Office Of Inspector General

December 8, 2004

FAYE McCREARY
FINANCIAL MANAGEMENT SERVICE, U.S. DEPARTMENT OF THE TREASURY

LYNDA DOWNING
U.S. GOVERNMENT ACCOUNTABILITY OFFICE

KIM GEIER
OFFICE OF MANAGEMENT AND BUDGET
OFFICE OF FEDERAL FINANCIAL MANAGEMENT

SUBJECT: Audit Opinion on the Postal Service’s Special-Purpose
Financial Statements

Attached is a copy of the report on our audit of the Postal Service’s special-purpose
closing package. The objective of the audit was to express an opinion on the
reclassified balance sheet as of September 30, 2004, and the related reclassified
statements of net cost and changes in net position for the year then ended (referred to
as special-purpose financial statements).

The special-purpose financial statements and notes were prepared by the Postal
Service for the purpose of providing financial information to the U.S. Department of the
Treasury and U.S. Government Accountability Office to use in preparing and auditing
the Financial Report of the U.S. Government, and are not intended to be a complete
presentation of the Postal Service’s financial statements. In our opinion, the
special-purpose financial statements referred to above present fairly, in all material
respects, the financial position of the Postal Service as of September 30, 2004, and its
net costs and changes in net position for the year then ended in conformity with
accounting principles generally accepted in the United States of America and the
presentation pursuant to the requirements prescribed in Treasury Financial Manual,
Chapter 4700.

1735 N Lynn St
Arlington, VA 22209-2020
(703) 248-2100

Fax: (703) 248-2256



If you have any questions, please contact John E. Cihota, Director, Financial
Statements, or me at (703) 248-2300.

/s/ John M. Seeba

John M. Seeba
Assistant Inspector General
for Audit

Attachments

cc: Richard J. Strasser, Jr.
Lynn Malcolm
Stephen J. Nickerson
Margaret A. Weir
Steven R. Phelps
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December 8, 2004

RICHARD J. STRASSER, JR.
CHIEF FINANCIAL OFFICER AND EXECUTIVE VICE PRESIDENT

SUBJECT: Audit Report — Opinion on the Postal Service’s Special-Purpose
Financial Statements (Report Number FT-AR-05-002)

We have audited the accompanying reclassified balance sheet as of

September 30, 2004, and the reclassified related statements of net cost and changes in
net position for the year then ended (hereinafter referred to as the special-purpose
financial statements) contained in the special-purpose closing package of the Postal
Service (Project Number 04XD012FT002). These special-purpose financial statements
are the responsibility of Postal Service management. Our responsibility is to express an
opinion on these financial statements based on our audit. (See the appendix for the
special-purpose financial statements, notes, and other data.)

We conducted our audit in accordance with auditing standards generally accepted in the
United States of America and the standards applicable to financial audits contained in
Government Auditing Standards, issued by the Comptroller General of the United
States; and Office of Management and Budget (OMB) Bulletin 01-02, Audit
Requirements for Federal Financial Statements, related to special-purpose financial
statements. Those standards require that we plan and perform the audit to obtain
reasonable assurance about whether the special-purpose financial statements are free
of material misstatement. An audit includes examining, on a test basis, evidence
supporting the amounts and disclosures in the special-purpose financial statements. An
audit also includes assessing the accounting principles used and significant estimates
made by management, as well as evaluating the overall special-purpose financial
statement presentation. We believe that our audit provides a reasonable basis for our
opinion.

The accompanying special-purpose financial statements and accompanying notes
contained in the special-purpose closing package have been prepared for the purpose
of complying with the requirements of the Treasury Financial Manual (TFM), Volume I,
Part 2, Chapter 4700, solely for the purpose of providing financial information to the
U.S. Department of the Treasury and U.S. Government Accountability Office to use in
preparing and auditing the Financial Report of the U.S. Government, and are not
intended to be a complete presentation of the Postal Service’s financial statements.

1735 N Lynn St
Arlington, VA 22209-2020
(703) 248-2100

Fax: (703) 248-2256
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In our opinion, the special-purpose financial statements referred to above present fairly,
in all material respects, the financial position of the Postal Service as of

September 30, 2004, and its net costs and changes in net position for the year then
ended in conformity with accounting principles generally accepted in the United States
of America and the presentation pursuant to the requirements prescribed of the TFM,
Chapter 4700.

