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PART I. FINANCIAL INFORMATION

ITEM 1. FINANCIAL STATEMENTS

UNITED STATES POSTAL SERVICE
STATEMENTS OF OPERATIONS
(UNAUDITED)

(in millions)

Revenue
Operating revenue
Other revenue

Total revenue

Operating expenses
Compensation and benefits
Retiree health benefits
Workers’ compensation
Transportation
Other operating expenses

Total operating expenses

Loss from operations

Interest and investment income

Interest expense

Net loss

See accompanying notes to the unaudited financial statements.

Three Months Six Months
Ended March 31, Ended March 31,

2016 2015 2016 2015
$17,734 $16,946 $37,081 $35,680
33 24 45 51
17,767 16970 37,126 35,731
11,950 11,588 24,685 24,009
2286 2205 4528 4389
1,454 706 1258 1,492
1,744 1,595 3,624 3,393
2,326 2305 4,667 4,591
19,760 18399 38,762 37,874
(1,993)  (1,429) (1,636) (2,143)
9 6 15 12

(56) @6 (112 (92)

$ (2,040) $ (1,469) $ (1,733) $ (2,223)
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UNITED STATES POSTAL SERVICE
BALANCE SHEETS

March 31, September 30,
(in millions) 2016 2015
(Unaudited)
Current Assets:
Cash and cash equivalents $ 8,284 $ 6,634
Restricted cash 225 233
Receivables, net 1,046 930
Supplies, advances and prepayments 158 118
Total current assets 9,713 7,915
Property and equipment, net 15,338 15,686
Other assets 406 413
Total assets $ 25457 $ 24,014
Current Liabilities:
Compensation and benefits $ 2,354 § 1,899
Retiree health benefits 31,000 28,100
Workers’ compensation costs 1,425 1,401
Payables and accrued expenses 1,868 1,853
Deferred revenue-prepaid postage 3,381 3,304
Customer deposit accounts 1,170 1,201
Other current liabilities 1,115 1,053
Current portion of debt 10,100 10,100
Total current liabilities 52,413 48,911
Workers’ compensation costs, noncurrent 17,208 17,410
Employees’ accumulated leave, noncurrent 1,886 1,951
Other noncurrent liabilities 1,174 1,233
Noncurrent portion of debt 4,900 4,900
Total liabilities 77,581 74,405
Net Deficiency:
Capital contributions of the U.S. Government 3,132 3,132
Deficit since 1971 reorganization (55,256) (53,523)
Total net deficiency (52,124) (50,391)
Total liabilities and net deficiency $ 25457 $ 24,014

See accompanying notes to the unaudited financial statements.
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UNITED STATES POSTAL SERVICE
STATEMENTS OF CASH FLOWS
(UNAUDITED)

Six Months Ended March 31,
(in millions) 2016 2015

Cash flows from operating activities:
Net loss $ (1,733) $ (2,223)
Adjustments to reconcile net loss to cash provided by operations:

Depreciation and amortization 872 869
(Gain) on disposals of property and equipment, net (33) (22)
Decrease in other assets 7 7
(Decrease) increase in noncurrent workers’ compensation (202) 68
(Decrease) in noncurrent deferred appropriations and other revenue (14) (6)
(Decrease) in other noncurrent liabilities (105) 4n

Changes in current assets and liabilities:

Receivables, net (116) 27
Other current assets (40) 34)
Retiree health benefits 2,900 2,852
Payables, accrued expenses and other 547 108
Deferred revenue-prepaid postage, prepaid box rents and other 95 220
Net cash provided by operating activities 2,178 1,825
Cash flows from investing activities:
Change in restricted cash 8 5
Purchases of property and equipment (608) (629)
Proceeds from sales of property and equipment 91 14
Net cash used in investing activities (509) (610)
Cash flows from financing activities:
Issuance of notes payable 3,500 3,000
Payments on notes payable (3,500) (3,000)
Payments on capital lease obligations and other (19) (30)
Net cash used in financing activities 19 30)
Net increase in cash and cash equivalents 1,650 1,185
Cash and cash equivalents at beginning of period 6,634 4,906
Cash and cash equivalents at end of period $ 8,284 $ 6,091

