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September 24, 1986 

To the President of the Senate and the 
Speaker of the House of Representatives 

This report presents the results of our review of the independent certi- 
fied public accountant’s audit of the United States Postal Service’s 
financial statements for fiscal year 1985. The United States Postal Ser- 
vice provides domestic postal services to metropolitan cities, small 
towns and communities, and rural areas. The Postal Service endeavors 
to provide prompt, reliable, and efficient services in transporting its 
patrons’ communications. 

The Postal Service contracts with a CPA firm for an annual audit of its 
financial statements. Arthur Young and Company audited the Postal 
Service’s 1986 and 1984 financial statements. Our review of the 1986 
audit was made under provisions of the Postal Service Reorganization 
Act of 1970 (39 U S.C. 2008), which authorizes the General Accounting 
Office to audit the accounts and operations of the Postal Service. In 
order to fulfill our audit responsibilities, to avoid unnecessary duplica- 
tion and expense, and to make the most efficient use of our available 
resources, we reviewed the work and report of the independent certified 
public accountant. 

In contracting for the audit, the Postal Service did not request the 
auditor to prepare reports on internal accounting controls and compli- 
ance with laws and regulations, as required by generally accepted gov- 
ernment auditing standards. Otherwise, we found nothing to indicate the 
auditor’s opinion on the fiscal year 1986 financial statements is inappro- 
priate or cannot be relied upon. The auditor reported an unqualified 
opinion. 

Our review was conducted in accordance with generally accepted gov- 
ernment auditmg standards. To determine the reasonableness of the 
auditor’s work and the extent to which we could rely on it, we 

l interviewed Postal Service officials to obtain information about the 
entity’s operations, including its system of financial records and the pre- 
paration of its financial statements; 

. interviewed the auditor to identify the audit approach and the methods 
used to control the quality of audit work; 

. evaluated information about the qualifications and independence of the 
auditor; 
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l reviewed the financial statements and the auditor’s reports to evaluate 
compliance with generally accepted accounting principles and generally 
accepted government auditing standards; and 

l reviewed the auditor’s working papers to determine (1) the nature, 
timing, and extent of audit work performed, (2) the extent of audit 
quality control methods used by the auditor, (3) whether there was a 
study and evaluation of the entity’s internal controls, (4) whether the 
auditor tested transactions for compliance with applicable laws and reg- 
ulations, and (6) whether the evidence in the working papers supported 
the auditor’s opinion on the financial statements. 

Arthur Young’s Report In the opinion of Arthur Young & Company, the United States Postal 
Service’s financial statements present fairly its financial position at Sep- 
tember 30,1986, and the results of its operations and the changes in its 
financial position for the year then ended, in conformity with generally 
accepted accounting principles applied on a consistent basis. 

Arthur Young & Company’s contract with the Postal Service stipulated 
that the audit be conducted in accordance with generally accepted 
auditing standards, rather than generally accepted government auditing 
standards. While both standards require a study and evaluation of 
internal accounting controls, the government standards also require a 
report on the review of internal accounting controls and a report on 
compliance with laws and regulations which can materially affect the 
financial statements. At our request, the Postal Service has agreed to 
contract for future audits of its financial statements in accordance with 
generally accepted government auditing standards, beginning with the 
fiscal year ending September 30,1986. 

Conclusion Although the omission of reports on internal accounting controls and 
compliance with laws and regulations was not in accordance with gener- 
ally accepted government auditing standards, we found nothing to indi- 
cate that Arthur Young & Company’s opinion on the fiscal year 1986 
financial statements of the Postal Service is inappropriate or cannot be 
relied on. We believe that the financial statements, together with Arthur 
Young & Company’s opinion and our review of its work, constitute a 
dependable basis for the Congress’ oversight of the Postal Service’s 
financial position. 

The comparative financial statements of the Postal Service and the 
auditor’s opinion are presented in this report. 
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We are sending copies of this report to the Director of the Office of Man- 
agement and Budget, to the Postal Service’s Board of Governors, and to 
the Postmaster General. 

