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In June 1998, members of the Office of Inspector Genera (OIG) staff
visited the Stamp Fulfillment Services Center (SFSC) and the Stamp
Distribution Network (SDN) located in Kansas City, Missouri. Thisis
aManagement Advisory Report that highlights the results of that
review.

The overall objectives of our review were to determine if adequate
controls existed over stamp inventories and to determine if corrective
actions had been taken for issuesidentified in OIG Management
Advisory Report RG 98-001.

To accomplish our objectives, we toured both facilities and
interviewed key personnel to obtain an overview of operations. We
discussed the stamp destruction process and performed alimited
review of inventory procedures utilized at both locations. In addition,
we verified whether the corrective actions implemented by local
management for OIG Report RG-98-001 had been completed. Our
review was conducted during the period June 8-12, 1998 in
accordance with generally accepted government auditing standards.
We tested management controls over stamp inventories to the extent
deemed necessary.

The SFSC is designed to service the needs of USPS' philatelic
customers. The SFSC maintains a stamp inventory with aretail value
of $500 million and generates sales of approximately $60 million
annually.

The SDN is a separate facility adjacent to the SFSC. Personnel at the
SDN:

e Provide stamps (with aretail value of $1 billion at the time of our
review) to 3,500 post officesin 4 states.
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e Destroy discontinued and obsol ete stamp stock (with aretail value
of $1.3 billion as of the date of our review) redeemed by post
officesin the 4 states.

e Distribute “ Celebrate the Century” stamps and new “H” stampsl':,|
and maintain the National Stamp Depository (with aretail value of
$100 million as of the date of our review).

In recent years, neither the SFSC nor the SDN had received extensive
audit coverage. In fact, the USPS Inspection Service had not audited
either facility in the last 5 years.

Review Results

Management officials have taken steps to implement a system of
internal controls over stamp inventories. Specifically, SFSC
management personnel had established procedures to perform
statistical inventory cycle counts on adaily basis, and perform a
complete inventory each August. SDN personnel perform a
combination of quarterly and accounting period inventories to test the
accuracy of stamp stock.

Our review disclosed that SFSC and SDN personnel took adequate
actions to implement suggestions identified in Management Advisory
Report RG-98-001. Specifically, SFSC personnel completed
renovations of the camera monitoring station. In addition, SDN
personnel have taken actions to address the timely destruction of
obsol ete stamps.

We did identify one area of concern during thisreview. Specificaly,
SFSC management personnel had not established formal inventory
discrepancy thresholds. Instead, management personnel were
exercising their "professional judgment” as to which discrepancies
identified during daily or annual inventory counts warranted further
review. If officials are permitted to subjectively determine which
discrepancies will be reviewed, there is no assurance that serious
discrepancies will be evaluated. In addition, officials acknowledged
that under the current method they are not always able to identify the
root cause of discrepancies. We believe that predetermined thresholds
would ensure that (1) discrepancies are objectively selected for further
research and corrective actions, and (2) resources could be devoted to
more serious discrepancies in order to identify root causes.

Recommendation

We recommend that the Manager, SFSC, establish inventory
discrepancy thresholds (either dollar value or percentage, or a
combination thereof) for SFSC inventory items. Thoseitems

1“H” stamps are nondenominational stamps printed in anticipation of the next rate increase.
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exceeding the discrepancy threshold should be researched to identify
the root cause and appropriate corrective actions.

M anagement The Acting Manager, Stamp Fulfillment Services, agreed to

Comments implement our suggestion of establishing discrepancy thresholds for

Evaluation of
M anagement
Comments

SFSC inventory items. The Acting Manager's comments are included
as Attachment 1.

The acting manager's comments are responsive to the suggestion
identified in the report.

We appreciate the cooperation and courtesy showed to the OIG staff
during the review. If you have any questions or need additional
information, please contact I o' me at (703) 248-2300.

Colleen A. McAntee
Assistant Inspector General
Performance

CC. I
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SURIECT: Management Advisary Repor - Siamp Syefvuces
(FA-RL- S5 M)

Whan Stamp Fulfiiment Sarvices (SFS), transitionad from an mdlndual 1o uni ecoourdahility
snywonmed, fome of tha histonical tontrols wers rondomd obssiels By the Mt procegses. A new
measnement sysbem, Inventory Recond Accuraey (IR, waps wTipbamented 1o judge the acciwacy and
olerancs of cyde caunting procederes. This System was aiuphed ao a “best practs:" in tha catalog
imcustry. While |1 & selatvely acourate method of rreasunment, it does leave the process
winerable (o subjective decision making.

SFE Management agreea that predetermingd hresholds gre rsceagary lo provide adequote
assurance of ventory control,  Accordingly, | am implemerting the folipwing procedue.

U pon canclusion of the cyele counting &f an Nemn, sho ukd here e an overage oF shortags in sxcess
ef 3200.00 an the mvertory focc valie for theat them, the cRacrepancy wil b resmavchad in depth by

the accaunting secton at 51 5. Baasd of recommerdations ariging from thw research, agpropriai:

coffechive achana and controk will be put m place Ig prevent fulure similar o screpanches:.

| Pt action eslabishes saorific, measdable inveriory lolerances thal gre compatible with an order
processing, aperations focumed Facillty such 25 5F5. 1 st the recommsnditions mada by mebers
wf the OIE clalf hawe basn oatisfios  However, | cevtainly wedcome an ;- canmarss, Questions, cr
twicems  IF funther astish is deemed necessary, | am vl y3 dvailable (o discuss Al nabive
SLagpgesions.

Gary A, Slone

Acting Manager
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