Supplemental cash flow disclosures:
Cash paid for interest $ 95 8 91

See accompanying notes to the unaudited financial statements.
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NOTES TO UNAUDITED FINANCIAL STATEMENTS

NOTE 1 - BASIS OF PRESENTATION

Background
On July 1, 1971, the United States Postal Service (the “Postal Service) began operations in accordance with the provisions

of the Postal Reorganization Act, which established it as an “independent establishment of the executive branch of the
Government of the United States.” It succeeded the cabinet-level Post Office Department established in 1792. The Postal
Service does not receive tax dollars for operating expenses and relies solely on the sale of its services to fund operations.

The Postal Accountability and Enhancement Act, Public Law 109-435 (“PAEA”), classifies Postal Service products into two
broad categories: Market-Dominant and Competitive “products.” However, the term “services” is used in this document for
consistency with other descriptions of services offered. These services are sold by approximately 32,000 Post Offices, stations
and branches, plus a large network of Contract Postal Units, Community Post Offices, Village Post Offices, commercial outlets
which sell postage and other services on the Postal Service’s behalf, as well as on its website www.usps.com.

The accompanying unaudited financial statements have been prepared in accordance with accounting principles generally
accepted in the United States (“GAAP”) for interim financial information and with the instructions to Form 10-Q and Rule
10-01 of the U.S. Securities and Exchange Commission (“SEC”) Regulation S-X. These financial statements should be read
in conjunction with the Postal Service’s financial statements for the year ended September 30, 2015, included in its Annual
Report on Form 10-K (“Annual Report”) filed with the Postal Regulatory Commission (“PRC”’) on November 13, 2015, and
do not include all information and footnotes which are normally included in the Annual Report. Except as otherwise specified,
all references to years are to the fiscal year beginning October 1 and ending September 30, and quarters are quarters within
fiscal years 2016 and 2015.

In the opinion of management, the accompanying unaudited interim financial statements reflect all material adjustments,
including recurring adjustments, necessary to fairly present the financial position as of March 31, 2016, and the results of
operations for the three and six months ended March 31, 2016, and 2015 and cash flows for the six months ended March 31,
2016, and 2015. Operating results for the three and six months ended March 31, 2016, are not necessarily indicative of the
results that may be expected for all of 2016.

Recent Accounting Standards

Accounting Standards Update 2014-09 Revenue from Contracts with Customers

In May 2014, the Financial Accounting Standards Board (“FASB”) issued Accounting Standards Update 2014-09 Revenue
from Contracts with Customers (“ASU 2014-09”). The new standard outlines a single comprehensive model for entities to
use in accounting for revenue arising from contracts with customers and supersedes most current revenue recognition guidance,
including industry-specific guidance. As originally issued, ASU 2014-09 was effective for fiscal years and interim periods
within those years beginning after December 15, 2016, with early adoption not permitted.

In July 2015, the FASB voted for a one-year deferral of the effective date of the standard to annual reporting periods beginning
after December 15, 2017, with an option that would permit reporting entities to adopt the standard as early as the original
effective date. The new standard may be adopted either retrospectively or on a modified retrospective basis whereby the new
standard would be applied to new and existing contracts with remaining performance obligations as of the effective date, with
a cumulative catch-up adjustment recorded to beginning retained earnings or net deficiency at the effective date for existing
contracts with remaining performance obligations. The Postal Service is currently evaluating the impact of adopting this
standard on its financial statements.

