service. The trucking contractor
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The 0IG reviewed the impact of
the capital freeze on construction
projects.
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DiD YOU
KNOW?

The money order system was
developed primarily to provide
a safe means for Union soldiers
and their families to exchange
money through the mail during

the Civil War.

016 special agents worked with the
Department of Justice and New Zealand
authorities to apprehend and extradite
to the United States a postal contractor
who received an erroneous payment of
$680,000. The contractor used the
funds to purchase the above items.

)

defrauded the Postal Service by submit-
ting false claims for extra service miles,
which had not been driven.

@ The OIG conducted an investigation
after receiving information from the
Postal Service about a $680,000 erro-
neous payment to a contractor. The
investigation disclosed the contractor was
mistakenly paid for services that were
performed by another contractor. The
contractor was contacted to repay the
amount but fled to New Zealand. The
OIG coordinated with the Department of
Justice and New Zealand authorities to
apprehend and extradite the contractor
to the United States. The contractor
pled guilty to one count of theft of gov-
ernment property and 4 counts of money
laundering. The contractor was sen-
tenced to 78 months imprisonment and
36 months probation, and ordered to pay
fines and restitution totaling over

$593,000.

@ The OIG participated on a joint investi-
gation involving two subcontractors pro-
viding photocopying and printing ser-
vices to a prime Postal Service contrac-
tor. The subcontractors were providing
kickbacks to employees of the prime con-
tractor for favorable treatment and paid
the employees of the prime contractor
more than $1.3 million in kickbacks. As
a result of the investigation, both subcon-
tractors were indicted for conspiracy to
defraud the United States and for filing
false individual tax returns.

During this reporting period, the OIG
identified legislation, regulations, and policies
affecting Postal Service financial management.
Legislation reviewed is listed below:

PROPOSED LEGISLATION

S. 631 — A Bill to Amend Title 39,
United States Code, with respect to
Cooperative Mailings

This legislation is intended to clarify ambi-

guities in the Postal Reorganization Act of
1970, which established a nonprofit mail rate
for charitable and benevolent organizations.
The legislation would allow these organizations

to share ownership of their mailing with com-
mercial printing and mailing businesses and still
qualify for the nonprofit mailing rate. In effect,
it would permit these organizations to mail at
nonprofit rates whether they prepare the mail-
ing themselves or hire someone else to do it for
them, since the purpose of the mailing remains
a nonprofit one. The bill maintains existing fed-
eral law that prohibits unauthorized parties from
using the nonprofit rate to sell goods or services
by mail. Moreover, the legislation does not limit
the Postal Service’s authority to enforce any
other section of federal postal law.

The bill is similar to legislation introduced
in the last Congress. The current bill adds a sec-
tion defining when a contractual relationship
between a nonprofit organization and a com-
mercial entity will be deemed a conflict of inter-
est, which creates a presumption against
eligibility for reduced rates. There is also a pro-
vision in the new legislation that would protect
the Postal Service from legal action to recover
the cost of postage paid on mail matter sent
before the date of enactment.

The OIG has examined the Postal Service’s
cooperative mailing rules and the financial
impact of such legislation. The OIG contends
there will be minimal financial impact from this
legislation.

H.R. 5702 — Privatization of the U.S.
Postal Service

This bill would convert the operations of
the Postal Service into a private corporation.
The legislation would direct the President to
submit to Congress: (1) a comprehensive plan
providing for the transfer of property subject to
this Act; and (2) recommendations for legisla-
tion as necessary. The bill would establish the
Postal Privatization Commission to carry out
functions relating to the transformation of the
Postal Service into a private corporation.

Similar measures have been introduced in
previous sessions of Congress, but have not
reached a floor vote. The OIG believes the
Postal Service is a vital and sustainable organi-
zation that can evolve to meet changing times,
given prudent, adaptable management practices
and continued independent oversight.
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ENACTED LEGISLATION
Public Law 108-18 — Postal Civil

Service Retirement System Funding
Reform Act of 2003

This act lowers the Postal Service’s
payments to the Civil Service Retirement Fund
by about $6 billion over FY 2003 and FY 2004.
It requires the Postal Service to use the bulk of
the savings from the reduction to pay down its
debt, but also encourages it to use a portion of
the savings to fund retiree health care costs.

The law alters the formula used to deter-
mine the size of annual payments to the Civil
Service Retirement Fund. The fund has earned
higher than expected yields on pension invest-
ments in government securities, and as a result,
the Postal Service has been overfunding the
retirement program. However, the Postal
Service’s contributions to the fund could not
have been scaled back without the passage of
this legislation. Even with passage of this bill,
there still remains other long-term costs the
Postal Service will have to address, such as
increasing workers’ compensation costs, retiree
health care costs, reducing long-term debt, and
the potential cost associated with removing the
freeze on capital expenditures.

H.R. 1360 - A Bill to Amend Certain
Provisions of Title 39, United States
Code, Relating to Transportation of
Mail

This bill would amend statutes pertaining
to the transportation of mail to prohibit the
Postal Service from directly or indirectly dictat-
ing how, when, or where its contractors pur-
chase services, supplies, fuel, and equipment.
The bill also eliminates the annual limit on
mail transportation contracts.