The information included in the Other Data is presented for the purpose of additional
analysis and is not a required part of the special-purpose financial statements, but is
supplementary information required by TFM, Chapter 4700. We have applied certain
limited procedures, which consisted principally of inquiries of management regarding
methodology and presentation of this information. We also reviewed such information
for consistency with the related information presented in the Postal Service’s financial
statements. However, we did not audit this information, and accordingly, we express no
opinion on it.

In accordance with Government Auditing Standards, a report was issued dated
November 10, 2004, by another auditor on its consideration of the Postal Service’s
internal control over financial reporting and its compliance with certain provisions of
laws and regulations. The report is an integral part of an audit of general purpose
financial statement reporting performed in accordance with Government Auditing
Standards, and should be read in conjunction with this report in considering the results
of our audit.

In planning and performing our audit of the special-purpose financial statements, we
also considered the Postal Service’s internal control over the special-purpose financial
statements and compliance with the TFM, Chapter 4700. Management is responsible
for establishing and maintaining internal control over financial reporting, including Other
Data, and for complying with laws and regulations, including compliance with the TFM,
Chapter 4700, requirements.

Our consideration of internal control over the financial reporting process for the
special-purpose financial statements would not necessarily disclose all matters in the
internal control over the financial reporting process that might be reportable conditions.
Under standards issued by the American Institute of Certified Public Accountants,
reportable conditions are matters coming to our attention relating to significant
deficiencies in the design or operation of the internal control over financial reporting
that, in our judgment, could adversely affect the Postal Service’s ability to record,
process, summarize, and report financial data consistent with the assertions by
management in the special-purpose financial statements. Material weaknesses are
reportable conditions in which the design or operation of one or more of the internal
control components does not reduce to a relatively low level the risk that misstatements,
in amounts that would be material in relation to the special-purpose financial statements
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being audited, may occur and not be detected within a timely period by employees in
the normal course of performing their assigned functions.

We found no material weaknesses in internal control over the financial reporting
process for the special-purpose financial statements, and our tests of compliance with
the TFM, Chapter 4700, requirements disclosed no instances of noncompliance that are
required to be reported under Government Auditing Standards and OMB Bulletin 01-02.
However, providing opinions on internal controls over the financial reporting process for
the special-purpose financial statements or on compliance with the TFM, Chapter 4700,
requirements were not objectives of our audit of the special-purpose financial
statements, and accordingly we do not express such opinions.

The report is intended solely for the information and use of the Postal Service, the U.S.
Department of the Treasury, the Office of Management and Budget and the U.S.
Government Accountability Office in connection with the preparation and audit of the
Financial Report of the U.S. Government and is not intended to be and should not be
used by anyone other than these specified parties.

/s/ John M. Seeba

John M. Seeba
Assistant Inspector General
for Audit

Attachment

cc: Lynn Malcolm
Stephen J. Nickerson
Margaret A. Weir
Steven R. Phelps
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SPECIAL-PURPOSE FINANCIAL STATEMENTS.

U.S Department of the Treasury
Financial Management Service

Governmentwide Financial Report System

GF003-Closing Package Financial Statement Reports

Statement: BALANCE SHEET
Type: Single

Entity: 1800 - United States Postal Service

Amounts presented as debits and credits(-)

Assets:

Non-Federal

Cash and Other Monetary Assets
Accounts Receivable

Loans Receivable

Taxes Receivable

Inventory and Related Property
Property, Plant and Equipment
Other Assets

Total Non-Federal Assets

Federal

Fund Balance with Treasury
Investments

Accounts Receivable

Interest Receivable

Loans Receivable

Transfers Receivable

Benefit Program Contributions Receivable
Advances to Others and Prepayments
Other Assets (without reciprocals)
Total Federal Assets

Total Assets

Liabilities

Non-Federal

Accounts Payable

Federal Debt Securities Held by the Public

Federal Employee and Veteran Benefits Payable

Environmental and Disposal Liabilities
Benefits Due and Payable

Loan Guarantee Liabilities

Other Liabilities

Total Non-Federal Liabilities

Federal
Accounts Payable
Debt

Fiscal Year: 2004

FY 2004-QTR 4

5,000,000
697,000,000

0

0

0
22,497,000,000
168,000,000
23,367,000,000

(411,000,000)
1,283,000,000
327,000,000

0

0

0

0

52,000,000
361,000,000
1,612,000,000
24,979,000,000

(2,517,000,000)
0
(7,062,000,000)
0

0

0
(9,082,000,000)
(18,661,000,000)