Accounting Standards Update 2014-15 Disclosure of Uncertainties about an Entity’s Ability to Continue as a Going Concern
In August 2014, the FASB issued Accounting Standards Update 2014-15 Disclosure of Uncertainties about an Entity s Ability
to Continue as a Going Concern (“ASU 2014-157). The new standard requires an entity to perform interim and annual
assessments of its ability to continue to meet obligations as they become due within one year after the date that the financial
statements are issued. ASU 2014-15 is effective for annual periods ending after December 15, 2016, and interim periods
thereafter, with early adoption permitted. The Postal Service does not believe the adoption of the new standard will have a
significant impact on its reported disclosures.
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Accounting Standards Update 2016-02 Leases

In February 2016, the FASB issued Accounting Standards Update 2016-02 Leases (“ASU 2016-02”). The new standard requires
an entity to record most leases on its balance sheets but continue to recognize expenses in the statements of operations in a
manner similar to current accounting practices. The new standard states that a lessee will recognize a lease liability for the
obligation to make lease payments and a right-of-use asset for the right to use the underlying asset for the lease term. Expenses
related to leases determined to be operating leases will be recognized on a straight-line basis, while those determined to be
financing leases will generally have higher expense in the earlier periods of the lease and both interest and amortization are
presented separately in the statements of operations.

ASU 2016-02 is effective for annual periods beginning after December 15,2018, and interim periods within those years, with
early adoption permitted. Entities are required to use a modified retrospective approach for leases that exist or are entered into
after the beginning of the earliest comparative period in the financial statements. The Postal Service is currently evaluating
the impact of adopting this standard on its financial statements and disclosures.

Accounting Standards Update 2016-04 Liabilities - Extinguishments of Liabilities

In March 2016, the FASB issued Accounting Standards Update 2016-04 Liabilities - Extinguishments of Liabilities (“ASU
2016-04"). The new standard requires entities that sell prepaid stored-value products redeemable for goods, services or cash
at third-party merchants to recognize breakage (i.e., the value that is ultimately not redeemed by the consumer) in a way that
is consistent with how gift card breakage will be recognized under ASU 2014-09.

ASU 2016-04 is effective for annual periods beginning after December 15,2017, and interim periods within those years, with
early adoption permitted. The new standard may be adopted either retrospectively or on a modified retrospective basis with
a cumulative catch-up adjustment recorded to beginning retained earnings or net deficiency as of the beginning of the fiscal
year the standard is effective. The standard is applicable to the Postal Service’s determination of money orders and related
breakage. The Postal Service is currently evaluating the impact of adopting this standard on its financial statements.

NOTE 2 - LIQUIDITY

The Postal Service generates its cash almost entirely through the sale of postage and other services. It holds its cash with the
Federal Reserve Bank of New York and invests its excess cash, when available, in highly-liquid, short-term investments issued
by the U.S. Department of Treasury. As of March 31,2016, and September 30, 2015, the Postal Service held unrestricted cash
and cash equivalents of $8.3 billion and $6.6 billion, respectively.

Debt

The Federal Financing Bank (“FFB”), a government-owned corporation under the general supervision of the Secretary of the
Treasury, holds all of the Postal Service’s debt, which consists of two revolving credit facilities and fixed-rate notes with
various maturities. As of both March 31, 2016, and September 30, 2015, the aggregate principal balance of debt outstanding
was $15.0 billion, the maximum borrowing amount allowed under the Postal Service’s statutory debt ceiling. The Postal
Service has reported $15.0 billion in outstanding debt each quarter since September 30, 2012.

The two revolving credit facilities referenced above have interest rates determined by the U.S. Department of Treasury each
business day and enable the Postal Service to draw up to $4.0 billion in total. As of March 31, 2016, and September 30, 2015,
these facilities were fully drawn and were included in the current portion of debt. These facilities are renewable annually and
were renewed on April 20, 2016.

Liquidity Concerns

The Postal Service is constrained by laws and regulations which restrict its revenue sources, and, as noted above, it has reached
the maximum borrowing capacity under its statutory debt ceiling. Available liquidity (cash and short term investments, plus
available borrowing capacity) has increased by approximately $6 billion from the reported 2012 low, largely attributable to
the temporary exigent surcharge (discussed in greater detail below) which generated approximately $4.6 billion in incremental
revenue from January 2014 through March 31, 2016. Despite this increase in the Postal Service’s liquidity, it remains
insufficient to support an organization that has already defaulted on $28.1 billion in legally-mandated payments to the Postal
Service Retiree Health Benefits Fund (“PSRHBF”), projects continuing losses and has approximately $74 billion in annual
operating expenses.