The OIG believes this legislation would
inhibit the Postal Service’s ability to obtain the
best rate for goods and services. If the Postal
Service is able to negotiate a favorable price on
certain services and supplies, it should have the
power to direct its contractors to use these ven-
dors in order to minimize costs to the Postal
Service. Eliminating the annual expiration on
mail transportation contracts could also be
detrimental, because the annual expiration
forces the Postal Service to reconsider its con-
tractor selection process and costs incurred.

This periodic examination could lead to better
services that could save costs for the Postal
Service.

Cine Hundred Eighth Congress
nf the
Limted States of Amenca

AT THE FIXET

The Postal Civil Retirement System
Funding Reform Act of 2003 lowers the
Postal Service's payments to the Civil
Service Retirement Fund.
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The Postal Inspection Service provides
assurance to postal customers for the
“sanctity of the seal” in transmitting
correspondence and messages.

INSPECTION SERVICE

ithin the financial management

area, the Inspection Service per-

forms revenue investigations to
help ensure that Postal Service revenue is prop-
erly assessed and collected. Priority is given to
investigations of alleged schemes to avoid pay-
ment of postage and to identify, pursue, and seek
prosecutive actions against violators through
civil, administrative, and criminal remedies.

Postal Inspectors focus on revenue investi-
gations where there is intent by a customer to
defraud the Postal Service. In the last 6 months,
there were 30 arrests and 30 successful criminal
convictions resulting from revenue investiga-
tions.

Further, the Inspection Service investigates
embezzlements involving employee theft from
cash drawers and schemes involving postal
money orders. Postal Inspectors initiated
233 investigations of employee embezzlements
this reporting period, which documented losses
of over $3.2 million. Examples of investigations
in this area are summarized below:

@ A former Florida sales and service associ-
ate was sentenced to 5 years probation
and over $29,000 in restitution for steal-
ing postal funds. Postal Inspectors discov-
ered the individual failed to input
Express Mail and Priority Mail transac-
tions into the POS One terminal and
converted the funds for personal use.

@ As the result of an investigation, a former
South Carolina postmaster was sentenced
to 10 months in prison, 3 years probation
and ordered to pay over $39,000 in resti-
tution for stealing postal funds. Postal
Inspectors discovered the individual had
been kiting money orders, and under-
reporting money order sales as well as
failing to report sales.

@ A former Philadelphia postal clerk pled
guilty to misappropriating postal funds.
The investigation disclosed a failure of
separation of duties. The clerk consoli-
dated financial records and prepared
bank statements with minimal supervi-
sion that enabled the individual to
embezzle $129,000.

*

A former postmaster from West Virginia
was sentenced to 6 months in prison; 2
years supervised release and ordered to
pay over $67,000 in restitution for
embezzling postal funds. The Inspection
Service investigation discovered unac-
counted postage sales and post office box
rentals over $166,000. The court ordered
restitution was equal to the amount of
the postmaster’s retirement contributions.

As a result of an Inspection Service
investigation, a former sales and service
associate in Texas was sentenced to 9
months in prison, 2 years supervised
release and ordered to pay over $28,000
in restitution for embezzling postal funds.
Legitimate postage sales were voided and
more than $41,000 in stamp stock short-
ages were found. In addition, retail trans-
actions were not entered in the terminal
and excess funds were converted for per-
sonal use. The amount of restitution was
based on the retail data presented as part
of the prosecution’s report.

A postal manager from the U.S. House of
Representatives Post Office pled guilty to
mishandling treasury checks. The con-
gressional staff used the treasury checks
to reimburse the House Post Office for
vouchers they used to purchase postage
stamps and services. Money orders were
issued in the manager’s name using the
treasury checks and postal funds were
converted to personal use. The failure to
propetly account for cash transactions
was disclosed in the Inspection Service
investigation. The investigation revealed
the manager embezzled more than
$200,000 over a period of 5 years. The
manager pled guilty and repaid $150,000.
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An 0IG audit estahlished that unless
PostalOne! program management tracks
its performance in accordance with
Postal Service policies and ensures
compliance, the project may not meet
projected savings.

This section highlights audits, reviews,
and investigations performed by the OIG
and summarizes Inspection Service activi-
ties in the technology area. Report num-
bers are shown in parentheses after the
narrative, as appropriate. Also, the OIG
legislative, regulatory, and policy reviews
are included at the end of this section. In
order to differentiate the work reported by
the OIG and Inspection Service, the page
containing the activities reported by the
Inspection Service has been color
screened.

OFFICE OF INSPECTOR
GENERAL

he Postal Service recognizes that tech-

nology is key to productivity and afford-

ability. Through technology, the Postal
Service handles more than 660 million pieces of
mail every day and maintains its network of
nearly 38,000 post offices and facilities. Its tech-
nology strategy is to provide convenient and
secure access to all customers on a daily basis
through increasingly sophisticated retail sys-
tems, expansion in new electronic access chan-
nels, and electronic linkages that integrate
customer and postal processes. In addition, the
Postal Service is using modern technology, such
as USPS.com, Signature Confirmation™,
MoversGuide Online.com, and eBillPay™.
These initiatives will improve and build on its
existing services and relationships with cus-
tomers and continue meeting traditional cus-
tomer demands.

