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Background

The U.S. Postal Service leases more than 23,000 properties
and pays annual rent of over $800 million. The Facilities
organization negotiates, executes, and renews expiring leases.

The U.S. Postal Service Office of Inspector General (OIG)
developed a predictive risk model that analyzes various
attributes of Postal Service facility leases, including those with
deceased lessors. Our model compared lessors’ Social Security
numbers from the Postal Service’s facility database to the
Social Security Administration’s death master file. We identified
321 instances where the Postal Service had deceased persons
listed as lessors with annual leases valued at more than

$5.3 million. As of October 2015, these lessors were deceased
an average of 9.7 years.

Postal Service lessors include individuals and business entities,
such as limited liability corporations, partnerships, trusts, and
estates. The IRS allows the owners of these entities to use a
Social Security number for tax reporting when they establish the
entity; however, if the owner dies, these owners must instead
use an employer identification number.

Our objective was to assess controls over updating lease
information for deceased lessors.

What The OIG Found

The Postal Service did not always know which facility leases it
had with deceased lessors and continued to pay some of them,
and did not always maintain accurate lessor information in its
facilities management system.

We identified 338 active lease agreements associated with the
321 deceased persons listed as lessors (some lessors had
multiple leases with the Postal Service). We also identified two
leases where the lessor died before the lease was signed and
referred these instances to the OIG Office of Investigations.

Of the 338 active (and valid) lease agreements, the Postal Service
made payments to:

B Seventy-eight deceased individuals with lease rents totaling
about $805,000 annually.

B Sixty-seven leases with annual rent totaling about $1.6 million
were with legal entities that continued to use deceased
individuals’ Social Security numbers when they should have
used employer identification numbers.

B Seventy-seven leases with annual rent totaling about
$850,000 had multiple lessors, with the Social Security
number of the deceased lessor listed as the primary
Social Security number for the agreement.
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The Postal Service did not have a process to confirm that
lessors’ information remained accurate during the term of
the lease but relied on lessors’ estates to voluntarily provide
notification of a death.

What The OIG Recommended

We recommended management develop a process to
periodically compare its lessor data file with external data
sources, such as the Social Security Administration’s death
master file, to identify deceased persons listed as lessors and
obtain updated lessor information. We also recommended
management update lessor information in the electronic
Facilities Management System.

In addition, for 116 of the 338 leases with annual rent totaling
about $2.1 million, the Postal Service was aware that the
lessors were deceased and updated lease information to
include the new lessors in its facilities management system;
however, the system still identified deceased persons as active
lessors. This occurred because Facilities personnel did not
change all applicable fields in the system when they updated
lease information.

Findings

Maintaining leases with deceased lessors jeopardizes the
integrity of Postal Service’s financial and operational data and
could damage its reputation and brand. In addition, there is a
greater risk of fraud when payments are improperly made to
deceased individuals.
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Introduction

This report presents the results of our self-initiated audit of Deceased Lessors (Project Number 15BG013SM000.) Our objective
was to assess controls over updating lease information for deceased lessors. See Appendix A for additional information about
this audit.

The U.S. Postal Service leases more than 23,000 properties and pays annual rent of over $800 million. The Facilities organization
negotiates, executes, and renews expiring leases.

The U.S. Postal Service Office of Inspector General (OIG) developed a predictive risk model that analyzes various attributes of
Postal Service facility leases, including those with deceased lessors. Our model compared lessors’ Social Security numbers from
the Postal Service’s electronic Facility Management System (eFMS)' to the Social Security Administration’s (SSA) death master
file. We identified 321 instances where the Postal Service had deceased persons listed as lessors with annual leases valued at
more than $5.3 million. As of October 2015, these lessors were deceased an average of 9.7 years.

Postal Service lessors include individuals and business entities, such as limited liability corporations (LLC), limited partnerships (LP),
trusts, and estates. The IRS allows the owner of one of these entities to use a Social Security number for tax reporting when the
entity is established; however, if the owner dies, the entity must instead use an employer identification number (EIN).2

Summary

The Postal Service did not know which facility leases it had with deceased lessors and continued to pay some of them, and did not
maintain accurate lessor information in its facilities management system.

We identified 338 active lease agreements associated with 321 deceased persons listed as lessors (some lessors had multiple
leases with the Postal Service). We also identified two leases where the lessor died before the lease was signed and referred
these instances to the OIG Office of Investigations (Ol).

Of the 338 active lease agreements, 78 with rents totaling about $805,000 annually were with deceased individuals the

Postal Service continued to pay. In addition, 67 of the 338 lease agreements with annual rents totaling about $1.6 million were with
legal entities that continued to use deceased individuals’ Social Security numbers. These entities should have used an employee
identification number instead. For 77 active leases with multiple lessors, the Social Security number of the deceased lessor had
not been removed from the records. These leases had annual rents totaling about $850,000.

