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United States Postal Service
Statements of Operations

Three Months Ended

December 31, December 31,
(Dollars in millions) 2007 2006
(unaudited) (unaudited)
Operating revenue $ 20,369 $ 19,637
Operating expenses:
Compensation and benefits 13,643 13,910
Retiree health benefits 1,840 4,732
Transportation 1,842 1,844
Other 2,358 2,170
Total operating expenses 19,683 22,656
Income (Loss) from operations 686 (3,019)
Interest and investment income 8 52
Interest expense (22) (4)
Net Income (Loss) $ 672 $ (2,971)

See accompanying notes to the financial statements (unaudited)



United States Postal Service
Balance Sheets - Assets

December 31, September 30,
(Dollars in millions) 2007 2007
(unaudited) (audited)
Assets
Current Assets
Cash and cash equivalents $ 965 $ 899
Receivables:
Foreign countries 478 425
U.S. government 108 155
Other 251 223
Receivables before allowances 837 803
Less allowances 45 44
Total receivables, net 792 759
Supplies, advances and prepayments 153 201
Total Current Assets 1,910 1,859
Appropriations Receivable - Revenue Forgone 392 392
Property and Equipment, at Cost:
Buildings 21,738 21,591
Equipment 21,323 21,060
Land 2,926 2,914
Leasehold improvements 893 842
46,880 46,407
Less allowances for depreciation and amortization 24,978 24,688
21,902 21,719
Construction in progress 1,621 1,877
Total Property and Equipment, Net 23,523 23,596
Total Assets $ 25,825 $ 25,847

See accompanying notes to the financial statements (unaudited)









United States Postal Service
Statements of Cash Flows

Three Months Ended

December 31, December 31,
(Dollars in millions) 2007 2006
(unaudited) (unaudited)

Cash flows from operating activities:
Net income (loss) $ 672 $ (2,971)
Adjustments to reconcile net income (loss) to net cash
provided by operating activities:

Depreciation and amortization 597 514
Loss (Gain) on disposals of property and equipment, net 3 (29)
Increase in workers' compensation liability 288 437
Increase in employees accumulated leave 80 112
Decrease in noncurrent deferred appropriations and other revenue @)
(Decrease) increase in other noncurrent liabilities (t) 9
Changes in current assets and liabilities:
Receivables, net (33) (185)
Supplies, advances and prepayments 48 39
Compensation and benefits (1,164) (700)
Retiree health benefits 1,400 4,303
Payables and accrued expenses (296) (252)
Customer deposit accounts 72 37
Deferred revenue-prepaid postage 18 26
Outstanding postal money orders 47) (29)
Prepaid box rent and other deferred revenue (6) (21)
Net cash provided by operating activities 1,584 1,310

Cash flows from investing activities:

Purchase of property and equipment (529) (484)
Proceeds from deferred building sale 7 -
Proceeds from sales of property and equipment 2 16
Net cash used in investing activities (520) (468)

Cash flows from financing activities:

Payments on debt (985) (1,525)
Issuance of (payments for) capital lease obligations, net 2 (13)
U.S. government appropriations - expensed (15) (9)
Net cash used in financing activities (998) (1,547)
Net increase (decrease) in cash and cash equivalents 66 (705)
Cash and cash equivalents at beginning of year 899 997
Cash and cash equivalents at end of period $ 965 $ 292

See accompanying notes to the financial statements (unaudited)






Note 3 — Debt and Related Interest
As of December 31, 2007, our debt consisted of $3,215 million in short-term debt outstanding with the Federal
Financing Bank compared with $4,200 million outstanding at September 30, 2007.

We continue to maintain two credit lines with the Federal Financing Bank. One credit line enables us to draw up to
$3.4 billion with two days notice. The other credit line enables us to draw up to $600 million on the same business day
that funds are requested. In addition, we can also use a series of other notes with varying provisions to draw upon
with two days notice.

Interest expense was $22 million in Quarter |, 2008 compared to $4 million in the same period last year. Our interest
expense consists of interest on borrowing and other interest expense.

Cash paid for interest was $19 million in Quarter I, 2008 compared to $3 million for Quarter I, 2007.