The Postal Service has incurred cumulative net losses of $58.5 billion since the beginning of 2007 through March 31, 2016.
As aresult of these losses and its liquidity concerns, the Postal Service does not have sufficient cash balances to meet all of
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its existing legal obligations when due, pay down its debt and make critical investments in its infrastructure that have been
deferred in recent years.

Mail Migration to Alternatives

A significant factor contributing to Postal Service losses is the ongoing decline in the volume of First-Class Mail, which
generates a higher contribution than other mail classes. This decline is largely the result of changes in consumers’ and businesses’
use of mail resulting from the continuing migration to electronic communication and transactional alternatives, which was
exacerbated by the Great Recession. The effect of this decline is compounded by the increase in the number of delivery points,
which, when combined with the impact of the reduction in hard-copy mail volume, has resulted in a drop in the average number
of pieces delivered per delivery point per day from 5.5 pieces in 2007 to 3.8 pieces in 2015, a decline of 31%.

Expiration of Exigent Surcharge

In December 2013, after a successful appeal to the U.S. Court of Appeals for the District of Columbia Circuit (the “Court™)
of an earlier decision in which the PRC denied outright the request of the Postal Service for exigent price relief, the PRC
decided that the Postal Service could collect an exigent surcharge on Market-Dominant services beginning in January 2014.
The PRC authorized the exigent surcharge until such time as it produced $3.2 billion in incremental revenue, a figure the PRC
determined was lost due to the Great Recession’s suppression of mail volume. This incremental revenue is considered additional
to the revenue that the Postal Service would have generated solely from a 1.7% price increase based on the Consumer Price
Index for All Urban Consumers (“CPI-U”).

The Postal Service again appealed the PRC’s decision to the Court, arguing that the PRC attributed to the Great Recession
far too little lost mail volume and that the exigent surcharge should remain in effect for a longer period of time. In June 2015,
the Court issued its decision and remanded the case back to the PRC for further review. Although the Court largely upheld
the PRC’s analytical framework, it vacated one key aspect of the methodology for calculating mail volume lost due to the
Great Recession and suggested the PRC reconsider another element of its methodology. On July 29, 2015, the PRC announced
that it had authorized the Postal Service to collect over $1.4 billion in additional incremental revenue from the surcharge,
bringing the total allowed to just over $4.6 billion. That decision was also appealed to the Court and remains pending.

As of March 31, 2016, the Postal Service estimated that it had collected approximately $4.6 billion in incremental revenue
from the surcharge, just below the limit. The Postal Service estimated that the limit on the exigent surcharge was reached on
April 10, 2016, and therefore reduced the prices of most Market-Dominant services on that date.

Business Model Challenges/Constraints

The Postal Service continues to incur significant losses, in part due to the PAEA-mandated PSRHBF prefunding requirement.
Such a requirement to prefund retiree healthcare obligations is not imposed on most other federal entities or private-sector
businesses that offer retiree health benefits.

In addition to the $28.1 billion of prefunding payments that were due but not paid during the years 2012 through 2015, the
Postal Service accrued expenses of $1.4 billion and $2.9 billion for the three and six months ended March 31,2016, respectively,
for its required prefunding payment of $5.8 billion due by September 30, 2016. The Postal Service anticipates that it will be
forced to default on this payment, as expected liquidity on September 30, 2016, will not be sufficient to pay this liability. This
will allow the Postal Service to make other payments necessary to continue to fulfill other statutory obligations, including the
obligation to provide universal mail service to the nation.