These issues occurred because the Postal Service did not have a process to confirm whether lessors’ information remained
accurate during the term of the lease but relied on lessors’ estates to voluntarily provide notification of a death.

For 116 of the 338 leases in question with annual rents totaling about $2.1 million, the Postal Service had updated lease
information in its eFMS to reflect a new lessor. However, the system still identified the deceased persons as active lessors
because Facilities personnel did not change all applicable fields in the system when they updated lessors’ information.

1 eFMS manages all aspects of the Postal Service’s property leasing program, including the preparation of leases, tax payments, and the out-lease/sub-lease of excess
space.

2 IRS Publication 1635, Employer Identification Number: Understanding Your EIN, explains that an EIN must be established and used in lieu of the decedent’s Social
Security number.
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Maintaining leases with deceased lessors jeopardizes the integrity of the Postal Service’s financial and operational data and
could damage its reputation and brand. In addition, there is a greater risk of fraud when payments are improperly made to
deceased individuals.
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Knowledge of Deceased Lessors

The Postal Service did not know which leases it had with deceased lessors. We identified 338 active lease agreements (valued at
$5.3 million) associated with 321 deceased persons listed as lessors (some lessors had multiple leases with the Postal Service).
Of these 338 leases, we identified 222 in which the Postal Service continued to pay the deceased lessor using that individual’s
Social Security number. In addition, although the Postal Service was aware that lessors for 116 of the 338 leases were deceased,
it did not fully update eFMS to reflect that information. We also identified two leases where the lessor died before the lease was
signed and referred these instances to the Ol.

Leases With Individual Lessors

The Postal Service did not know which facility leases it had with deceased lessors and continued to make lease payments to them.
Of the 338 active lease agreements, 78 were with individual lessors who were deceased. The Postal Service continued to make
payments to these individuals for lease agreements totaling $805,000 annually. These individuals died between 1 and 52 years
ago and over 58 percent of them have been deceased for more than 5 years. See Figure 1 for details of when the lessor died.

Figure 1: Percentage of Deceased Lessors by Time of Death
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Current lease agreement language requires lessors to notify the Postal Service of major changes that can impact lease payments,
such as a change of address. Therefore, Facilities relied on lessors’ estates to voluntarily notify the Postal Service of the primary
lessor’s death.

Leases With Legal Entities

Sixty-seven leases were with legal entities that continued to use deceased individuals’ Social Security numbers. Owners of
these legal entities — including trusts, LLCs, LPs, estates, and corporations — should have used EINs instead of Social Security
numbers for tax identification. We reviewed 13 leases with legal entities and determined that:®

B Six were with trusts. This is a property held by one party (trustee) for the benefit of another (beneficiary).
B Three were with legal entities such as LLCs and LPs.
B Four were with estates.

The IRS requires that owners who initially established legal entities with an individual’s Social Security number use an EIN instead
when continuing the entity after the lessor dies.* As with individual leases, the Postal Service did not have a process to confirm
whether lessors’ information remained accurate during the term of the lease.

Leases With Multiple Lessors

For 77 active leases with multiple lessors, the deceased lessor’s Social Security number had not been removed from

Postal Service records and remained listed as the primary Social Security number for the agreement. Although the surviving
lessor(s) may have been entitled to receive the lease payments, the Postal Service did not have a process to identify such
instances and did not remove the deceased lessors’ information from its records.

Lessor Information in the Electronic Facility Management System

The Postal Service was aware that 116 of the 338 lessors were deceased. However, because Facilities personnel did not fully
update eFMS, the system still identified these lessors as active. Specifically, when Facilities personnel updated eFMS with the new
lessors’ contact and payment information, they did not update the active/inactive field to show the deceased lessor as an inactive
lessor. Effective October 2015, the Postal Service implemented a new procedure that will deactivate the deceased lessor’s tax
identification number in the accounts payable system. This will help improve the accuracy of lessor information.

Inaccurate lessor information jeopardizes the integrity of the Postal Service’s data and could tarnish its reputation. Further,
continuing to pay rent to deceased individuals increases the risk of fraud. As previously noted, we identified and referred two
leases that were signed after the lessors’ death to the Ol.

During our audit, we identified data sources that provide information on deceased individuals. The SSA produces a death master
file, which is considered a public document under the Freedom of Information Act.5 In addition, the National Technical Information
Service of the U.S. Department of Commerce updates information on deceased individuals both weekly and monthly. The

Postal Service could use these data sources to identify whether any of its lessors are deceased.

