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United States

Securities and Exchange Commission
Washington, D.C. 20549

Form 10-Q

(Mark One)
QUARTERLY REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES EXCHANGE ACT
OF 1934

For the quarterly period ended June 30, 2012, or
TRANSITION REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES EXCHANGE ACT
OF 1934

For the transition period from to

Commission file number 001-15451

United Parcel Service, Inc.
(Exact name of registrant as specified in its charter)

Delaware 58-2480149
(State or Other Jurisdiction of (IRS Employer
Incorporation or Organization) Identification No.)
55 Glenlake Parkway, NE Atlanta, Georgia 30328

(Address of Principal Executive Offices) (Zip Code)

(404) 828-6000
(Registrant’s telephone number, including area code)

Former name, former address and former fiscal year, if changed since last report.

Indicate by check mark whether the registrant (1) has filed all reports required to be filed by Section 13 or 15(d) of the
Securities Exchange Act of 1934 during the preceding 12 months (or for such shorter period that the registrant was
required to file such reports), and (2) has been subject to such filing requirements for the past 90 days. Yes p No ~
Indicate by check mark whether the registrant has submitted electronically and posted on its corporate Web site, if
any, every Interactive Data File required to be submitted and posted pursuant to Rule 405 of Regulation S-T during
the preceding 12 months (or for such shorter period that the registrant was required to submit and post such

files). Yes p No ~

Indicate by check mark whether the registrant is a large accelerated filer, an accelerated filer, a non-accelerated filer,
or a smaller reporting company. See definitions of “accelerated filer”, “large accelerated filer”, and “smaller reporting
company” in Rule 12b-2 of the Exchange Act. Check one: Large accelerated filer p Accelerated filer ~
Non-accelerated filer © (Do not check if a smaller reporting company) Smaller reporting company

Indicate by check mark whether the registrant is a shell company (as defined in Rule 12b-2 of the Exchange

Act). Yes © No p

There were 232,112,145 Class A shares, and 726,328,912 Class B shares, with a par value of $0.01 per share,
outstanding at July 20, 2012.
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PART I. FINANCIAL INFORMATION

Cautionary Statement About Forward-Looking Statements

This report includes certain “forward-looking statements” within the meaning of the Private Securities Litigation
Reform Act of 1995. Statements in the future tense, and all statements accompanied by terms such as “believe,” “project,”
“expect,” “estimate,” “assume,” “intend,” “anticipate,” “target,” “plan,” and variations thereof and similar terms are intended tc
forward-looking statements. We intend that all forward-looking statements we make will be subject to safe harbor
protection of the federal securities laws pursuant to Section 27A of the Securities Act of 1933 and Section 21E of the
Securities Exchange Act of 1934.

Our disclosure and analysis in this report, in our Annual Report on Form 10-K for the year ended December 31, 2011
and in our other filings with the Securities and Exchange Commission contain some forward-looking statements
regarding our intent, belief and current expectations about our strategic direction, prospects and future results. From
time to time, we also provide forward-looking statements in other materials we release as well as oral forward-looking
statements. Such statements give our current expectations or forecasts of future events; they do not relate strictly to
historical or current facts. Management believes that these forward-looking statements are reasonable as and when
made. However, caution should be taken not to place undue reliance on any such forward-looking statements because
such statements speak only as of the date when made.

Forward-looking statements are subject to certain risks and uncertainties that could cause actual results to differ
materially from our historical experience and our present expectations or anticipated results. These risks and
uncertainties are described in Part I, “Item 1A. Risk Factors” of our Annual Report on Form 10-K for the year ended
December 31, 2011 and may also be described from time to time in our future reports filed with the Securities and
Exchange Commission. You should consider the limitations on, and risks associated with, forward-looking statements
and not unduly rely on the accuracy of predictions contained in such forward-looking statements. We do not undertake
any obligation to update forward-looking statements to reflect events, circumstances, changes in expectations, or the
occurrence of unanticipated events after the date of those statements.