&?Tisiki&/ 

Charles A. Ebwsher 
Comptroller General 
of the United States 
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hmcid Statements 

Balance Sheets 

s4wt. 30.1985 scrrt. 30.1984 

ASS&S (dollars III thousands) 
Current assets 

Cash . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 
U.S. Government securities, at amortized cost which approximates market . 
Receivables 

. $ 274,274 $ 262,078 

. 2369,701 2,290,478 

U.S. Government-Notes 2 and 6 . , . . . . . . . . . . . . . . . . . . . . . . . . . . , . . . . . 
Foreign countries . . . . . . . . . . . . . . . . . . . . , . . . . . . . . . . . . . . . . . . . ..a .a.. 
Accrued interest ..,......,............I.....#... . . . . . . . . . . ..*......... 
Other . . .,.......,.....,.,............,......l..,...... ,......,...... 

. * 

. . 

161,341 344,553 
197,332 214,361 
25,792 73,071 
56,662 52,569 

441,127 685,054 
20,769 18.843 

420,358 666,211 
170,408 113,869 

3234,741 3332,636 

Lessallowances..... ,.....,...... . . . . . . . . . . . . . . . . ..*...... . . . . . . . . . 

Supplies, advances and prepayments . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 
Total current assets . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . ..I............ 

Otherassets-Note5 . . . .......q...........l... . . . . . . . . . . . . . . . . . . . . . . . . . . . . 

Property and equipment, at cost-Note 5 
Land . . . . . . .I....................,......... .a..* . . . . . . . . . 
Bulldings . . . . ..*..*..................... . . . . . . . , . . . . . . . . 
Equipment. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 

Lessallowancesfordepmciation.................... . . . . . . . . . . . . . . . . . . . 

Construction in progress . . I . . , . . . . . . . . . . . I .a . . . ...*. . . . . . ..a... . . . 
Leasehold Improvements, net of amortization. . . . . . . . . . . . . . . . . . . . . . . . . 

Deferredretirementcosts-Note4........................ . . . . . . . . . . . . . . . . . . . . . 

See trotrs to fmancrd statmeats 

20,196 20,155 

594,065 
4223,712 
3,004.289 
7‘822,066 
2.757425 
5,064,641 
1,055,327 

113,719 
6233,687 

548,352 
3,969,337 
2,795,619 
7,313,308 
2,!xO.644 I 
4,812,664 

686,%5 
109,512 

5,609,141 

17,571,593 12,597X26 
$27,060.217 $21.559658 

L 
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FkndalStatemente 

Liabilities and equity (dollars in thousands) 
Current liabilities 

Outstanding postal money orders . . . . . . . . . 
Compensation and employees’ benefits. . . . . . .* 
Amounts payable to other U.S. Government agencies . 
Other accounts payable and accrued expenses . . . 
Deferred revenue . . . . . . . . . . . . . . . . . . . 
Estimated prepaid postage. . . . . . . . 
Current portion of long-term debt. . . . . . . . . . . 

Total current liablhtles. . . . . . . . . . . . . . . . . . . . . 

*. . 
. . 

. . * . . 
. . . . * 

....... 

........ 

........ 

. . . 

. . 

$ 302,310 
L638,604 

101,232 
659,132 
564,815 
954,ooo 
91,800 

4,311,893 

Long-term debt, less current portion-Note 5 . . . . . . . . a... . . . .., 

Other liabilities 
Amounts payable for retirement benefits-Note 4 . . . . . . . . . . 
Employees’ accumulated leave-Note 6 . . . . . . . . . . . . . . . . . . . . 
Workers’ Compensation claims-Note 2 . . . , . , . . . , , . . . . . . . . , . 
Other . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .,. 