(30,000,000)
0

FT-AR-05-002

12/06/2004

Period: QTR 4-YTD
Reported In: WHOLE DOLLARS Decimal: ZERO



Opinion on the Postal Service's Special-Purpose
Financial Statements

U.S Department of the Treasury
Financial Management Service
Governmentwide Financial Report System

GF003-Closing Package Financial Statement Reports

Statement: BALANCE SHEET
Type: Single

Entity: 1800 - United States Postal Service

Amounts presented as debits and credits(-)

Interest Payable

Loans Payable

Transfers Payable

Benefit Program Contributions Payable
Advances from Others and Deferred Credits
Other Liabilities (without reciprocals)

Total Federal Liabilities

Total Liabilities

Net Position
Total Liabilities and Net Position

Fiscal Year: 2004
Reported In: WHOLE DOLLARS Decimal: ZERO

FY 2004-QTR 4

0
(1,800,000,000)
0

(557,000,000)

0

0
(2,387,000,000)
(21,048,000,000)

(3,931,000,000)
(24,979,000,000)

FT-AR-05-002

12/06/2004

Peried: QTR 4-YTD
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12/06/2004

U.S Department of the Treasury
Financial Management Service
Governmentwide Financial Report System

GF003-Closing Package Financial Statement Reports

Statement: STATEMENT OF NET COST Fiscal Year: 2004 Period: QTR 4-YTD

Type: Single

Entity: 1800 - United States Postal Service

Amounts presented as debits and credits(-)

Reported In: WHOLE DOLLARS Decimal: ZERO

FY 2004-QTR 4
Gross Cost:
Non-Federal Gross Cost 54,781,000,000
Interest on Debt Held by the Public 0
Total Non-Federal Gross Cost 54,781,000,000
Federal Gross Cost
Benefit Program Costs Related to Exchange 11,030,000,000
Transactions
Imputed Costs 0
Benefit Program Costs Related to Nonexchange 0
Transactions
Buy/Sell Costs 139,000,000
Federal Securities Interest Expense Related to 14,000,000
Exchange Transactions
Federal Securities Interest Expense Related to 0
Nonexchange Transactions
Borrowing Interest and Other Expenses Related to 0
Exchange Transactions
Borrowing Interest Expense Related to Nonexchange 0
Transactions
Borrowing Losses 0
Other Costs (without reciprocals) 0
Total Federal Gross Cost 11,183,000,000
Department Total Gross Cost 65,964,000,000

Earned Revenue
Non-Federal Earned Revenue
Federal Earned Revenue

(67,991,000,000)

Buy/Sell Revenue (915,000,000)
Federal Securities Interest Revenue (exchange) (5,000,000)
Benefit Program Revenue (exchange) 0
Borrowings Gains 0
Borrowing Interest and Other Revenue (Exchange) 0
Other Revenue (without reciprocals) (118,000,000)
Total Federal Earned Revenue (1,038,000,000)
Department Total Earned Revenue (69,029,000,000)

Net Cost

(3,085,000,000)



GF003-Closing Package Financial Statement Reports

Statement: STATEMENT OF CHANGES IN NET POSITION

Type: Single

Opinion on the Postal Service's Special-Purpose
Financial Statements

U.S Department of the Treasury
Financial Management Service
Governmentwide Financial Report System

Entity: 1800 - United States Postal Service

Amounts presented as debits and credits(-)

Beginning Net Position
Non-Federal Prior Period Adjustments (Not
Restated)

Federal Prior Period Adjustments (Not Restated)

Adjusted Beginning Net Position Balance

Non-Federal Nonexchange Revenue
Individual Income Tax and Tax Witholdings
Corporation Income Taxes

Unemployment Taxes

Excise Taxes

Estate and Gift Taxes

Custom Duties

Other Taxes and Receipts

Miscellaneous Earned Revenue

Total Non-Federal Nonexchange Revenue

Federal Nonexchange Revenue
Federal Securities Interest Revenues
Federal Borrowings-Interest Revenue
Other taxes and receipts

Benefit Program Revenue (nonexchange)
Total Federal Nonexchange Revenue

Budgetary Fiancing Sources:
Appropriations Received

Unexpended Appropriations transferred in
Unexpended Appropriations transferred out
Other Adjustments (recissions, etc.)
Appropriations Used