Note 4 - Property and Equipment

We record property and equipment at cost, including the interest we pay on the money we borrow to pay for the
construction of major capital additions. We had no interest capitalized or material impaired assets during the three
months ended December 31, 2007 and 2006.

Note 5 - Leases and Other Commitments

Each year we incur new capital commitments and expense commitments. Capital commitments consist of capital
lease obligations for buildings and contracts for capital items such as equipment, building construction and
improvements, and vehicles. Expense commitments consist of operating lease obligations for buildings, contracts for
normal operational expense items, inventory and research and development contracts.

Since prior year capital and expense commitments are not normally fully expended within one year, we track our total
resources on order for capital and expense commitments. The total resources on order being reported in a given
period would equal outstanding commitments from prior years, plus new commitments, less expenditures.

CAPITAL COMMITMENTS, EXPENDITURES, RESOURCES ON ORDER

In Quarter | of this year we added new capital commitments of $300 million and our December 31, 2007 balance of
resources on order for capital items was $2,336 million. The schedules presented below reflect our capital resources
on order and our future minimum lease payments for all non-cancelable capital leases.

Capital Resources on Order Capital Lease Obligations

December 31, December 31,
(Dollars in millions) 2007 (Dollars in millions) 2007
Mail Processing Equipment $ 1,321 2008 $ 77
Postal Support Equipment 246 2009 101
Building Improvements 486 2010 08
Construction and Building Purchase 235 2011 %
Retail Equipment 38
Vehicles 10 2012 %

After 2012 614

Total $ 2,336 Total Lease Obligations

Less: Interest 420
Total Capital Lease Obligations $

Less: Short-term portion of capital lease
Long-term Portion of Capital Lease $

(o]



EXPENSE COMMITMENTS, RESOURCES ON ORDER

At December 31, 2007, we estimate our expense resources on order to be $5,722 million. Our future minimum lease
payments for all hon-cancelable operating lease obligations, our obligation for retiree health benefits, and our rental
expense on operating leases are also shown below.

Expense Resources on Order Operating Leases

December 31, December 31,

(Dollars in millions) 2007 (Dollars in millions) 2007
Operational Contracts $ 5,611 2008 3 586
Inventory Contracts 61 2009 753
Research and Development Contracts 50 2010 715
2011 656
Total $ 5,722 2012 588
After 2012 5132
Total Lease Obligations $ 8430

Retiree Health Benefits Commitment P.L. 109-435

(Dollars in millions) Requirement

2008 $ 5,600
2009 5,400
2010 5,500
2011 5,500
2012 5,600
After 2012 22,800
Total Retiree Health Benefits Commitment $ 50,400

Our rental expense on operating leases is shown in the following table:

Rental Expense Three Months Ended
December 31,
(Dollars in millions) 2007 2006
Non-cancelable real estate leases including related taxes $ 243 $ 236
Facilities leased from GSA subject to 120-day notice of cancellation 9 11
Equipment and other short-term rentals 79 54
Total Rental Expense $ 331 $ 301

Note 6 — Contingent Liabilities

Our contingent liabilities consist mainly of claims and suits resulting from labor, equal employment opportunity,
environmental issues, property damage claims, injuries on postal properties, issues arising from postal contracts,
personal claims, and traffic accidents.

Each quarter we review significant new claims and litigation and evaluate the probability of an adverse outcome. If the
claim is deemed “probable” for an unfavorable outcome and the amount of payout is estimable, we record a liability.
Each quarter we also review and adjust any prior claims and litigation for settlements, or revisions to prior estimates.
No individual claim currently assessed as probable is material to our interim financial statements when taken as a
whole. The table summarizes our contingent liabilities provided for in the interim financial statements.
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We believe that adequate provision has been [T ELIREINTS

made for probable liabilities from claims and December 31, September 30,
suits. The current portion of this liability at KRRl 2007 2007
December 31, 2007 is $214 million and $248 (unaudited) (audited)
million at September 30, 2007 and is included

on the balance sheets under the heading trade Labor Cases $ 494 $ 526
payables and accrued expenses. The long- Equal Employment Opportunity Cases 10 57
term portion of this liability at December 31, Tort Cases 41 39
2007 was $378 million. At September 30, Environmental Cases 40 40
2007 the long-term liability was $428 million. Contractual Cases 7 14

These are accrued under the heading
contingent liabilities and other in our balance
sheets.