Commitments and contingencies-Notes 4,7 and 8 

Equity 
Capital contributions of the U.S Government-Note 6 . . . . . . . . . . . . . . . . . 
Deflclt from operations since commencement on July 1, 1971 . . . . . . 

1,983,263 

17,134,576 
776,121 

2,776,OOO 
20,cKKl 

20,706,697 

3&x,310 
( 2,983,946) 

58,364 
$27,060.217 
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$ 265,947 
1,453,856 

151,389 
749,701 
493,003 
889,ooO 
373,Ocw 

4,375,8% 

3,043,205 
( 2,732,466) 

310,739 
$21,559,658 



Statements of Operations and Changes in Equity 

Year Ended Yeu Ended 
Sept. 30,1985 Sept. 30,19&t 

Operating revenue . . . . . . . . . . *..,..,...., . . . . . . . . . . . . . . . ..*s......... ,.. 

Appropriations for revenue forgone 
forchainclassesofmail-Nbte3. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 

0perating expenses 
Compensation and employees’ benefits .............. ......... ......... 
Other .................................................................. 

Lass from operations ................................................. 
Interest income ........................................................... 

Interest expense. . . . . . . . . . . . . . . . . . . . . . ..* . . . . . . . . . . . . . 
Net (loss) income . . .a...... . . . . . . . . a...... . . . . . . . . . . . . . . . . . . 

Equity-beginning of year. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 

Capital contributions by U.S. Government, m&ding $76,42l,ooO in 19S4 for 
unfunded leave liability-Note 6 . . . . . . . . . . . . . . . . . . . . . . . . . . . . 

Equity---end of year . . . , . . . . . . . . . . . . . . . . . . . . . . . ..a..*.. . . 

See notes to ffmncrnl statements 

* . 

. . 

. . 

. . 

. . 

(dollars in thousands) 

$27,736,071 $2!$313,554 

%9,620 879,000 
2&705,691 26,192,554 

24,349,087 22,157,261 
4,858,114 4,200.092 

29.207.201 26,357,353 
( 501,510) ( 161,~) 

309,870 364,427 
( 19bw 199,628 

59,840 82,276 
( 251,480) 117,352 

310,739 111,770 

( 895) 81,617 
$ 58,364 $ 310,739 
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Statements oi Changer in Flnan~clal PosItion 

Year Ended Ytu Ended 
Btpt. 30,1989 Sept. 30,1#14 

Sources of working capital 
From operations 

Net(losa)income. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . ...*.... . . . . . . . . . . . . . . . . . 
Charges to operations not requirmg current outlays of working capital 

Amortization of deferred retirement costs., . . , . . . . . . . . . s . . . . . , . . . . . . . . , , . . . . 
Depreciation and amortization . . .*.....*...*I..I....*...*I... . . . . . . . . . . . . . 
Provision for noncurrent Workers’ Compensation claims. . . . . . , , . . , . . . . . . . . . . 
Increase in employees’ accumulated leave . . . . . . . ..I . . . . . . ..#..I. . . ...*... 

Total sources from operations. . , . . . . . . . . . ..I... . . . . . . . . . . . . . . . . ..*........... 

Increase in noncurrent amounts payable for retirement benefits , . . , . . , . , . , . , . , . , . . 
Increase in long-term debt. .......... ...................................... 
Capital contributions by U.S. Government .................................... 
Totalsources ......................................................... 

Uues of working capital 
Additions to deferred retirement costs.. . . . . . . . . . . . . . . . . . . . . . . . . 
Additions to property and equipment, net . . . . . . . . . . . . . . . . . . . . 
Increase (decrease) m other assets.. . . . . . . . . 

I . . . . ’ . . 
. . . . . . . . . . . . 

Decrease in long-term debt . . . . . . . . . . . . . . . . . . . . . 
Totaluses............................ . . . . . . . . . . . . . . . . . . . . . 
Increase in working capital deficrency. . . . . . . . . , . . . . . . . . . ..*a... . . . 

