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Explanation of Statement of Cash Flows

The statement of cash flows provides an explanation of the changes that have occurred in a firm’s cash balance for a specific period of time.  Cash receipts and cash payments are classified into three basic elements:

1. Cash from Operating Activities – Generally these are non-cash transactions or events that enter into the determination of the Postal Service’s net income or loss.

2. Cash from Investing Activities – These are generally cash inflows or outflows from the purchase or sale of capital property

3. Cash from Financing Activities – These cash flows are generated from borrowing activities.

The Postal Service’s statement of cash flows begins with the net income or loss provided by the results of the Income Statement.  The net income or loss is then adjusted in the section Cash from Operating Activities, to account for transactions that did not result in the use of cash.  For example, the depreciation expense is included in the Income Statement and is a factor in the development of the net income or loss.  However, there is no cash used to pay the depreciation expense, therefore the expense is a generator of cash and is reflected as a positive.  The sum of all the non-cash transactions results in a positive or negative use of cash in operating activities.  
The next element is the generation or use of cash in investing activities.  For the Postal Service this is basically the payment of bills for capital commitments and the infusion of cash from the sale of property and/or equipment.  

Finally, the generation or use of cash from financing activities is generally the result of borrowing activities of the Postal Service reflecting the net increase in total debt and the payments for capital leases.  
The additions of the three elements of cash will determine the net increase or decrease in cash.  This net increase or decrease is added to the amount of cash carried over from the previous year and the result is the cash available at the end of the year.
The estimated cash flows developed utilized the information provided by the Postal Service in the Attachment 4 of the statement of Stephen J. Masse and from the Statement of Cash Flows found in the Form 10-K filings of the Postal Service for Fiscal Years 2007 and 2008.  No changes were made to any of the three components of the statement of cash flow, except for the estimated net income (Loss) from which the cash flows are determined.
The estimated net incomes or losses were based on the actual net losses reported by the Postal Service for Fiscal Years 2007 through 2009 and the estimated net losses for FY 2010 and 2011 before rates.  The adjusted net incomes or losses are derived by subtracting the annual expensed payments for the Postal Service Retiree Health Benefits Fund from the net losses reported or estimated by the Postal Service.  
Within the no Retiree Health Benefits payment scenario, the Commission assumed that the total debt of the Postal Service would remain at the level it was at the end of FY 2007, which was $4.2 billion.  In order to maintain that level, the line item showing the Increase/(Decrease) of Debt within the cash flows from financing activities line was maintained at zero for Fiscal Years 2008 through FY 2011.