LR T3 29 ¢
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Item 1. Financial Statements

UNITED PARCEL SERVICE, INC. AND SUBSIDIARIES
CONSOLIDATED BALANCE SHEETS

June 30, 2012 (unaudited) and December 31, 2011

(In millions)

ASSETS

Current Assets:

Cash and cash equivalents

Marketable securities

Accounts receivable, net

Deferred income tax assets

Other current assets

Total Current Assets

Property, Plant and Equipment, Net

Goodwill

Intangible Assets, Net

Non-Current Investments and Restricted Cash
Other Non-Current Assets

Total Assets

LIABILITIES AND SHAREOWNERS’ EQUITY
Current Liabilities:

Current maturities of long-term debt and commercial paper
Accounts payable

Accrued wages and withholdings

Self-insurance reserves

Income taxes payable

Other current liabilities

Total Current Liabilities

Long-Term Debt

Pension and Postretirement Benefit Obligations
Deferred Income Tax Liabilities

Self-Insurance Reserves

Other Non-Current Liabilities

Shareowners’ Equity:

Class A common stock (235 and 240 shares issued in 2012 and 2011)
Class B common stock (725 and 725 shares issued in 2012 and 2011)
Additional paid-in capital

Retained earnings

Accumulated other comprehensive loss

Deferred compensation obligations

Less: Treasury stock (2 shares in 2012 and 2011)
Total Equity for Controlling Interests

Total Equity for Non-Controlling Interests

Total Shareowners’ Equity

Total Liabilities and Shareowners’ Equity

June 30,
2012

$6,718
604
5,541
593
1,246
14,702
17,597
2,147
620
304
1,807
$37,177

$1,911
2,046
1,780
779
390
1,494
8,400
11,112
5,425
1,778
1,878
859

3

7
10,827
(3,192
76

(76
7,645
80
7,725
$37,177

December 31,
2011

$3,034
1,241
6,246
611
1,152
12,284
17,621
2,101
585
303
1,807
$34,701

$33
2,300
1,843
781
146
1,411
6,514
11,095
5,505
1,900
1,806
773

3

7
10,128
(3,103
88

(88
7,035
73
7,108
$34,701

)
)
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UNITED PARCEL SERVICE, INC. AND SUBSIDIARIES

STATEMENTS OF CONSOLIDATED INCOME

(In millions, except per share amounts)

(unaudited)

Revenue

Operating Expenses:
Compensation and benefits
Repairs and maintenance
Depreciation and amortization
Purchased transportation
Fuel

Other occupancy

Other expenses

Total Operating Expenses
Operating Profit

Other Income and (Expense):
Investment income

Interest expense

Total Other Income and (Expense)

Income Before Income Taxes
Income Tax Expense

Net Income

Basic Earnings Per Share
Diluted Earnings Per Share

STATEMENTS OF CONSOLIDATED COMPREHENSIVE INCOME

(In millions)
(unaudited)

Net income

Change in foreign currency translation adjustment, net of tax
Change in unrealized gain (loss) on marketable securities, net of

tax

Change in unrealized gain (loss) on cash flow hedges, net of tax
Change in unrecognized pension and postretirement benefit costs

net of tax
Comprehensive income

See notes to unaudited consolidated financial statements.

3

Three Months Ended Six Months Ended
June 30, June 30,
2012 2011 2012 2011
$13,349 $13,191 $26,485 $25,773
6,747 6,636 13,582 13,198
303 317 605 632
459 443 918 884
1,733 1,762 3,450 3,410
1,014 1,057 2,039 1,965
213 225 450 486
1,090 1,006 2,082 1,981
11,559 11,446 23,126 22,556
1,790 1,745 3,359 3,217
6 9 12 20
(92 (83 (186 ) (168
(86 (74 (174 ) (148
1,704 1,671 3,185 3,069
588 579 1,099 1,062
$1,116 $1,092 $2,086 $2,007
$1.16 $1.11 $2.17 $2.03
$1.15 $1.09 $2.15 $2.01
Three Months Ended Six Months Ended
June 30, June 30,
2012 2011 2012 2011
$1,116 $1,092 $2,086 $2,007
(158 (67 ) 132
2 ) 1 7
(43 ) (84 ) (68
> 27 61 102
$944 $1,138 $1,997 $2,166
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UNITED PARCEL SERVICE, INC. AND SUBSIDIARIES
STATEMENTS OF CONSOLIDATED CASH FLOWS
(In millions)

(unaudited)