Total $ 592 $ 676

We also have other claims and suits which we deem reasonably possible of an unfavorable outcome and for which
we cannot yet determine the amounts or a reasonable range of potential losses, if any. No provisions for these are
included in our interim financial statements.

Note 7 — Health Benefits Programs

Current Employees

Substantially all of our employees are covered by the Federal Employees’ Health Benefits Program (FEHBP). OPM
administers the program and allocates the cost of the program to the various participating government agency
employers. We cannot direct the costs, benefits, or funding requirements of the federally-sponsored plan and
therefore account for these costs using multiemployer plan accounting rules.

Our portion of the cost is based upon the weighted average premium cost of the various employee coverage choices
and the specific coverage choices made by our employees. Our employees paid approximately 17% of the premium
costs in Quarter I, 2008 and Quarter I, 2007. We paid the remainder of employee health care expense, which was
$1,357 million in Quarter |, 2008, compared to $1,348 million in Quarter 1, 2007.

Retirees

Employees who participate in the FEHBP for at least the five years immediately before their retirement may
participate in the FEHBP during their retirement. We are required to pay the employer’'s share of health insurance
premiums for all retired postal employees and their survivors who participate in the FEHBP and who retire on or after
July 1, 1971. However, we do not include the costs attributable to federal civil service before that date.

With passage of P.L.109-435, we continue to make monthly payments to OPM for our share of premiums for our
retirees due to FEHBP. Additionally, at the end of the fiscal year we make payments into the new PSRHBF held by
the U.S. Treasury and controlled by OPM. For 2008, the required contribution to the fund is $5,600 million, which we
are expensing at the rate of $1,400 million per quarter. During Quarter | we expensed $1,840 million for retiree health
benefits: $440 million was for retiree health benefits invoices from OPM for current retirees and $1,400 million for the
PSRHBF. For the same period last year we expensed $424 million for retiree benefits and $1,350 million for the
PSRHBF. Also with the passage of Public Law 109-435, we expensed $2,958 million in Quarter | of 2007 held in
escrow as of September 30, 2006.
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Cash Flow from Investing Activities
Purchases of Property and Equipment for the period ended December 31, 2007 were $529 million this year, a $45
million increase over the $484 million of property and equipment purchased last year.

Cash Flow from Financing Activities
We used the net cash flow from operations, after paying for capital investments, to pay down debt. We repaid debt,
net of borrowing, of $985 million and $1,525 million during the Quarter | of 2008 and 2007, respectively.

Cash and cash equivalents on December 31, 2007 were $965 million, $66 million higher than the September 30,
2007 balance.

Liquidity
We believe that our existing cash and cash equivalents, cash flow from operations, and the availability of financing,
are adequate to meet our current and foreseeable future working capital and capital expenditure needs.

Interest Expense

Interest expense of $22 million was $18 million higher for the Quarter |, 2008 compared to last year. This was due to
the higher level of outstanding debt we had entering this fiscal year and the higher average debt balance we carried
throughout the quarter compared to the same period last year.

Service and Performance
Management monitors several key statistics to determine performance against service standards and monitor public
perception of our service.

EXTERNAL FIRST-CLASS MAIL MEASUREMENT (EXFC)

The EXFC is an independently-administered system that provides an external measure of collection box to mailbox
delivery performance. Although not a system-wide measurement of all First-Class Mail performance, EXFC
continuously tests a panel of 463 3-digit ZIP Code areas selected on the basis of geographic and volume density,
thereby providing a measure of service performance from the customer’s point of view.

Our EXFC scores improved to record levels in Quarter |, 2008. Compared to Quarter I, 2007, overnight delivery
scores increased to 96% from 95%, 2-day service scores improved to 93% compared to 91% in 2007, and 3-day
scores improved to 88% from 86%.

CUSTOMER SATISFACTION MEASUREMENT (CSM)

CSM is an independently administered survey of customer opinions of key areas of service to customers. In Quarter |
of 2008, customer satisfaction remained constant, with 92% of our customers rating our service excellent, very good
or good, the same score as a year ago.