Changes in components of working capital 
Increase (decrease) m current assets 

Cash and U.S. Government securrties . . . . . . . . . . . . 
Receivables . . . . . . . . . . . . . . . . . . . . . 
Supphes, advances and prepayments . . . . . . . . . . . . . . . . . . 

Increase (decrease) m current habrhtres 
Chrtstandmg postal money orders . . . . . . ..* . . . ..*...... . . . . . 
Compensatron and employees’ benefits _ . . . . . . . . . . . . . . . . . . . 
Amounts payable to other U.S. Government agencres . . . . . . . 
Other accounts payable and accrued expenses . . . . . . . . I 
Deferred revenue . . . . . . . . . . . . . . . . . . . . 
Estrmated prepaid postage . . . . . . . . . . . . . 
Current portion of long-term debt . . . . . . . 

Increase m workmg capital defrcrency a . 

scr notes to flnanclul statnvnts 

. . . . . . . . . . . . . . 

(dollars in thousands) 

($ =1,w $ 117,332 

7l4,805 318,239 
372,167 307,060 
113,000 6WOO 
41,564 41,932 

990,056 844,583 

4,77l,374 70,723 
8%= - 

( 895) 81,617 
6651,534 996,923 

5688,672 
996,713 

41 
- 

362,692 
859,970 

( l,lW 
298,591 

1,520,095 
($ 523,172) 

6685,426 
($ 33,892) 

$ 91,419 $ 32,978 
( 245,853) 210,526 

56,539 ( 143,903) 
( 97,895) 99,601 

W= 
184,748 

I 
50,157) 
90,569) 
71,812 
~5,ooO 

( 281,200) 
c 64,003) 
($ 33,892) 

41,211 
171,827 

( 1ww 
22,710 
59,063 
39,alo 

3al.oal 
622,773 

(!J 523,172) 
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Flnanclal Statements 

Notet to Financial Statements 

Note 1 
postal Reorganization 

and Accounting Policies 

The Uruted States Postal Service 
(Postal Service) commenced operahons 
on July 1, 197l, m accordance with the 
provlslons of the Postal Reorganlzatlon 
Act Its uutlal capital conslsted of the 
equity of the Government of the United 
States m the former Post Offlce Depart- 
ment, with assets carried at orlgnal cost 
less depreclatlon All llabzlltles attnbut- 
able to operations of the former Post Of- 
fice Department remained Ilabllltles of 
the US Government, except that the 
unexpended balances df approprlatlons 
made to, held or used by, or available to 
the former Post Office Department and 
all llabllltles chargeable thereto became 
assets and habllltles, respectively, of the 
Postal Service 

Buddmgs and equipment are deprea- 
ated over their eshmated useful lives 
using the straight-lme method Lease- 
hold improvements are amortized over 
the lesser of the lease permd or theu 
useful life Repairs and maintenance 
costs which do not materially extend the 
hfe of assets are expensed as incurred 

Research and development costs, 
whch relate prlmarkly to new equipment 
design, are expensed as incurred Such 
costs amounted to approximately 

September 30,198s and 1984 

$25,OGO,C00 m Fiscal Year 1985 and 
$26,ooO,OOO m Fiscal Year 1984 

Workers’ Compensation costs are re- 
corded as an operating expense m the 
year of mlury at the net discounted pres- 
ent value of the total estimated costs of 
claims E&mates of the total costs of 
claims are based upon seventy of mlury 
age, assumed mortality, experience 
trends and other factors 

Estimated prepald postage represents 
the estimated amount of revenue col- 
lected prior to the end of the year for 
wluch services will be performed m the 
following year 

Amounts payable for retmment bene- 
fits reflect the Postal Servre’s legal obh- 
gahon to the Clvll Service Retirement 
and I)lsahllty Fund (the Fund) arising 
from increases m basic annual salary m 
an amount equal to the present value of 
the equal annual mstallments due to the 
Fund and payable over a 3O-year time 
period Amounts apphcable to opera- 
tlons of future years are charged to de- 
ferred retirement costs and are subse- 
quently amortized through operatmg 
expenses 