Six Months Ended

June 30,

2012 2011
Cash Flows From Operating Activities:
Net income $2,086 $2,007
Adjustments to reconcile net income to net cash from operating activities:
Depreciation and amortization 918 884
Pension and postretirement benefit expense 473 419
Pension and postretirement benefit contributions (450 ) (1,296
Self-insurance reserves 70 42
Deferred taxes, credits and other (148 ) 242
Stock compensation expense 295 272
Other (gains) losses 115 91
Changes in assets and liabilities, net of effect of acquisitions:
Accounts receivable 490 185
Other current assets (50 ) 105
Accounts payable (163 ) (23
Accrued wages and withholdings 34 ) 169
Other current liabilities 304 221
Other operating activities (56 ) 4
Net cash from operating activities 3,850 3,314
Cash Flows From Investing Activities:
Capital expenditures (949 ) (951
Proceeds from disposals of property, plant and equipment 32 22
Purchases of marketable securities (1,940 ) (2,306
Sales and maturities of marketable securities 2,604 2,208
Net decrease in finance receivables 42 81
Cash paid for business acquisitions (100 ) —
Other investing activities 4 (123
Net cash used in investing activities (307 ) (1,069
Cash Flows From Financing Activities:
Net change in short-term debt 1,877 1,172
Proceeds from long-term borrowings 4 169
Repayments of long-term borrowings 8 ) (179
Purchases of common stock (885 ) (1,052
Issuances of common stock 194 163
Dividends (1,068 ) (1,007
Other financing activities 44 (237
Net cash provided by (used in) financing activities 158 971
Effect Of Exchange Rate Changes On Cash And Cash Equivalents 17 ) 47
Net Increase In Cash And Cash Equivalents 3,684 1,321
Cash And Cash Equivalents:
Beginning of period 3,034 3,370

End of period $6,718 $4,691
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UNITED PARCEL SERVICE, INC. AND SUBSIDIARIES

NOTES TO UNAUDITED CONSOLIDATED FINANCIAL STATEMENTS

NOTE 1. BASIS OF PRESENTATION

Principles of Consolidation

In our opinion, the accompanying interim, unaudited, consolidated financial statements have been prepared in
accordance with accounting principles generally accepted in the United States for interim financial information and
with the instructions to Form 10-Q and Rule 10-01 of Regulation S-X. These consolidated financial statements contain
all adjustments (consisting of normal recurring accruals) necessary to present fairly our financial position as of

June 30, 2012, our results of operations for the three and six months ended June 30, 2012 and 2011, and cash flows for
the six months ended June 30, 2012 and 2011. The results reported in these consolidated financial statements should
not be regarded as necessarily indicative of results that may be expected for the entire year. The interim consolidated
financial statements should be read in conjunction with the audited consolidated financial statements and notes thereto
included in our Annual Report on Form 10-K for the year ended December 31, 2011.

For interim consolidated financial statement purposes, we provide for accruals under our various employee benefit
plans and self-insurance reserves for each three month period based on one quarter of the estimated annual expense.
Certain prior year amounts have been reclassified to conform to the current year presentation. These reclassifications
had no impact on our financial position or results of operations.

Fair Value of Financial Instruments

The carrying amounts of our cash and cash equivalents, accounts receivable, finance receivables and accounts payable
approximate fair value as of June 30, 2012. The fair values of our investment securities are disclosed in Note 4, our
short and long-term debt in Note 8 and our derivative instruments in Note 13. We utilized Level 1 inputs in the fair
value hierarchy of valuation techniques to determine the fair value of our cash and cash equivalents, and Level 2
inputs to determine the fair value of our accounts receivable, finance receivables and accounts payable.

Accounting Estimates

The preparation of the accompanying interim, unaudited, consolidated financial statements requires management to
make estimates and judgments that affect the reported amounts of assets and liabilities and the disclosure of
contingencies at the date of the consolidated financial statements, as well as the reported amounts of revenues and
expenses during the reporting period. Estimates have been prepared on the basis of the most current and best
information and actual results could differ materially from those estimates.

Change in Accounting Methodology

As described in our Annual Report on Form 10-K for the year ended December 31, 2011, we elected to change our
accounting methodologies for recognizing expense for our company-sponsored U.S. and international pension and
other postretirement benefit plans. The impact of these changes in our accounting methodologies was reported through
retrospective application of the new policies to all periods presented. Accordingly, all relevant information as of, and
for the quarter and year-to-date periods ended, June 30, 2011 has been adjusted to reflect the application of the new
policies.