Outlook

REVENUE OUTLOOK

The strong Gross Domestic Product (GDP) in Quarters Il and IV of FY 2007 resulted in a stronger economy for all of
FY 2007 than originally projected. FY 2007 Quarter IV GDP was revised upward to an impressive 4.9% from 3.9%.
That revision was largely from stronger inventory accumulation. The impact of the subprime mortgage credit crisis
began to be felt in Quarter | and will drag economic growth down throughout FY 2008. Preliminary numbers indicate
that real GDP growth was 0.6% in Quarter I, a significant slowdown from Quarter IV's 4.9% rate. With the residential
mortgage crisis, credit crunch and high oil prices already affecting the economy, mail volume, particularly from the
financial services sector, has been weaker than expected. The outlook for meeting our revenue goals for the
remainder of 2008 continues to be challenging. Global Insight, an economic, financial analysis and forecasting firm,
predicts full year real GDP growth will be less than 2%.
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We plan to increase prices for most mailing services by an average of 2.9% in May of this year. Under the law,
increases for each class of mailing services cannot exceed increases in the Consumer Price Index of the past twelve
months. Growth in the CPI-U for the twelve months ending December 2007 was 2.9%, as computed using the
averaging method approved by the PRC. This mechanism is intended to provide for rate predictability for our mailers
and hold postage rates to the rate of inflation, and allow our customers to better plan for these predicable rate
increases in the future.

Subsequent to the end of Quarter | the following price and mail classification activity occurred which should add
additional revenue for the remainder of the year.

Priority Mail Large-Flat-Rate Box: Governors' Decision No. 08-01: On January 17, 2008 the Governors provided
notice to the PRC that they were establishing prices for a new, larger (approximately % cubic foot) Priority Mail flat-
rate box. The larger flat-rate box will be offered at four prices (domestic mail destined to most ZIP Codes, domestic
mail destined to APO/FPO ZIP Codes, international mail destined to Mexico and Canada, and international mail
destined to all other countries). The Governors set an implementation date of March 3, 2008.

Express Mail Sunday Premium: Governors’ Decision No. 08-02: On January 17, 2008, the Governors provided notice
to the PRC that they were establishing a premium of $12.50, in addition to current rates, for guaranteed delivery of
non-manifest Express Mail pieces on Sundays and holidays. The Governors set an implementation date of March 3,
2008.

Premium Forwarding Service: Docket No. MC2007-3: On July 31, 2007 the Postal Service filed a request with the
PRC proposing to convert Premium Forwarding Service (PFS) from an experimental to a permanent offering. PFS is
designed for residential customers who want to receive substantially all of their mail at a temporary domestic address
via Priority Malil, rather than piece-by-piece through temporary forwarding. The PRC issued a recommended decision
on January 7, 2008, recommending the requested classification and fees. The Governors approved this
recommendation and set an implementation date of March 2, 2008.

EXPENSE OUTLOOK

With the Quarter | decline in work hour usage, we are on track to reduce work hours for the eighth year out of the last
nine. We are committed to a continued focus on reducing both work hours and overtime hours. The recent weakness
in the economy and the related revenue weakness require continued vigilance on costs. Should the revenue
weakness experienced in Quarter | continue for the remainder of the year, it will prove increasingly difficult to reduce
workhours at the same pace.

Many of our expenses are also tied to price inflation in the general economy that is outside our control. For example,
wage rates for the majority of our unionized personnel are linked to the CPI-U via semi-annual COLAs. Health care
premiums are negotiated by OPM and generally increase annually. Fuel prices also directly impact our costs.
Continued volatility in fuel prices adds to the challenge of projecting our expenses.

LEGISLATION UPDATE

P.L. 109-435 divides our services into two broad categories: market-dominant (herein referred to as “mailing
services”) and competitive (herein referred to as “shipping services”). Future rate increases for mailing services will be
subject to a price cap based on the CPI-U. Shipping services will have greater pricing flexibility. We have also been
given greater flexibility to change our product offerings.

The Mail Classification Schedule, a proposed version of which was filed with the PRC on September 24, 2007,
divides mail into mailing services or shipping services categories, establishes which types of mail constitute separate
products, and presents a brief description of each product. The new regulations allow us to make certain
classification changes much more easily than under the previous system, which enhances overall ratemaking
flexibility.

P.L. 109-435 also required certain reports from other government agencies. Following are updates to activities
required under the new law.
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