Note 2 
Workers’ Compensation 

The Postal Service’s Workers’ Com- 
pensation Program IS admmlstered by 
the Department of Labor Under the 
Postal Reorganization Act, all payments 
made by the Department of Labor form- 
furies experienced pnor to July 1, 197l 
remam llablhtles of the US Government 
to be funded by approprlatlons As part 
of the Foal Year 1985 budget process, 
Congress approved approprlatlons to re- 
unburse the Postal Service for amounts 
paid and expensed m Fiscal Years 1982, 
1983 and 1984 for mlunes experienced 
prior to July 1, 197l Accordmgly, the 
Postal Service estabhshed, at September 
30, 1984, a receivable from the US Gov- 
ernment of approximately $121,000,000 
as a recovery of amounts previously ex- 
pensed These appropnatlons, as well 
as an addltlonal approprlatlon of 
$42,ooO,OOO for Fiscal Year 1985, were re- 
ceived m Fiscal Year 1985 

Note 3 
Operating Appropriations 

The Postal Reorganization Act (the 
Act) appropriated to the Postal Service 
all revenue received by it and, addltlon- 
ally, authorized certain amounts to be 
appropnated “for public service costs m- 
curred by it m providing a maximum de- 
gree of effective and regular postal ser- 
vice nationwide” This approprlatlon 
was to contmue on a declmmg basis 
through Fiscal Year 1984 After Fiscal 
Year 1984, the Postal Service could re- 
duce the amount authorized to be appro- 
priated if it found the amounts so deter- 
mmed were no longer required to 
operate m accordance with the pohaes 
of the Act The Postal Service did not re- 
quest or receive any public service ap- 
propnatlon during Fiscal Years 1984 and 
1985 

Further, the Act authorized to be ap- 
propriated to the Postal Service each 
year a sum determined by the Postal Ser- 
vice to be equal to revenue forgone by it 
m provldmg certain mall services free or 
at reduced rates Operating approprla- 
tlons for revenue forgone received dur- 
mg Fiscal Years 1985 and 1984 totaled 
$969,62O,ooO and $8~,ooO,ooO, respec- 
tlvely, including approprlatlons of 
$189,OMVXMl and $l69,ooO,OOO, respec- 
tively, to offset the effect of Congress 
extending the permd of phasing rates of 
certain classes of mail 

1 
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Notcl 
Retirement lkgram 

The postal Reorganuatlon Act pro- 
vldes that officers and career employees 
of the Postal Service shall be covered by 
the 0~11 Serv&ce Retirement program 
(the program) and the postal Service 
shall wlthhold from pay and shaII pay to 
the Clvll Service Retirement and D~sahl- 
Ity Fund (the Fund) the amounts spea- 
fled by the program The postal Service 
and Its employees contrlbute seven per 
cent each of basic annual salary to the 
Fund However, employees hued smce 
January I, 1984, pay 1.3 percent of basic 
annual salary to the Fund and 7.05 per- 
cent of gross wages for Social Security 
pending final determmatlon of then re- 
tirement status 

In addltlon, unhke most government 
agenaes, the postal Service IS hable for 
that portion of any estunated Increase 
m the unfunded llablllty of the Fund at- 
trlbutaMe to postal Service employee- 
management agreements that authorize 
increases in basic annual salary on 
which benefits payable from the Fund 
are computed. The estimated mcrease in 
the unfunded habity as determmed by 
the Office of Personnel Management 
(OPM) 1s pald by the postal Service m 30 
equal annual mstallments with interest 
computed at the rate used m the most 
recent valuation of the Clvll5ervlce Re- 
tirement System (currently five percent), 
with the first payment thereof due at the 
end of the fiscal year m which an in- 
crease m basrc annual salary becomes ef- 
fective The total increase in the annual 
payment that resulted from mcreases m 

basic annual salary was approxunately 
$318,998,0oo and $58,llS,cwX, for Fiscal 
Years 1985 and 1984, respectively The 
Fiscal Year 1984 increase indudes 
amounts apphcable to retroactive pay 
adjustments granted under the final 1984 
employee-management agreement 