NOTE 2. RECENT ACCOUNTING PRONOUNCEMENTS

Adoption of New Accounting Standards

In May 2011, the Financial Accounting Standards Board ("FASB") issued an Accounting Standards Update to
disclosure requirements for fair value measurement. These amendments, which became effective for us in the first
quarter of 2012, result in a common definition of fair value and common measurement and disclosure requirements
between U.S. GAAP and IFRS. Consequently, the amendments change some fair value measurement principles and
disclosure requirements. The implementation of this amended accounting guidance had an immaterial impact on our
consolidated financial position and results of operations.

5
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UNITED PARCEL SERVICE, INC. AND SUBSIDIARIES
NOTES TO UNAUDITED CONSOLIDATED FINANCIAL STATEMENTS

In June 2011, the FASB issued an Accounting Standards Update that increases the prominence of items reported in
other comprehensive income in the financial statements. This update requires companies to present comprehensive
income in a single statement below net income or in a separate statement of comprehensive income immediately
following the income statement. This requirement became effective for us beginning with the first quarter of 2012,
and we have included the required presentation in all applicable filings since that date.

Other accounting pronouncements adopted during the periods covered by the consolidated financial statements had an
immaterial impact on our consolidated financial position and results of operations.

Accounting Standards Issued But Not Yet Effective

Accounting pronouncements issued, but not effective until after June 30, 2012, are not expected to have a significant
impact on our consolidated financial position or results of operations.

NOTE 3. STOCK-BASED COMPENSATION

We issue employee share-based awards under the UPS Incentive Compensation Plan, which permits the grant of
nonqualified stock options, incentive stock options, stock appreciation rights, restricted stock, performance shares,
performance units and management incentive awards to eligible employees. The primary compensation programs
offered under the UPS Incentive Compensation Plan include the UPS Management Incentive Award program, the
UPS Long-Term Incentive Performance Award program and the UPS Stock Option program. We also maintain an
employee stock purchase plan which allows eligible employees to purchase shares of UPS class A common stock at a
discount. Additionally, our matching contributions to the primary employee defined contribution plan are made in
shares of UPS class A common stock.

Compensation Program Changes

Effective January 1, 2011, we modified certain components of our management compensation programs for future
award grants, as follows:

We eliminated our Long-Term Incentive program, and incorporated the value of the award into our Management
Incentive Award program. The combined award is referred to as the Management Incentive Award program.
Previously, the restricted stock units granted under the Management Incentive Award program were granted in the
fourth quarter of each year, while the restricted performance units granted under the Long-Term Incentive program
were granted in the second quarter of each year (restricted stock units and restricted performance units are referred to
as “Restricted Units”). Prospectively, Restricted Units granted under the modified Management Incentive Award will
generally be granted in the first quarter of each year.

Management Incentive Award

During 2012, we granted Restricted Units under the Management Incentive Award program to eligible management
employees. Restricted Units under the Management Incentive Award program will generally vest over a five-year
period with approximately 20% of the award vesting on January 15th of each of the years following the grant date
(except in the case of death, disability, or retirement, in which case immediate vesting occurs). The entire grant is
expensed on a straight-line basis over the requisite service period. Based on the dates that the eligible management
population and performance targets were approved for the Management Incentive Award program, we determined the
award measurement dates to be February 6, 2012 (for U.S.-based employees) and April 2, 2012 (for
internationally-based employees); therefore, the Restricted Unit grants were valued for stock compensation expense
purposes using the closing New York Stock Exchange price of $76.92 and $80.67 on those dates, respectively.

As discussed in the Compensation Program Changes, we eliminated our Long-Term Incentive program and
incorporated the value of the award into our Management Incentive Award program, beginning with the 2012 awards.
Accordingly, no award was granted under the Long-Term Incentive program during 2012. During the second quarter
of 2011, we granted 1.6 million Restricted Units at a grant price of $74.25 related to eligible management employees
under the former UPS Long-Term Incentive program.