The September 11, 2001, terrorist attacks
demonstrated how the nation’s infrastructure
may be vulnerable to attacks. Computer sys-
tems are also a critical component of every
aspect of postal operations that must be pro-
tected from potential cyber-terrorism to pre-
vent disruption in service. Technology
investments not only need to be scrutinized to
minimize the risk of compromise, but also to
ensure that sound business decisions are made.
This is particularly important as the Postal
Service reviews several technologies to identify
an efficient, effective, and safe method to
detect and prevent biohazards.

OIG reviews have covered developmental
systems, information systems, electronic com-
merce, and computer intrusion detection activ-
ities. In the past 6 months, the OIG performed
9 reviews in the technology area, some of which

are highlighted below:

The Postal Service develops business sys-
tems and mail processing equipment to improve
performance, enhance service, and reduce oper-
ating costs. The typical development process
begins with the identification of a business
need. After the business need has been identi-
fied, a solution is developed, followed by the
proof of concept and first article tests and final
deployment. The OIG understands the impor-
tance of reviewing these systems as they are
developed and has completed three audits of
major projects currently under development
during the reporting period. These reviews are

highlighted below:

POSTALONE! BUSINESS PROCESS
IMPROVEMENTS NEEDED

At the request of postal management, the
OIG reviewed the PostalOne! Phase Two

Business Customer Support System and

Transportation Management. The PostalOne!
Phase Two Business Customer Support System
provides electronic capabilities between large
business mailers and the Postal Service for
induction of mail. As part of Phase Two,
Transportation Management was approved and
added. This system scans mail tray labels, cap-
tures weight information, and assigns mail via
air or surface at the business mailers’ facilities
while with  Surface-Air
Management System for mail transportation

interfacing

assignments.
The identified

Management took appropriate actions on the

review that Postal
Phase One audit. However, there were addi-
tional opportunities for the Postal Service to
align systems to corporate goals, objectives, and
policies; mitigate risks; and to measure and eval-
uate performance and customer satisfaction.
Specifically, the OIG reviewed the initial Deci-
sion Analysis Reports for the Business Customer
Support System and found that overall perfor-
mance measures were not established, sensitiv-

ity analysis was not performed, and investment

TECHNOLOGY REVIEWS



progress was not properly tracked. The OIG
established that unless PostalOne! program
management tracks its performance in accor-
dance with Postal Service policies and ensures
compliance, the project may not meet projected
savings presented in the Decision Analysis
Report. The OIG made nine recommendations
to address these issues, including improving cus-
tomer satisfaction with business mailers, achiev-
ing corporate goals, and mitigating risks. Postal
Service management agreed with all of the rec-
ommendations and was working to resolve the

issues. (DA-AR-03-001)

POSTAL AUTOMATED
REDIRECTION SYSTEM PHASE
ONE MAY NOT YIELD
ANTICIPATED RETURNS ON
INVESTMENT

An OIG audit of the Postal Automated
Redirection System Phase One revealed the

return on investment presented in the Decision
Analysis Report was based on a contractor’s
study that did not apply sound statistical princi-
ples. For example, the contractor did not follow
its original sample design. As a result, the return
on investment may not be correct. The Postal
Service and the contractor entered into a sole
source contract to provide a comprehensive
automated solution for First-Class Mail forward-
ing. This included the identification, verifica-
tion, processing, and labeling of each piece of
mail to be redirected within the automated
mailstream. Postal management agreed with the
recommendations to ensure quality assurance
groups compile a test report for first article test-
ing and all future testing. Postal management
disagreed with the OIG’s recommendation to
recalculate the return on investment because it
disagreed that the study was relied upon in the
Decision Analysis Report development. The
Postal Service said it had no plans to use the
study for future programs but disagreed that the
study was statistically unsound. However,
Postal Service engineering officials indicated
during the audit they knew the study was not
statistically valid but used it to establish a base-
line for the Decision Analysis Report cost
model. The OIG is pursuing these disagree-
ments through the formal audit resolution
process. (DA-AR-03-002)

HUMAN TRANSPORTER BATTERY
LIFE NOT ACHIEVED AND
POTENTIAL SAVINGS ARE
QUESTIONABLE

The OIG conducted an audit of applicabil-
ity of the human transporter for Postal Service
operations. The audit revealed that the
expected battery life was not achieved as
required by the statement of work. In addition,
the statement of work stated one of the purposes
of testing the human transporter was to identify
potential cost savings in mail delivery. Cost sav-
ings could have potentially resulted from reduc-
ing delivery time for mail carrier routes.
Delivery time savings ranged from 10 minutes
to one hour per day delivery. The OIG consid-
ers the inconsistent savings in delivery time to
be inadequate when compared to the cost of
purchasing a human transporter unit. The OIG
recommended delaying any further testing of
the human transporter until the Postal Service
validates a battery life of six to seven hours.
Also, a projected return on investment should
be calculated to determine whether a financial
incentive exists for cons