Under the July 1981 and 1984 
employee-management agreements, 
cost-of-hvmg mcreases (COLAS) accu- 
mulated under the prior agreements be- 
come part of basic annual salary m two 
phases For those employees who so 
elected and who were eIqpble for op 
nonal retvement at the contract date or 
wlthm the next s1x years, the accumu- 
lated COLAS become part of baste an- 
nual salary durmg the fiscal year follow- 
mg the contract date For all other 
employees, the accumulated COLAS are 
mcluded m basic annual salary under 
the 1981 and 1984 agreements m October 
1984 and October 1987, respectively 
Whether COLAS to be paid m Fiscal 
Years 1985,1986 and 1987 under the 
provisions of the i984 employee- 
management agreements wdl be m- 
cluded m baac annual salary wti be de- 
termmed in future contract negotlatlons. 

In Fiscal Year 1984, OPM mformed the 
postal Service that, wrth respect to the 
COLAS scheduled for mcluslon m basic 

annual salary m October 1984 under 
the provtslons of the 1981 employee- 
management agreements, It would con- 
sider employee and employer contnbu- 
tlons appbcable to these COLAS smce 
November 1981, and related mterest, m 
determming the unfunded liabtity be- 
gmnmg m Escal Year 196!5. postal Ser- 
vice management reviewed OpM’s posl- 
hon and accepted it m Foal Year 1985 
for purposes of determmmg the un- 
funded batity and annual payment 
thereon. Management expects OPM’s 
position to apply also to accumulated 
COLAS scheduled to be mduded m 
basic annual salary m October 1987 un- 
der the terms of the 1984 employee- 
management agreements 

The mcreases m the unfunded haInhty 
and annual payment for retirement 
benefits m Fiscal Year 1985 mclude 
$3,212,987,0oo and $199,056,0oo, respec- 
tively, due to the ad&tlon of accumu- 
lated COLAS to basic annual salary m 
October 1984 and $1,011,798,ooO and 
$62,68!%00, respectively, due to the ad- 
dihon of accumulated COLAS to basic 
annual salary 111 April 1985 

The estimated future mmunum pay- 
ments requved to fund amounts payable 
for retirement benefits at September 30, 
1985 are as follows 

fiscal bar Amount 

1986 
1987 
1988 
19E9 
1990 
Thereafter 

Less amount representmg mterest and the 
portion classified as a current habihty 

$ 1,294,452,000 
1,294,452,0oo 
1,294,452,000 
1,294,452,oo0 
1,294,452,0al 

24,359,978,0oo 
30,832,238,a.K-l 

13,697,662,oo0 
$17,134,576,000 

- - 
Aggregate retirement costs for Fiscal Years 1985 and 1984 were $2,260,000,000 and 
S1,847,OCO,OOO, respectively, mcludmg $1,251,793,000 and $949,836,000 attnbutable 
to amortrlatlon of deferred retirement costs and Interest on the unfunded liabrhty 
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FlnancIaI Statements 

Note 5 
Lm@rm Debt and Interest Costs 

The Postal ReorganPLatlon Act auth& 
rizes the postal Service to issue and sell 
obbgahons not to exceed $1O,OCD,ooO,ooO 
outstandmg at any one tune. The net m- 
crease outstanding m any one year shall 
not exceed $1,5tXl,OLW,C00 for caprtal Im- 
provements and $500,000,000 for operat- 
mg expenses Such obhgations shall not 
be obhgahons of the US Government 
unless the Secretary of the Treasury, 
upon request of the postal Service, deter- 
mines that it would be m the pubbc in- 
terest to pledge the full faith and credit 
of the Government of the Uruted States 

