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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 illustrationdth s where appropriate. 

	1. There are some expense that are included in porfit and loss accounts but added back while preparing cash flow statements. List these expense and explain with examples ’why these expense should be added back while preparing cash flow’ ?
INITIAL INVESTMENT

The Balance Sheet of the company gives us a clear picture of exactly where the company has invested the money. 
CASH
A certain amount of cash is necessary to start up a business, although , it is diffcult to consider cash, in and of itself, as an investment. For example, if you are a retailer, you need to keep a certain amount of cash on hand just in case a customer does not have the exact amount of change. This is your investment in cash. Similarly, every employer and business owner must have cash to pay his employees and suppliers in time. Therefore, an investment in cash is important so that you have the money for day-to-day business requirements. The exact amount which should be kept as cash on hand depends on an estimate of cash inflows and outflows and the uncertainties related to them. The more a business is growing, the more the business has cash at its disposal.
RECEIVABLES

It is usually necessary for a business to make credit sales to customers. This is mostly because of market competiton and customs of trade. The business has to finance the cost of producing goods for the duration that it has provided credit to the customers, the company will finance its customer`s business to the extent that credit is granted. Bigger businesses have more debtors. It is important to note that financing debtors is not extended to all the sales that the business has made. It is only financing the cost of goods sold of the recivable or debtors in question.
INVENTORY, SUPPLIES,AND PREPAID EXPENSES

The business must have some merchandise on stand-by, in the form of inventory, in order to run its operations smoothly. The amount of stock to be kept depends on various factors, which include regularity of supply and lead time for delivery. It is important for any business to have some merchandise related inventory as well as non-merchandise inventory like office and factory supplies. Prepaid expense are those expenses that are paid in advance of utilisingws1qa service, such as, rent, insurance, etc. Therefore, it can be concluded that a business invests in prepaid expenses, supplies, and inventory to ensure unhindered business operations.
DETERMINIING WORKING CAPITAL REQUIREMENTS

An understanding of capital and how it is financed is important to get more information about how funds flow through a business. The first step is to determine  the amount of working capital that is needed and then comparing it to the capital that exists with the business to get an idea of whether it is sufficient or in excess. Specific Techniques for Cash Management or Liquidity will not be applied, yet.
2.Why a company with very high net profits can still be in cash flow problem? List and exlain three main reasons using examples.
1) Profit and cash-flow are related financial measurements in accounting but they are not directly linked. Profit is a measure of an company's ongoing sustainability while cash-flow is a measure of the company's ability to pay its bills as they become due.
2) The cash-flow for a particular period is the closing cash balance arrived at after deducting the cash-out (paid) from the cash-in (received). Profit on the other hand, is the amount that remains after deducting from the revenue earned, the expenses incurred in earning that revenue.
3) Now in accounting, something is only expensed when the economic value is completely used up. But in any given period, an enterprise may have spent far more in cash than was actually expensed by the accounting system. i.e. the company buys 100 x $10 reams of paper to take advantage of a supplier's discount but only uses 50 reams during the financial reporting period.  So while the company outlays $1,000 in cash, it only expenses (uses up) $500 in the financial reporting period.
For example:

· A pre-payment of an expense like insurance would involve more cash-out than what was expensed.

· Investment in things like new equipment which would involve substantial cash-out but the equipment can only be expensed in accounting using depreciation (i.e. written off as an expense proportionally over its years of useful life)

· A loan repayment will impact significantly on your cash-out but only the interest component of the repayment will be deducted as an expense from the revenue to determine profits. (The principal component of the loan repayment reduces the company's liability but does not affect the profit)
3. Why effective maintenance of working capital is necessary in a business ? List and explain major sources of inward cash flow in a business.
 Proper management of working capital is essential to a company’s fundamental financial health and operational success as a business. A hallmark of good business management is the ability to utilize working capital management to maintain a solid balance between growth, profitability and liquidity.

A business uses working capital in its daily operations; working capital is the difference between a business' current assets and current liabilities or debts. Working capital serves as a metric for how efficiently a company is operating and how financially stable it is in the short-term. The working capital ratio, which divides current assets by current liabilities, indicates whether a company has adequate cash flow to cover short-term debts and expenses.

Working capital is a daily necessity for businesses, as they require a regular amount of cash to make routine payments, cover unexpected costs and purchase basic materials used in production of goods. Working capital is an easily understandable concept, as it is linked to an individual’s cost of living and, thus, can be understood in a more personal way. Individuals need to collect money they are owed and maintain a certain amount on a daily basis to cover day-to-day expenses, bills and other regular expenditures.

Working capital is a prevalent metric for the efficiency, liquidity and overall health of a company. It is a reflection of the results of various company activities, including revenue collection, debt management, inventory management and payments to suppliers. This is because it includes inventory, accounts payable and receivable, cash, portions of debt due within the period of a year and other short-term accounts.

The needs for working capital vary from industry to industry, and they can even vary among similar companies. This is due to several factors, including differences in collection and payment policies, the timing of asset purchases, the likelihood of a company writing off some of its past-due accounts receivable, and in some instances, capital-raising efforts a company is undertaking.

Internal sources
Before assessing the need for working capital, we must first detemine whether the business has sufficient existing working capital or not. Therefore, the search forfinance must begin from the business itself. Any leftover or excess working capital, that the business might possess, becomes the first nternal source of finance. Then, any non-curent asset can be useful in generating finance if it is disposed off.This however, is only a one-time source and cannot be regular source of funds.
The following possible sources of funds can be listed:

1) Business activity/operation generated funds i.e. profit plus depreciation and any other amortization;

2) Sale of non-current assets; and

3) Existing surplus working capital.
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