11
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UNITED PARCEL SERVICE, INC. AND SUBSIDIARIES
NOTES TO UNAUDITED CONSOLIDATED FINANCIAL STATEMENTS

Long-Term Incentive Performance Award

During the first quarter of 2012, we also granted target Restricted Units under the UPS Long-Term Incentive
Performance Award program to eligible management employees. Of the total 2012 target award, 90% of the target
award will be divided into three substantially equal tranches, one for each calendar year in the three-year award cycle
from 2012 to 2014, using performance criteria targets established each year. For 2012, those targets consist of
consolidated operating return on invested capital and growth in consolidated revenue. The remaining 10% of the total
2012 target award will be based upon our achievement of adjusted earnings per share in 2014 compared to a target
established at the grant date.

The number of Restricted Units earned each year will be the target number adjusted for the percentage achievement of
performance criteria targets for the year. The percentage of achievement used to determine the Restricted Units earned
may be a percentage less than or more than 100% of the target Restricted Units for each tranche. Based on the date
that the eligible management population and performance targets were approved for the 2012 performance tranches,
we determined the award measurement date to be March 1, 2012; therefore the target Restricted Units grant was
valued for stock compensation expense purposes using the closing New York Stock Exchange price of $76.89 on that
date.

Nonqualified Stock Options

Historically, awards granted under the UPS Stock Option program were granted during the second quarter of each
year to a limited group of eligible senior management employees. Stock option awards generally vest over a five-year
period with approximately 20% of the award vesting at each anniversary date of the grant (except in the case of death,
disability, or retirement, in which case immediate vesting occurs). The options granted will expire ten years after the
date of the grant. In the first quarter of 2012, we granted 0.2 million stock options at a weighted average grant price of
$76.94. In the second quarter of 2011, we granted 0.2 million stock options at a grant price of $74.25. The weighted
average fair value of our employee stock options granted, as determined by the Black-Scholes valuation model, was
$14.88 and $15.92 for 2012 and 2011 respectively, using the following assumptions:

2012 2011
Expected life (in years) 7.5 7.5
Risk-free interest rate 1.63 % 2.90 %
Expected volatility 25.06 % 24.26 %
Expected dividend yield 2.77 % 2.77 %

Compensation expense for share-based awards recognized in net income for the three months ended June 30, 2012 and
2011 was $133 and $152 million pre-tax, respectively. Compensation expense for share-based awards recognized in
net income for the six months ended June 30, 2012 and 2011 was $295 and $272 million pre-tax, respectively.

13
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UNITED PARCEL SERVICE, INC. AND SUBSIDIARIES

NOTES TO UNAUDITED CONSOLIDATED FINANCIAL STATEMENTS

NOTE 4. INVESTMENTS AND RESTRICTED CASH
The following is a summary of marketable securities classified as available-for-sale as of June 30, 2012 and

December 31, 2011 (in millions):

June 30, 2012

Current marketable securities:

U.S. government and agency debt securities
Mortgage and asset-backed debt securities
Corporate debt securities

U.S. state and local municipal debt securities
Other debt and equity securities

Total marketable securities

December 31, 2011

Current marketable securities:

U.S. government and agency debt securities
Mortgage and asset-backed debt securities
Corporate debt securities

U.S. state and local municipal debt securities
Other debt and equity securities

Total marketable securities

Auction Rate Securities

Cost

$189
181
199
15

$593

Cost

$184
188
835

15

10
$1,232

Unrealized
Gains

$11

Unrealized
Gains

$12

Unrealized
Losses

Unrealized
Losses

$—
(1
2

$3

Estimated
Fair Value

$192
184
203
15
10
$604

Estimated
Fair Value

$187
191
837
15

11

) $1,241

During the first quarter 2011, we sold all remaining investments in auction rate securities, which had been classified
as non-current marketable securities. These sales did not have a material impact on our statement of consolidated

income.

Investment Other-Than-Temporary Impairments

We have concluded that no other-than-temporary impairment losses existed as of June 30, 2012. In making this
determination, we considered the financial condition and prospects of the issuers, the magnitude of the losses
compared with the investments’ cost, the length of time the investments have been in an unrealized loss position, the
probability that we will be unable to collect all amounts due according to the contractual terms of the securities, the
credit rating of the securities and our ability and intent to hold these investments until the anticipated recovery in

market value occurs.
Maturity Information

The amortized cost and estimated fair value of marketable securities at June 30, 2012, by contractual maturity, are
shown below (in millions). Actual maturities may differ from contractual maturities because the issuers of the

securities may have the right to prepay obligations without prepayment penalties.