Appropriation transfers in

Appropriation transfers out

Other Financing Sources

Total Budgetary Financing Sources

Other Financing Sources:
Transfers-in Without Reimbursement
Transfers-out Without Reimbursement

Fiscal Year: 2004

FT-AR-05-002

12/06/2004

Period: QTR4-YTD

Reported In: WHOLE DOLLARS Decimal: ZERO

FY 2004-QTR 4
(866,000,000)

0

0

(866,000,000)

(=T I o i e ] o000 0C0O0O0O0O

CO000O000O0

o o
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12/06/2004
U.S Department of the Treasury
Financial Management Service
Governmentwide Financial Report System

GF003-Closing Package Financial Statement Reports

Statement: STATEMENT OF CHANGES IN NET POSITION  Fiscal Year: 2004

Period: QTR 4-YTD
Type: Single

Reported In: WHOLE DOLLARS Decimal: ZERQ
Entity: 1800 - United States Postal Service

Amounts presented as debits and credits(-)

FY 2004-QTR 4
Imputed Financing Source 0
Total Other Financing Sources 0
Net Cost of Operations (3,085,000,000)
Ending Net Position Balance {3,931,000,000)
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U.S.Department of the Treasury
Financial Management Service
Governmentwide Financial Report System

GF002A - Audited FS Report

Statement: BALANCE SHEET Fiscal Year:2004 Period: QTR 4 - YTD
Entity: 1800-United States Postal Reported in:MILLIONS Daecimal: ZERO
Service

Agency Line Description FY 2004-QTR 4
ASSETS

Current assets:

Cash and cash equivalents 877
Receivables:

Foreign countries 621
U.S. government 327
Consignment 48
Other 139
Receivables before allowances 1,135
Less Allowances 111
Total receivables, net 1,024
Supplies, advances, and prepayments 220
Total current assets 2,121
Revenue forgone appropriations 361
receivable

Property and equipment, at cost:

Buildings 20,171
Eguipment 17,277
Land 2,810
Leasehold Improvements 1,103
.. 41,361
Less allowances for depreciation 20,656
and amortization

. 20,705
Construction in progress 1,792
Total property and equipment, net 22,497
Total Assets 24,979
Liabilities and Net Capital
‘Current liabilities:

Compensation and benefits 2,640
Estimated prepaid postage 1,256
Payables and accrued expenses:

Commercial wvendors and accrued 1,739
expenses

Foreign countries 778
U.S. government 87
Total payables and accrued expenses 2,604
Customers deposit accounts 1,606
Cutstanding postal money orders 767
Prepaid box rent & other deferred 397
revenue

Debt 1,800
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U.S.Department of the Treasury
Financial Management Service
Governmentwide Financial Report System

GF002A - Audited FS Report

Statement: BALANCE SHEET Fiscal Year:2004 Period: QTR 4 - YTD
Entity: 1800-United States Postal Reported in:MILLIONS Decimal: ZERO
Service
Agency Line Description FY 2004-QTR 4
Total current liabilities 11,070
Non-Current liabilities
Workers compensation costs 6,651
Employees accumulated leave 2,006
Other 1,321
Total other non-current liabilities 9,978
Total Liabilities 21,048
Net capital:
Capital contributions of the U.S. 3,034
government
Retained earnings (deficit) since 897
reorganization
Total net capital 3,931
Total Liabilities and Net Capital 24,979
-2 -
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U.S.Department of the Treasury
Financial Management Service
Govermnmentwide Financial Report System

Statement: INCOME STATEMENT

Entity: 1800-United States Postal

Service

Agency Line Description

Operating revenue

Operating expenses:
Compensation and benefits
Transportation

Other

Total operating expenses
Income from operations
Interest income

Interest expense on deferred
retirement liabilities

Debt Repurchase Expense

Other interest expense
Emergency preparedness
appropriations

Emergency preparedness expenses
Net Inccme

Total Costs

Total Revenue

Net Costs

Total Net Capital, beginning of
year

Total Net Capital, end of year

GF002A - Audited FS Report

Fiscal Year:2004
Reported in:MILLIONS

FY 2004-QTR 4

68,996

52,134
4,969
8,748

65,851
3,145

(103)

(10)

3,065
(65,964)
69,029
3,065
866

3,931
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