3 We initially selected a statistical sample of 182 of 1,426 potential deceased persons that had both active and inactive leases; however, we revised our universe to include
only lessors with active leases. From our initial sample of 182, there were 13 active leases with legal entities.

4IRS Publication 1635.

5 Alaw that gives you the right to access information from the federal government.
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We recommend the vice president, Facilities:
1. Obtain and revise property ownership information for the 222 leases with deceased lessors identified in this report.
We recommend the vice president, Facilities, in coordination with the acting vice president, Controller:

2. Update the electronic Facilities Management System to accurately reflect the inactive status of the 116 deceased lessors of
which the Postal Service was aware.

3. Develop a process, such as using external data verification services, to validate that Postal Service lessor information is accurate.

Management’s Comments

Management agreed and disagreed with certain parts of the findings; however, they agreed with recommendations 1 and 2.
Management disagreed with recommendation 3.

Regarding recommendation 1, management stated they are in the process of reviewing the list of the 222 leases provided by
the OIG and will send out change of ownership packages, as appropriate, after such review. The target implementation date is
February 1, 2016.

Regarding recommendation 2, management stated that they will continue efforts to coordinate the eFMS and the accounting
systems to accurately reflect the inactive status of the deceased lessors when a change of ownership has been completed and
reported to the Postal Service. They further stated that they have implemented a policy requiring notice to the accounts payable
system administrators when Facilities receives a completed change of ownership package. Accounting will continue to input new
information it receives from Facilities to improve the accuracy of the accounts payable system. In subsequent correspondence,
management stated the target implementation date is February 29, 2016.

Regarding recommendation 3, management stated they do not have the resources to devote to checking the life and death status
of lessors for 23,000 leases, and there would be no discernable benefit to the Postal Service. Management continues to believe
that voluntary reporting required by the lease is the most practical and cost effective way to capture changes of ownership of
leased property.

Management stated that the sheer number of Postal Service leases creates a challenge for maintaining current information
concerning the death of lessors. They further stated that of the 23,000 leases, the OIG found only 338 leases where the lessor
listed in eFMS was deceased. They also stated given that this system includes hundreds of fields of data for over 31,000 total
leased and owned facilities, there were data entry delays on only 1.4 percent of all leases.

Management stated the Postal Service cannot cease making rental payments simply because a lessor has died. They explained
that leases entered into by the Postal Service are contracts that have obligations and that these contracts do not vary based
upon the life or death of the lessor. Management further explained that rental payments are for the right to use and occupy space,
which the Postal Service continues to do regardless of whether a lessor is alive or deceased. They also stated that payments

to deceased lessors are not improper, but are contractually required unless and until the Postal Service is legally relieved of its
obligation to pay rent to the deceased lessor.
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Management disagreed that maintaining leases with deceased lessors is damaging to the brand. They stated that if the Postal Service
were to stop paying rent before a legal transfer of interest, it would be in default of its obligation, which could result in damage to
the Postal Service’s reputation.

Management also disagreed that Facilities personnel did not fully update eFMS for the 116 deceased lessors they were aware
of, as identified in the report. They stated that a new owner is correctly listed in the system and pointed out that not all of the

116 lessors are deceased, although a change of ownership did occur. Management explained that eFMS automatically receives
information from a Postal Service accounts payable table that contains information on all Postal Service suppliers or payees.
They further explained that a change of lessor or payee in eFMS does not automatically result in removal of such payee because
the individual may still be entitled to receive payments as a supplier of other services to the Postal Service. Management further
stated that no payments were scheduled to be made to these lessors even though they were shown as active in eFMS and that
after 2 years of there being no payments made to lessors, they are inactivated in the accounts payable table.

See Appendix B for management’s comments, in their entirety.

Evaluation of Management’s Comments

The OIG considers management’s comments responsive to recommendations 1 and 2, and the corrective actions should resolve
the issue identified.

Regarding recommendation 3, management stated the Postal Service cannot cease making rental payments simply because a
lessor has died. We did not recommend that the Postal Service stop payment on its leases but, rather, develop a process to timely
identify when lessors become deceased so Facilities can initiate action to obtain updated lessor information.

We continue to believe there are external data sources the Postal Service could use, such as the SSA death master file or the
U.S. Department of Commerce’s National Technical Information Service, to periodically identify whether any of its lessors are
deceased, ensure lessor information is accurate and reduce the risk of improper payments. A periodic match between the

Postal Service and the external data file(s) could be automated to list only those lessors identified as deceased. Further, follow-up
on this list lessors should not be resource intensive since our audit identified 338 of them, a small percentage of lessors overall.
Notwithstanding, we recognize management’s efforts to mitigate the risk of inaccurate lessor information for the leases the OIG
identified. We do not plan to pursue this recommendation through the formal audit resolution process.

