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Marking Criteria:
 We expect the learners to write minimum one well expressed point in three lines against each allocated mark. This means one needs to write 15 lines with 5 well expressed points to get high grades for a 5 marks question.
For high grades use examples and illustrations where appropriate.
 
	Please insert your completed assignment ( in word format)  he
Depreciation expense, depletion expense, amortization expense all three involve allocating the cost of a long term asset to an expense over the useful life of the asset. There is no cash involved. Depreciation expense is one of the expense which is included in profit and loss accounts but added back while preparing cash flow statements, because depreciation moves the cost of an asset to depreciation expense during the assets useful life. The movement doesn’t involve cash, also depreciation can reduce net profit and loss account, because we begin preparing the statement of cash flow using net profit figure taken from the profit and loss account we need to adjust the net profit figure that is not reduced by depreciation expense. To do this we add back the amount of the depreciation expense.


Example :          Peters co profit and loss account for the month ended April 30 2013.
                            
Sales                                   			4000
                            Less sales returns           _
                            Cost of goods sold		100
		Gross Profit					3900																								
                            Depreciation Expense                            		 50
                                                                        		 
                             Net profit                          			3850
                            


 Peters co.
                            Balance sheet as at 30 April 2013
                           

Capital         						 5500   



 Assets                                                   
                            Machinery                        			   1000             		 
                            Less depreciation                 		- 100           		  
                                                                             				  900
                             Current Assets
                             Cash                                     				  2000
                             Inventory                            				   3000
														Current Liabilities
                             Suppliers                               				  4000
									 5500
                                                                               
                          Peters co. Schedule of working capital
                      
Current Assets                                         5000
 Less current liabilities		          4000
 Working capital		         1000


2 A company with a very high net profit still can be in cash flow problem because current assets such as inventory, suppliers and prepaid expenses totals must be more than current liabilities in the ratio 2:1 The business must have some merchandise on stand by in the form of inventor in order to run its operations smoothly. The amount of stocks to be kept on which include regularity of supply and lead time for delivery .It is important of any business to have some inventory as well as non merchandise inventory like office and factory suppliers. Prepaid expense are those expense that are paid in advance of utilizing services e.g. rent and insurance. Business invest in prepaid expenses, suppliers and inventory to ensure unhindered business operation. The different between current assets and current liabilities is called working capital a company must have enough working capital to survive.

3 .Effective maintenance of working capital is necessary in the business because activity/operations generated funds, sale of non current assets and existing surplus working capital must determine whether the business has sufficient existing working capital or not the search for sources for finance must start from the business itself .Any leftover or excess working capital that the business might poses becomes the first internal source of finance. Every profitable activity of the business bring funds which is additional to working capital .We calculate profit by matching revenue against expense. Profit do not measure the actual amount of funds available with the business in order to calculate the amount of actual funds available we must add all those expenses to profit that did not involve use of funds in the current period.  
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