Long-term debt consists of the 
following 

On Sepkmber 30,1985, the Postal Ser- 
VW received a ioan of $97O,OOO,ooO from 
the Federal Financing Bank, the pro- 
ceeds of whch are to be used to fund 
capital investments and accelerate mech- 
aruzabon efforts The 8oard of Gover- 
nors authorized thus loan, whch 
reques penocbc prmclpal payments of 
$38,8t.Ml,MMl for 25 years 

The 6’ib% Postal Service Bonds, Series 
A, were issued under a Trust Indenture 
dated February 1,1972, and are secured 
by a first hen on the revenue, income, 
fees, rents, appropriations and other re- 
ceipts of the Postal Service, the proceeds 
of all obligations issued by the Postal 
Service, and all smkmg and unprove- 
ment funds established pursuant to the 
Indenture On July 31 of each year, the 

Sept. 30,1985 Sept. 30,1984 

67X1% F+~tal Service Bonds, Senes A, 
due February 1,1997 

Notes payable to Federal Financing Bank 
8.20% payable $2O,ooO,OOO each May 31, 

with balance due May 31,1985 
8.075% payable $32,OW,~ each year 

toMay 31,2ooo 
7.80% payable $15,OOO,OCKl each year to 

May 31, 2001 
10.475% payable $38,8oo,ooO each year to 

May 31,201O 

s 250,000,ooo $ 25o,~,ooo 

- 320,000,OOO 

~,~,~ 512,O4IO,OOO 

24O,OaI,OOO 255,000,ooO 

970,000,OOO - 

Mortgage notes payable mcludmg mterest 
of 4% to 15% maturmg from Fiscal Years 
1986 through 2009 secured by land, budd- 
mgs and eqrupment with a carrymg 
amount of $194,CKKl,CKMl (aggregate annual 
mstallments approxunate $6,000,000 with 
approwmately $86,OQO,ooO due m Fiscal 
Year 1988) 

Less current portron 

135,063,ODa 128,264,OOO 
2,075,063,000 1,465,264,000 

91,800,OW 373,ooo,ooo 
~1.983,263,000 41,092,264,000 

postal Service IS required to deposit m a 
smkmg and improvement fund the sum 
of $10,000,000 either m cash or reac- 
qulred Series A Bonds The Trust Inden- 
ture further provides, however, that, at 
the option of the Postal Service, such 
sinking fund requirements may be ap- 
plied to the payment of costs of capital 
additions or improvements to properties 
of the Postal Service Since the com- 
mencement of the sinking fund tn 
1978, the Postal Service has applied 
$66,7aO,ooO to the construction of mall 
faclhtles The balance m the smkmg 
fund ($13,3OO,ooO III 1985 and 
$lO,OOO,ooO m 1984) IS classlfied with 
other assets m the accompanymg bal- 
ance sheets The bonds are redeemable 
prior to maturity, at the option of the 
Postal Service, on or after February 1, 
1982, at the prmapal amount plus ac- 
crued interest 

At September 30,1985, the maturities 
of long-term debt, mcludmg smkmg 
fund requnements, are as follows 

FbcaI Year Amount 

1986 
1987 
1988 
1989 
1990 
Thereafter 

$ 101,800,000 
101,800,ooo 
187,800,OOO 
101,800,LWo 
101,800,ooo 

1,480,063,ooO 
$2,075,063,000 

Total interest costs incurred durmg 
Fiscal Years 1985 and 1984 were 
$107,740,000 and $115,581,ooO, re- 
spectively, of which $47,900,000 and 
$33,305,0oo, respectively, were capital- 
lzed as part of the cost of newly con- 
structed property and equipment 
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Note 6 
Accumulated Annual Leave 

Employees are permitted to accumu- 
late certam unused annual leave which IS 
payable when taken, upon severance of 
employment or upon retuement 