Due in one year or less

Due after one year through three years
Due after three years through five years
Due after five years

Cost

$32
219
53

287
591

Estimated
Fair Value
$33

220

54

295

602

14
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NOTES TO UNAUDITED CONSOLIDATED FINANCIAL STATEMENTS

Non-Current Investments and Restricted Cash

We had $286 million of restricted cash related to our self-insurance requirements as of June 30, 2012 and

December 31, 2011, which is reported in “Non-Current Investments and Restricted Cash” on the consolidated balance
sheets.

At June 30, 2012 and December 31, 2011 we held an $18 and $17 million, respectively, investment in a variable life
insurance policy to fund benefits for the UPS Excess Coordinating Benefit Plan. This investment is classified as
“Non-Current Investments and Restricted Cash” in the consolidated balance sheets with the quarterly change in
investment value recognized in the statements of consolidated income.

Fair Value Measurements

Marketable securities utilizing Level 1 inputs include active exchange-traded equity securities and equity index funds,
and most U.S. Government debt securities, as these securities all have quoted prices in active markets. Marketable
securities utilizing Level 2 inputs include asset-backed securities, corporate bonds and municipal bonds. These
securities are valued using market corroborated pricing, matrix pricing or other models that utilize observable inputs
such as yield curves.

We maintain holdings in certain investment partnerships that are measured at fair value utilizing Level 3 inputs
(classified as “other investments” in the tables below, and as “Other Non-Current Assets” in the consolidated balance
sheets). These partnership holdings do not have quoted prices, nor can they be valued using inputs based on
observable market data. These investments are valued internally using a discounted cash flow model based on each
partnership’s financial statements and cash flow projections. The significant unobservable inputs used in the fair value
measurement of the investment partnerships are state and federal tax credits provided by each partnership, tax benefits
from investment losses and tax benefits on interest expense. Significant increases or decreases in any of these inputs in
isolation would result in changes in the fair value measurement.

The following table presents information about our investments measured at fair value on a recurring basis as of

June 30, 2012 and December 31, 2011, and indicates the fair value hierarchy of the valuation techniques utilized to
determine such fair value (in millions):

Quoted Prices

in Active L Significant

Markets for Significant Other Ur%observable

. Observable Inputs Balance

Identical (Level 2) Inputs

Assets (Level 3)

(Level 1)
June 30, 2012
Marketable Securities:
U.S. government and agency debt securities $192 $— $— $192
Mortgage and asset-backed debt securities — 184 — 184
Corporate debt securities — 203 — 203
U.S. state and local municipal debt securities — 15 — 15
Other debt and equity securities — 10 — 10
Total marketable securities 192 412 — 604
Other investments 18 — 190 208
Total $210 $412 $190 $812
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UNITED PARCEL SERVICE, INC. AND SUBSIDIARIES

NOTES TO UNAUDITED CONSOLIDATED FINANCIAL STATEMENTS

Quoted Prices
in Active
Markets for
Identical
Assets
(Level 1)

December 31, 2011

Marketable Securities:

U.S. government and agency debt securities $187

Mortgage and asset-backed debt securities —

Corporate debt securities —

U.S. state and local municipal debt securities —

Other debt and equity securities —

Total marketable securities 187

Other investments 17

Total $204

months ended June 30, 2012 and 2011 (in millions):

Balance on April 1, 2012

Transfers into (out of) Level 3

Net realized and unrealized gains (losses):

Included in earnings (in investment income)

Included in accumulated other comprehensive income (pre-tax)
Purchases

Sales

Balance on June 30, 2012

Balance on April 1, 2011

Transfers into (out of) Level 3

Net realized and unrealized gains (losses):

Included in earnings (in investment income)

Included in accumulated other comprehensive income (pre-tax)
Purchases

Sales

Balance on June 30, 2011

10

Significant Other
Observable Inputs

(Level 2)

$—

191
837
15
11

1,054

$ 1,054
The following table presents the changes in the above Level 3 instruments measured on a recurring basis for the three

Marketable
Securities
$—

$—

Marketable
Securities
$—

Significant

Unobservable

Inputs
(Level 3)