Management also disagreed that Facilities personnel did not fully update eFMS for the 116 deceased lessors they were aware

of, as identified in the report, and stated that a new owner is correctly listed in the system. We agree that a new owner was listed
in eFMS; however, as noted earlier in this report, the previous lessor was still listed as an active lessor. Management stated that
a change of lessor or payee in eFMS does not automatically result in removal of such payee because the individual may still

be entitled to receive payments as a supplier of other services to the Postal Service. However, although we agree with making
payments for contractual obligations, we question the fiscal prudency of continuing to pay suppliers identified as deceased even if
the payments are for other services to the Postal Service.

Management further pointed out that although a change of ownership did occur for 116 lessors, not all of them are deceased. While

we did not contact lessors to determine if they were deceased, we matched the lessors’ names and Social Security numbers, as
listed in the Postal Service’s system with the SSA's death master file and all 116 lessors were identified as being deceased.

4 = p | Print | 9
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All recommendations require OIG concurrence before closure. Consequently, the OIG requests written confirmation when
corrective actions are completed. Recommendations 1 and 2 should not be closed in the Postal Service’s follow-up tracking system
until the OIG provides written confirmation that the recommendations can be closed. We will close recommendation 3 with the
issuance of this report, noting that it was not implemented by the Postal Service.
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Background

The Postal Service leases more than 23,000 properties with annual rent of over $800 million. The Postal Service’s current process
requires a signature from the lessor only during a lease amendment or renewal. The Postal Service does not verify that lessor
information remains accurate during active leases and there is no required signature or information certification from the lessor
when the Postal Service exercises a lease option. This generally occurs every 5 years.

During fiscal year 2014, the OIG developed the Facilities Risk Model, a predictive risk model that analyzes Postal Service property
information using multiple metrics. The fraud risk metric measures the level of risk for fraudulent lessors’ Social Security numbers.
This metric identifies active leases in the Postal Service’s eFMS where the lessor’s Social Security number was registered with
the SSA as deceased. The Facilities Risk Model identified 363 instances of deceased persons listed as lessors, with annual lease
amounts valued at more than $5.6 million. Our analysis revealed that there was some duplicate data included in the risk model
and that there were 321 unique deceased persons listed as lessors with 338 active leases.

The IRS requires businesses to use its Form 1099 to report payments made to any person if the services total $600 or more
during a calendar year. This allows the IRS to identify taxpayers who fail to report all of their income. Therefore, the Postal Service
is required to submit a Form 1099 for each of its lessors receiving lease payments of over $600. The Postal Service, however, may
not be subject to IRS fines or penalties for issuing a Form 1099 to a deceased person listed as a lessor unless it was aware and
willfully neglected to correct the form.

Also, the IRS requires that entities such as LLCs, LPs, trusts, and estates that were initially established with a Social Security
number use an EIN instead as the tax identifier when continuing the entity after the lessor dies.

Objective, Scope, and Methodology

Our objective was to assess controls over updating lease information for deceased lessors. Our scope was active leases with
individuals who have been declared deceased as generated by the OIG Facilities Risk Model on July 21, 2015. We identified
338 active leases valued at more than $5.3 million where the lessor’s Social Security number was also on the SSA death master file.

To accomplish our objective, we:

B Selected a statistical sampling of 182 leases with a deceased person listed as a lessor, as identified in the OIG Facilities Risk Model.
B Reviewed original document images of lease information in eFMS.

B Reviewed all 13 active leases with legal entities that were included in a statistical sampling of all leases with a deceased
person listed as a lessor.

B Conducted interviews with Postal Service management.
B Determined the Postal Service’s process for validating Social Security numbers when initiating and renewing leases.
M Identified whether payments were made to leases after the lessor was registered as deceased.

B |dentified any criteria that existed with the IRS and the potential for the Postal Service to be liable for fines.

4 = p | Print | 12
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We conducted this performance audit from March 2015 through January 2016, in accordance with generally accepted government
auditing standards and included such tests of internal controls as we considered necessary under the circumstances. Those
standards require that we plan and perform the audit to obtain sufficient, appropriate evidence to provide a reasonable basis for
our findings and conclusions based on our audit objective. We believe that the evidence obtained provides a reasonable basis for
our findings and conclusions based on our audit objective. We discussed our observations and conclusions with management on
November 10, 2015, and included their comments where appropriate.

We assessed the reliability of data by comparing and validating source documentation maintained in eFMS, such as lease
agreements and lease renewal options, with the data captured in the system. We determined the data were sufficiently reliable for
the purposes of this report.

Prior Audit Coverage

The OIG did not identify any prior audits or reviews related to the objective of this audit.
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