As of the date of this report, the Postal Service has not incurred any penalties or negative financial consequences as a result
of not making the PSRHBF prefunding payments. In addition to the prefunding requirement, the Postal Service continues to
pay the employer share of health insurance premiums for its retirees, which was $836 million and $780 million for the three
months ended March 31, 2016, and 2015, respectively, and $1.6 billion and $1.5 billion for the six months ended March 31,
2016, and 2015, respectively.

With the exception of the exigent surcharge discussed above, Market-Dominant services, which account for approximately
74% of the Postal Service’s annual operating revenues, are subject to a price cap based on the CPI-U. While the vast majority
of revenues are constrained by the price cap, costs are not statutorily constrained. Contractual obligations granting general
wage increases, cost-of living-adjustments (“COLA”), along with increases in costs for mandatory federal benefits programs,
such as health and retirement benefits, have continued to escalate expenses. Additionally, the Postal Service adds nearly 1
million delivery points each year.
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Although 2016 is the final year of statutorily-fixed amounts of PSRHBF prefunding payments, the statute requires that the
Office of Personnel Management (“OPM”) perform an actuarial valuation no later than 2017 to determine if additional payments
into the fund are required, and if so, OPM must design an amortization schedule under which the Postal Service must fully
fund any remaining liability by 2056.

Mitigating Circumstances
The Postal Service’s status as an independent establishment of the executive branch that does not receive tax dollars for its

operations presents unique requirements and restrictions, but also potentially mitigates some of the financial risk that would
otherwise be associated with a cash shortfall. With annual total revenue of approximately $69 billion, a financially-sound
Postal Service continues to be vital to U.S. commerce.

The U.S. economy benefits greatly from the Postal Service and the many businesses that provide the printing and mailing
services that it supports. Disruption of the mail would cause undue hardship to businesses and consumers, and in the event of
acash shortfall, the U.S. government would likely prevent the Postal Service from significantly curtailing or ceasing operations.
The Postal Service continues to inform the Administration, Congress, the PRC and other stakeholders of the immediate and
long-term financial challenges it faces and the legislative changes that are required to restore its financial stability.

NOTE 3 - RELATED PARTIES
As disclosed throughout this report, the Postal Service has significant transactions with other U.S. government entities, which
are considered related parties for accounting purposes.

The following table presents related-party assets and liabilities as of March 31, 2016, and September 30, 2015:

March 31, September 30,
(in millions) 2016 2015
Related-party assets:
Receivables and advances' $ 69 $ 100
Carrying amount of revenue forgone installment receivable” 405 413
Related-party liabilities:
Current portion of debt $ 10,100 $ 10,100
Other current liabilities’ 32,931 29,871
Noncurrent portion of debt 4,900 4,900
Other noncurrent liabilities* 17,259 17,473
"Included within Receivables, net in the accompanying Balance Sheets.
?Included within Other assets in the accompanying Balance Sheets.
? Amounts include PSRHBF obligations and current workers' compensation obligations.
* Amounts include noncurrent workers' compensation obligations.
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The following table presents related-party revenue and expenses for the three and six months ended March 31, 2016, and
2015:

Three Months Six Months
(in millions) Ended Ended

2016 2015 2016 2015
Related-party operating revenue' $§ 213 § 240 $ 535 $ 495
Related-party operating expenses” $ 5075 $ 4434 $ 9,561 $ 8,854
Related-party interest income’ $ 9 % 6 $ 15 3 11
Related-party interest expenses’ $ 49 3 45 3 9% $ 90

"Included within Operating revenue in the accompanying unaudited Statements of Operations.
?Included within Operating expenses in the accompanying unaudited Statements of Operations.

3 Imputed on the revenue forgone installment receivable or generated on cash equivalents held with the Federal Reserve Bank of New York or short-
term investments in U.S. Treasury instruments. Included within Interest and investment income in the accompanying unaudited Statements of
Operations.

*Incurred on debt issued to the FFB, and included within Interest expense in the accompanying unaudited Statements of Operations.