217
$217

Other
Investments
$204

(14

$190

Other
Investments
$254

(14

$240

Balance

$187
191
837

15

11
1,241
234
$1,475

Total
$204

) (14

$190

Total
$254

) (14

$240

17



Edgar Filing: UNITED PARCEL SERVICE INC - Form 10-Q

Table of Contents
UNITED PARCEL SERVICE, INC. AND SUBSIDIARIES

NOTES TO UNAUDITED CONSOLIDATED FINANCIAL STATEMENTS

The following table presents the changes in the above Level 3 instruments measured on a recurring basis for the six

months ended June 30, 2012 and 2011 (in millions):

Balance on January 1, 2012

Transfers into (out of) Level 3

Net realized and unrealized gains (losses):

Included in earnings (in investment income)

Included in accumulated other comprehensive income (pre-tax)
Purchases

Sales

Balance on June 30, 2012

Balance on January 1, 2011

Transfers into (out of) Level 3

Net realized and unrealized gains (losses):

Included in earnings (in investment income)

Included in accumulated other comprehensive income (pre-tax)
Purchases

Sales

Balance on June 30, 2011

Marketable
Securities
$—

Marketable
Securities
$138

(138
$—

Other
Investments
$217

(27 )

$190
Other

Investments
$267

$240

Total
$217

(27 )

$190

Total
$405

(27 )

(138 )
$240

There were no transfers of investments between Level 1 and Level 2 during the three and six months ended June 30,

2012 and 2011.
NOTE 5. PROPERTY, PLANT AND EQUIPMENT

Property, plant and equipment as of June 30, 2012 and December 31, 2011 consist of the following (in millions):

Vehicles

Aircraft

Land

Buildings

Building and leasehold improvements
Plant equipment

Technology equipment

Equipment under operating leases
Construction-in-progress

Less: Accumulated depreciation and amortization

11

2012
$5,898
15,050
1,101
3,092
2,987
6,861
1,659
78

376
37,102
(19,505 )
$17,597

2011
$5,981
14,616
1,114
3,095
2,943
6,803
1,593
93

303
36,541
(18,920 )
$17,621
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NOTE 6. EMPLOYEE BENEFIT PLANS
Information about net periodic benefit cost for our company-sponsored pension and postretirement benefit plans is as
follows for the three and six months ended June 30, 2012 and 2011 (in millions):

U.S. Pension Benefits

U.S. Postretirement

International

Medical Benefits Pension Benefits

2012 2011 2012 2011 2012 2011
Three Months Ended June 30:
Service cost $250 $218 $22 $22 $14 $9
Interest cost 352 327 52 52 10 10
Expected return on assets (493 ) (489 ) (5 4 ) (12 ) (11
Amortization of:
Transition obligation — — — — — —
Prior service cost 44 43 1 2 — —
Other net (gain) loss — 29 — — — 1
Actuarial (gain) loss — — — — — —
Net periodic benefit cost $153 $128 $70 $72 $12 $9

. ) U.S. Postretirement International

U.S. Pension Benefits Medical Benefits Pension Benefits

2012 2011 2012 2011 2012 2011
Six Months Ended June 30:
Service cost $499 $436 $44 $44 $29 $18
Interest cost 705 654 104 104 21 20
Expected return on assets (985 ) (978 ) 9 ) (8 ) (24 ) (22
Amortization of:
Transition obligation — — — — — —
Prior service cost 87 86 2 4 — —
Other net (gain) loss — 59 — — — 2
Actuarial (gain) loss — — — — — —
Net periodic benefit cost $306 $257 $141 $144 $26 $18

During the first six months of 2012, we contributed $394 million and $56 million to our company-sponsored pension
and postretirement medical benefit plans, respectively. We also expect to contribute $33 and $415 million over the
remainder of the year to the pension and U.S. postretirement medical benefit plans, respectively.

As of December 31, 2011, we had approximately 245,000 employees employed under a national master agreement
and various supplemental agreements with local unions affiliated with the International Brotherhood of Teamsters
(“Teamsters”). These agreements run through July 31, 2013. We have approximately 2,700 pilots who are employed
under a collective bargaining agreement with the Independent Pilots Association, which became amendable at the end
of 2011. Our airline mechanics are covered by a collective bargaining agreement with Teamsters Local 2727, which
runs through November 1, 2013. In addition, approximately 3,200 of our ground mechanics who are not employed
under agreements with the Teamsters are employed under collective bargaining agreements with the International
Association of Machinists and Aerospace Workers (“IAM”). Our agreement with the IAM runs through July 31, 2014.

