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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)  here:

1. There are some expenses which are included in profit and loss accounts but added back while preparing cash flow statements. List these expenses and explain with examples why these expenses should be added back while preparing cash flow statements.

Here are some of the examples: buildings, machinery, equipment, furniture, fixtures, computers, outdoor lighting, parking lots, cards – these are expenses that will not last forever and that wear off with time. During each accounting period a portion of the cost of these assets is being used up and that’s reported as depreciation expense.
Depreciation expense are added to profits in order to calculate the amount of actual funds available. When preparing the statement of cash flows using the net income figure taken from the income statement, we need to adjust that net income statement so that it is not reduced by depreciation expense – so we add it back.
Other examples are depletion expenses – they are similar to depreciation but mostly used in timber, mining and mineral oil industries. It reflects gradual exhaustion of natural resources like coal mines or oil fields.
We must also remember about amortization expenses such as copyrights, patents, taxi licenses or trademarks.


2. Why effective maintenance of working capital is necessary in a business? List and explain major
sources of inward cash flow in a business.

Effective maintenance of working capital is necessary in a business to make sure of the solid balance between growth, profitability and liquidity in the company. It’s also essential to a firm’s financial health and operational success as a business. Working capital plays an important role as a metric for how efficiently a company is operatinf and how finantially stable it is in a short term. It also indicates whether a company has adequate cash flow to cover short term debts and expenses.
Major sources of inward cash flow in a business are listed and explained below:
1. [bookmark: _GoBack]Operating Activities – these are normal activities of the business, such as sale of inventory or payments made to employees.
2. Investing Activities – these are related to business investments, such as new equipment or a new plot of land to use. They support the company without contributing to the normal course of business.
3. Financing Activities – these are procedures that earn or expend cash on financial transactions, such as bank loans or stock sales. This is generally the smallest category.
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