The former post Office Department 
(POD) accrued such accumulated annual 
leave, and at July 1, 197l the habtlrty was 
recorded by the postal Servrce 

For Fiscal Years 1972 through 1981, the 
Postal Service was appropnated transi- 
tional funds to cover one-twelfth of the 
annual leave hahhty carned forward at 
July 1,197l The Omnibus Budget Bec- 
oncrliation Act of 1981 deferred unttl Rs- 
Cal Year 1985 the Fiscal Years 1982, 1983 
and 1984 authorrzations for transittonal 
appropnattons of annual leave As part 
of the Frscal Year 1985 budget process, 
Congress approved approprlattons to 
the postal Service of $76,421,000 covermg 
the remauung POD habthty for accumu- 
lated annual leave Ths amount was 
treated as a receivable by the Postal Ser- 
vrce at September 30,1984 and was re- 
cetved dunng Fiscal Year 1985 

Employees are permitted to accumu- 
Late unused sick leave but such amounts 
are not vested, therefore, sick leave IS ex- 
pensed when paid 

Note 7 
Commitments 

rata$gs was approxrmately 
I , 

Total rental expense for the years 
At September 30, 1985, the estunated ended September 30,19&X5 and 1984 1s 

cost to complete approved Postal Service summarized as follows 

1965 1984 

Noncancellable real estate leases, mcludmg 
related taxes (1985--$33,400,000,1984- 
S32500,ooo) $337,500,~ S311,8oo,tXm 

Facihtres leased from the General Services 
Admnustrahon subject to 30day 
notice of cancellation 39,100,alo ~,~,ooo 

Equipment and other short-term rentals 90,900,ooo 76,600.ooO 
$467,5oo,ooo $422,lOO,OiHI 

At September 30,1985, the future mm- 
unum rentals for all noncancellable 
leases approxrmate the followmg 

Fiscal Year Amount 

1986 
1987 
1988 
1989 
1990 
Thereafter 

$ 285,wo,m 
272,000,CKNI 
~,ooo,~ 
195,cm,ooo 
157,ooo,lWo 
536,wo.wo 

$1,679,000,000 

Most of these leases contam renewal 
opttons for periods rangmg from three 
to twenty years Certam noncancellable 
real estate leases have opttons to pur- 
chase the facthttes at prices speafted m 
the leases 

Note 8 
Contingencies 

Several equal employment opportu- 
tuty, employee compensation and postal 
rate class actlon lawsurts are pendmg 
agamst the Postal Service In addrtton, 
there are certam pendmg suns and 
claims resultmg from traffic acadents m- 
volvmg postal vehicles and m)urtes on 
postal propernes, suits mvolving per- 
sonal clarms, and suns and ckums arts- 
mg out of postal contracts 

In the opuuon of management and 
General Counsel, adequate provtston 
has been made for amounts which may 
become due under the suns, clauns and 
proceedmgs dmcussed m the precedmg 
paragraph, and the ldcebhood of the ag- 
gregate fmal settlements of the above 
stuts, claims and proceedmgs havmg a 
material effect on the accompanymg ft- 
nancral statements is remote 
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Report of Indepmdent Accountanta 

Board of Governors 
United States Postal Service 

We nave examined the accompanymg 
balance sheets of the United States Postal 
Service at September 30,1985 and 1984, 
and the related statements of operations 
and changes in equity and changes m 
financial positron for the years then 
ended. Our examinations were made in 
accordance with generally accepted au- 
ditmg standards and, accordingly in- 
cluded such tests of the accounting rec- 
ords and such other auditing procedures 
as we considered necessary in the ar- 
cumstances. 

In our opinion, the statements men- 
tioned above present fairly the financial 
position of the United States Postal Ser- 
vice at September 30,1985 and 1984, and 
the results of operations and changes m 
financial positron for the years then 
ended, m conformity with generally ac- 
cepted accounting princrples applied on 
a consistent basrs durmg the penod. 

(917096) 

P 
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Washington, D.C. 
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