12
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We contribute to a number of multiemployer defined benefit and health and welfare plans under terms of collective
bargaining agreements that cover our union-represented employees. Our current collective bargaining agreements set
forth the annual contribution increases allotted to the plans that we participate in, and we are in compliance with these
contribution rates. These limitations will remain in effect throughout the terms of the existing collective bargaining
agreements.
NOTE 7. GOODWILL AND INTANGIBLE ASSETS
The following table indicates the allocation of goodwill by reportable segment as of June 30, 2012 and December 31,
2011 (in millions):

U.S. Domestic International ~ Supply Chain &

Package Package Freight Consolidated
December 31, 2011: $— $361 $1,740 $2,101
Acquired — 67 — 67
Currency / Other — 4 ) (17 ) (21 )
June 30, 2012: — $424 $1,723 $2,147

The increase in goodwill in the International Package segment was due to the February 2012 acquisition of Kiala S.A.,
a firm based in Brussels that provides e-commerce retailers a platform to offer delivery options to consumers. The
purchase price allocation was not complete as of June 30, 2012 and therefore adjustments to the recorded amount of
goodwill may occur prior to the one year anniversary of the acquisition. The remaining decrease in goodwill for both
the International Package and Supply Chain & Freight segments was due to the impact of the strengthening
U.S. Dollar on the translation of non-U.S. Dollar goodwill balances.
The following is a summary of intangible assets as of June 30, 2012 and December 31, 2011 (in millions):

Gross Carrying Accumulated  Net Carrying

Amount Amortization  Value
June 30, 2012:
Trademarks, licenses, patents, and other $186 $(75 ) $111
Customer lists 128 (72 ) 56
Franchise rights 111 (61 ) 50
Capitalized software 2,106 (1,703 ) 403
Total Intangible Assets, Net $2,531 $(1,911 ) $620
December 31, 2011:
Trademarks, licenses, patents, and other $146 $(54 ) $92
Customer lists 120 (66 ) 54
Franchise rights 109 (58 ) 51
Capitalized software 2,014 (1,626 ) 388
Total Intangible Assets, Net $2,389 $(1,804 ) $585
13
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NOTE 8. DEBT AND FINANCING ARRANGEMENTS
The carrying value of our outstanding debt as of June 30, 2012 and December 31, 2011 consists of the following (in
millions):

Maturity 2012 2011
Commercial paper 2012 $1,874 $—
4.50% senior notes 2013 1,766 1,778
3.875% senior notes 2014 1,044 1,050
5.50% senior notes 2018 850 841
5.125% senior notes 2019 1,137 1,119
8.375% debentures 2020 512 504
3.125% senior notes 2021 1,656 1,641
8.375% debentures 2030 284 284
6.20% senior notes 2038 1,480 1,480
4.875% senior notes 2040 489 489
Floating rate senior notes 2049-2053 376 376
Facility notes and bonds 2015-2036 320 320
Pound Sterling notes 2031/2050 774 777
Capital lease obligations 2012-3004 457 469
Other debt 2022 4 —
Total Debt 13,023 11,128
Less: Current Maturities (1,911 ) (33 )
Long-term Debt $11,112 $11,095

Debt Classification

We have classified our 4.50% senior notes with a principal balance of $1.750 billion due in January 2013 as a
long-term liability, based on our intent and ability to refinance the debt as of June 30, 2012.

Sources of Credit

We are authorized to borrow up to $10.0 billion under the U.S. commercial paper program we maintain. We had
$1.775 billion outstanding under this program as of June 30, 2012, with an average interest rate of 0.07%. We also
maintain a European commercial paper program under which we are authorized to borrow up to €1.0 billion in a variety
of currencies. As of June 30, 2012, we had CNY 630 million (equivalent to $99 million) outstanding under this
program, with an average interest rate of 2.17%. As of June 30, 2012, we have classified the entire commercial paper
balance as a current liability in our consolidated balance sheets.

We maintain two credit agreements with a consortium of banks. One of these agreements provides revolving credit
facilities of $1.5 billion, and expires on April 11, 2013. Generally, amounts outstanding under this facility bear
interest at a periodic fixed rate equal to LIBOR for the applicable intere