NOTE 4 - PROPERTY AND EQUIPMENT, NET

Assets within Property and equipment, net in the accompanying Balance Sheets are recorded at cost, which includes the
interest on borrowings used to finance construction of major capital additions, less allowances for depreciation and
amortization. Interest capitalized during both the three and six months ended March 31, 2016, and 2015 was not significant.
Fixed assets are depreciated over estimated useful lives ranging from 3 to 40 years using the straight-line method.

For the three months ended March 31, 2016, and 2015, depreciation and amortization expense was $445 million and $427
million, respectively. For the six months ended March 31, 2016, and 2015, depreciation and amortization expense was $872
million and $869 million respectively. These items are included within Other operating expenses in the accompanying
unaudited Statements of Operations.

Assets classified as held for sale were approximately $49 million and $65 million as of March 31, 2016, and September 30,
2015, respectively, and are included within Property and equipment, net in the accompanying Balance Sheets. Impairment
charges were de minimis for both the three and six months ended March 31, 2016, and 2015.

NOTE 5 - COMMITMENTS AND CONTINGENCIES

Commitments

In April 2016, the Postal Service reached a new three-year collective bargaining agreement with the National Rural Letter
Carriers’ Association (“NRLCA”) which was ratified by the NRLCA membership. The new contract will expire on May 20,
2018. The contract includes annual general wage increases of 3.8% with COLA base of July 2014 and a reduction in the
employer share of health insurance premiums.

Contingencies
The Postal Service’s contingent liabilities consist primarily of claims resulting from labor, employment, environmental matters,

property damage and injuries on Postal Service properties, and issues arising from Postal Service contracts, personal claims
and traffic accidents. Each quarter, the Postal Service evaluates each new claim to determine if it is probable of an unfavorable
outcome and if the amount of the potential resolution is reasonably estimable. If so, a liability for the amount is recorded.
Preexisting claims are also reviewed and adjusted quarterly for resolutions or revisions to prior estimates.

Quarter II, 2016 Report on Form 10-Q - United States Postal Service-10



The Postal Service has made adequate provision for probable losses arising from all claims. The following table presents
contingent liabilities by current and noncurrent portions and by category, as of March 31, 2016, and September 30, 2015:

March 31, September 30,

(in millions) 2016 2015
Current/noncurrent portions of contingent liabilities:

Current portion' $ 127 $ 132

Noncurrent portion® 554 594
Total contingent liabilities $ 681 $ 726
Contingent liabilities by category:

Labor and employment matters $ 585 § 637

Asset retirement obligations 47 47

Tort matters 45 38

Contractual matters 4 4
Total contingent liabilities $ 681 $ 726

"Included within Payables and accrued expenses in the accompanying Balance Sheets.
%Included within Other noncurrent liabilities in the accompanying Balance Sheets.

In addition to accruals for probable losses in the financial statements, the Postal Service also has claims which it deems
reasonably possible of an unfavorable outcome, which are not accrued for in the financial statements. These ranged in amount
from $225 million to $1.0 billion at March 31, 2016, and from $185 million to $686 million at September 30, 2015. The Postal
Service is from time to time involved in other litigation incidental to the conduct of its business, none of which is expected
to be material to its financial condition or operations.

NOTE 6 - RETIREMENT PLANS

The majority of employees participate in one of two U.S. government pension programs, the Civil Service Retirement System
(“CSRS”) and the Federal Employees Retirement System (“FERS”), which are administered by OPM. Each employee’s
participation in either plan is based on the starting date of employment with the Postal Service or other U.S. government entity.

As government-sponsored benefit plans, the CSRS and FERS are not subject to the provisions of the Employee Retirement
Income Security Act of 1974, as amended. Likewise, because the Postal Service cannot direct the costs, benefits or funding
requirements of these plans, it accounts for program expenses under multiemployer plan accounting rules. As such, the Postal
Service records contributions to the plans as an expense in the period in which each contribution is due.

