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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. 
	1. There are some expenses that 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'? 
When we compute the profits, we match all income against the costs that were incurred to generate that income, despite of whether funds were used in the current period or not. Profits do not measure the current amount of funds accessible with the business. So, to calculate the amount of actual funds accessible, we have to combine all of those costs to the profits that did not include use of funds in the current period. Depreciation is a sample of such an expense.
Other examples:
-business activity/operations generated funds i.e. profit plus depreciation and any other amortization,
-sale of non-actual resources,
-existing surplus working capital.
Cash flow statements will take into only that amount of cash that actually flowed in or out of the business. That is why we take off interest incomes to the profit because they usually contain the accruals and we add back interest expenses.

2. Why a company with very high net profits can still be in cash flow problems? List and explain three main reasons using examples.
Just because a company is profitable on paper doesn't mean it can pay its debts. Small business owners make in their accounting involves poor cash flow planning, which can lead to financial problems even when sales are good. The main causes of cash flow problems can be low profits or (worse) losses. Over-investment in capacity and too much stock. The importance of having cash can be highlighted by the fact that even a productive company can get into critically problem if it is unable to fulfill its cash requirements on time. Sometimes also dividends and equity investments are not shown – maybe company just bought another company. Net income is the profit a company has earned for a period, while cash flow from operating activities measures, in part, the cash going in and out during a company's day-to-day operations. Net income is the starting point in calculating cash flow from operating activities.

3. 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 business because it is essential to a company's fundamental financial health and operational success as a business. It divides current assets by current liabilities, indicates whether a company has adequate cash flow to cover short-term debts and expenses. A business has the option of meeting its obligations and liabilities with cash or cheque. Electricity bills, taxes, cash dividends, and creditors cannot be paid through net profit, therefore, the business must possess actual cash to meet these commitments.

Tree major sources of cash inflow:
1. Operating activities - the first of the major sources of cash inflows, refers to the normal activities of a business, such as the sale of inventory or payments made to employees.
2. Investing activities – these are expenditures on business investments, such as new equipment or a new plot of land to use in a construction project. Investing activities support a company without contributing to the normal course of business.
3. Financing activities – these are business procedures that earn or expend cash on financial transactions, such as bank loans or stock sales. Financing activities are generally the smallest category on a statement of cash flows.
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