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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.
	1. [bookmark: _GoBack]Cash flow statement is used to report the cash generated and used during a trading period either for operating activities, investing activities, financing activities or other supplemental information. Cash coming in to the business is called cash inflow and money going out is called cash outflow.
Cash flow measures the sources and uses of cash over a period of time and income statement shows how the company is doing financially over a period of time.
Cash flow reveals is a company ca pay its bills from how the money is received and spend in a period. Profit and loss lists revenue brought into the business and total expenses paid out. The net profit or loss of the income statement can be used to calculate cash flow from the operation as a result linking the two financial statements.
Examples of expenses included in profit and loss account but added back while preparing a cash flow statement are:-

· Cash payments made to supplier: This is the payment made to supplier for purchase of goods such as raw materials, merchandise, inventories or other costs of sales used in the business to generate revenue. The payments can be made in the same period when the benefit is taken from the use of the goods or payment can be made in a later period and therefore accrued until the payment is made.
· Cash payments to employees: These are payroll expenses paid to the employees for the services rendered to the business as stipulated on the contract of service. Ie salary & Wages expenses.
· Taxes paid: Cash paid for income tax during a period can be calculated by adding a decrease in income tax payable to deducting an increase in income tax payable from the income tax expense shown in the income statement.
· Insurance premiums;- is the amount of money that the business pays for an insurance policy to keep the coverage active. E.g health insurance, car insurance etc.
· Taxes: Real estate taxes such as council tax that is paid on a monthly basis.
· Advertising costs:- operational cost paid for advertising the business. I.e. advertising on catalogues, newspaper or internet advertising.
· Repairs and Maintenance are the cost associated with the repair of equipment necessary for the business. 

2. A company with very high net profit can still be in cash flow problems in that this is based on managerial decision, its finance, policies and distribution of profits. It is important for the business to have sufficient cash to be able to meet cash requirements on time.
Poor cash planning, coordination and poor reporting can result to serious cash problems and inability to understand changes in business cash position as cash flow purely deals on cash movements only.
To derive to a company’s profitability, we focus on when revenue is earned and expenses are incurred and do not take into account when the cash is actually received. This methodology is known as accrual accounting and is based on matching principal. 
To determine a company’s cash flow, we focus on when cash is actually received or paid and the profit aspect of revenue and expenses is not considered.
Below are some examples which can result to cash flow problems:-

· -Pre-payment of an expense would require more cash out than what was expensed. Ie insurance company annual bill of 100K paid at the start the year would mean the company paying 100K upfront and packing the expense to a prepayment account them amortizing (100K divide by 12 months) 8.3K per month to the profit and loss expense.
-High Loan Repayment has a significant impact on cash out as only the interest of the repayment is deducted on the expense account of the Profit and Loss statement. The loan repayment reduces the liability but does not affect profitability of the business.
· -Bad Debt and poor Credit control system;- are the amounts owed by customers that cannot be recovered. This can cripple a business if the company does not have a process for collecting money owed by its customers. It is necessary for a company to conduct a credit check on their customers before offering credit facilities. If a company wants to take a business with poor credit record, you may want to take deposit upfront.
· Buying too much raw material and holding it as inventory. It’s better to purchase lesser but regular orders to manage the cash outflow.
· -Investment in Assets and Capital Expenditure including purchase of new equipment and replacement of fittings and fixtures which require substantial cash out and can only be expensed using depreciation- write off as an expense proportionally over its years of useful life.

To avoid cash problems, it is recommendable for a company to have a cash flow forecast. This will prepare the business owner to see and cash deficit and surplus and plan on how much cash will be required in order to survive.
Gaining insight into business and comparing actual goals to forecast can help to investigate discrepancies and dig further to understand what is going on.
The cash flow is necessary to make important decisions such as when to make a capital expenditure and when to cut on a particular expense.
The general principle of cash management is to speed up cash inflows and slow down cash outflows within reason as much as possible



3. Effective maintenance of working capital is necessary in a business as certain amount of cash is required in order to make regular payments, purchase materials/items for the use of production for the business as well as cover unexpected or emergency expenses.
It is important to ensure that money owed is collected and that a certain amount of money is available to cover the day to day running of the business.
Working capital helps to measure efficiency, liquidity and overall financial health of a business by measuring revenue collection, debt management, inventory management and payments to vendors/suppliers. 
It is important to have enough working capital to cover obligations and avoid insolvency and other legal troubles, liquidation of assets or bankruptcy.
A positive cash flow is an indication that a company is good financial health and brings financial and operation stability to a company. 
Cash flow helps to understand where a company’s cash comes from and how it is used. 
Sources of inflows of cash in cash flow statements are:-

· Operating activities;- This refers to the normal activities that generate revenue for the business. Ie. Sale of inventory or revenue generated from the services the business provides. In a hotel business, the revenue generating activities would come from Rooms revenue, Food & Beverage revenue generated from the restaurants and catering facilities in the hotel. 
Interest received from bank account and dividends received are sources of inflows in a cash statement.
· Accounts Receivable and collection from credit Accounts;- Billing regularly, chasing bad debt promptly and negotiating better payment terms.
· Investing activities;- Sale of property asset such as land and equipment contribute to the cash flow without contributing to the normal course of the business. 
· Financing activities;- These are activities that earn cash on financial transaction such as stock sales. 
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