PAEA suspended the Postal Service’s CSRS contributions that would otherwise have been required under Title 5, Section
8334(a)(1) of the U.S. Code. In 2017, OPM will determine if additional funding is required for the benefit of Postal Service’s
CSRS retirees. As a result, the Postal Service’s employer contribution rate for CSRS was zero for the six months ended March
31,2016, and 2015.

For FERS employees, OPM has set the Postal Service’s contribution rates at 13.7% and 13.2% of base salary for 2016 and
2015, respectively. FERS employees may also participate in the Thrift Savings Plan (“TSP”), a defined contribution retirement
savings and investment plan administered by the Federal Retirement Thrift Investment Board, whereby the Postal Service
contributes 1% of basic pay and matches voluntary employee contributions up to an additional 4% of basic pay.

Retirement expenses were $1.7 billion and $1.5 billion for the three months ended March 31, 2016, and 2015, respectively,

and $3.4 billion and $3.1 billion for the six months ended March 31, 2016, and 2015, respectively. Retirement expenses are
included within Compensation and benefits in the accompanying unaudited Statements of Operations.
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NOTE 7 - HEALTH BENEFITS PLANS

The Federal Employees Health Benefits (“FEHB”) Program covers nearly all career employees and also covers non-career
employees and retirees who meet certain eligibility requirements. OPM administers FEHB and allocates the cost of funding
the program to participating U.S. government employers. The Postal Service cannot direct the costs, benefits or funding
requirements of the plans, and therefore accounts for program expenses using multiemployer plan accounting rules by recording
contributions to the plans as an expense in the period in which the contributions are due. Although OPM determines the actual
health benefits premium costs, the allocation of these costs between the Postal Service and most of its employees is determined
through agreements with Postal Service labor unions. Separate from FEHB, the Postal Service offers its own healthcare plan
to certain non-career employees who are ineligible for FEHB.

Active Employees

The Postal Service paid approximately 75% of FEHB premium costs during both the six months ended March 31, 2016, and
2015. Postal Service employee healthcare expense was $1.3 billion and $1.2 billion during each of the three months ended
March 31, 2016, and 2015, respectively. Postal Service employee healthcare expense was $2.5 billion and $2.4 billion during
each of the six months ended March 31,2016, and 2015, respectively. These expenses are included within Compensation and
benefits in the accompanying unaudited Statements of Operations.

Retirees

Retirees who participated in the FEHB for the five years immediately preceding their retirement may continue to participate
in the program during retirement. The Postal Service pays a portion of FEHB premiums for retirees (or their qualifying
survivors, if applicable) who retired on or after July 1, 1971, based on each retiree’s length of federal civilian service occurring
after that date. The Postal Service’s share of premium costs for retirees and qualifying survivors is set by law and is not subject
to negotiation with its labor unions.

Premium Expense

Postal Service expenses for FEHB retiree premiums were $836 million and $780 million for the three months ended March
31, 2016, and 2015, respectively, and $1.6 billion and $1.5 billion for the six months ended March 31, 2016, and 2015,
respectively. The Postal Service will continue to directly pay its share of FEHB premiums for retirees through 2016. In
accordance with the PAEA, the PSRHBF will begin funding the Postal Service’s share of retiree health benefit premiums in
2017.

PSRHBF Prefunding

The PAEA requires that the Postal Service prefund retiree health benefits by paying into the PSRHBF during years 2007
through 2016, although enactment of a new law or an amendment of existing law could change the amounts and the timing
of the prefunding. This prefunding requirement is not imposed on most federal entities or private sector businesses.

The Postal Service has recorded $31.0 billion as of March 31, 2016, for the unpaid PSRHBF prefunding obligations from past
defaults and the accrual through March 31, 2016, for the $5.8 billion payment due September 30, 2016, as a current liability
in Retiree health benefits in the accompanying Balance Sheets. PAEA contains no provisions addressing a payment default.

PAEA also requires that OPM perform an actuarial valuation no later than 2017 to determine if the Postal Service must make
additional payments into the PSRHBF. If this is the case, OPM must design an amortization schedule under which the Postal
Service will be required to fund the actuarially-determined normal cost, plus any required amortization of the unfunded liability
over a period of 40 years through 2056.
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NOTE 8 - WORKERS' COMPENSATION

Postal Service employees injured on the job are covered by the Federal Employees’ Compensation Act (“FECA”), administered
by the Department of Labor’s (“DOL”) Office of Workers’ Compensation Programs, which makes all decisions regarding
injured workers’ eligibility for benefits. The Postal Service reimburses the DOL for all workers’ compensation benefits paid
to or on behalf of Postal Service employees, plus an administrative fee.

Workers’ Compensation Liability

The Postal Service records a liability for its workers’ compensation obligations for employees who have been injured and are
eligible for benefits. To determine the actuarial valuation of new and existing cases, the Postal Service uses an estimation
model that combines four generally-accepted actuarial valuation techniques based upon past claim-payment experience and
exposure to claims as measured by total employee hours worked.

Changes in the liability are primarily attributable to the combined impacts of routine changes in actuarial assumptions, new
compensation and medical cases, the progression of existing cases and changes in inflation rates, including long-term COLA
rates for compensation claims and medical rates for medical claims.

To determine the fair value of the liability each quarter, the Postal Service first estimates the future total cost of workers’
compensation claims based on the dates of claim-related injuries, frequency or severity of the injuries, the pattern of historical
payments to beneficiaries and the expected trend in future costs. The Postal Service then calculates the amount that would
need to be invested at current discount (interest) rates to fully fund the future total cost of claims, and this calculated present
value is the fair value of workers’ compensation liability.

This liability calculation is highly sensitive to changes in discount rates. For example, a 1% increase in the discount rate would
decrease the March 31, 2016, liability and related expense by approximately $2 billion. Likewise, a 1% decrease in the discount
rate would increase the March 31,2016, liability and related expense by approximately $2.5 billion. The following table details
the applicable inflation and discount rates as of March 31, 2016, and September 30, 2015:

March 31, September 30,
2016 2015

Compensation claims liability:

Discount rate 2.1% 2.4%

Wage inflation 2.6% 2.7%
Medical claims liability:

Discount rate 2.1% 2.4%

Medical inflation 5.5% 5.7%

Workers’ Compensation Expense

The impacts of changes in discount rates and inflation rates, as well as the actuarial valuation of new cases and revaluation
of existing cases, which reflects compensation and medical claim payments, are components of total workers’ compensation
expense as recorded in the accompanying unaudited Statements of Operations. As described above, the Postal Service pays
an administrative fee to the DOL, which is also a component of workers’ compensation expense. The following table presents
the components of workers’ compensation expense for the three and six months ended March 31, 2016, and 2015:

Three Months Six Months
Ended Ended
(in millions) 2016 2015 2016 2015
Impact of discount rate changes § 948 § 401 $ 546 $ 1,217
Actuarial valuation of new cases and revaluation of existing cases 488 287 676 240
Administrative fee 18 18 36 35
Total workers’ compensation expense $ 1454 § 706 $ 1,258 $ 1,492
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NOTE 9 - FAIR VALUE MEASUREMENT

The Postal Service defines fair value as the price that would be received upon sale of an asset or the price that would be paid
to transfer a liability between unrelated parties. The carrying amounts of certain current assets and liabilities held by the Postal
Service, including cash, accounts receivable, accounts payable and accrued expenses, approximate fair value due to their
short-term nature. Noncurrent receivables and noncurrent debt are measured using a fair value hierarchy model consisting of
Level 1, Level 2 and Level 3 inputs as defined in authoritative accounting literature. Assets within Property and equipment,
net are recorded at cost and measured at fair value on a nonrecurring basis if they are determined to be impaired.

For the periods ended March 31, 2016, and September 30, 2015, no significant transfers between Level I and Level 2 assets
or liabilities transpired. The carrying amount and fair value of the revenue forgone installment receivable and the noncurrent
portion of debt are present