









































B. USES OF CASH FLOW FORECASTS

The main uses of a contract cash flow forecast are

1.

At the pre~tender stage it enables managemer
the finance required and decide whether this

It enables project and company management t
effect on the cash position of changes during
of the contract, thus leading to better direct
contract and better company cash managemen

It 1s a means of building experience of cash :
for future use in pre-tender estimating.

The amount of finance "tied-up" in a project will vary from period to

At any point {n time, a contractor {s interested {n two separate amounts:

The difference between the total cash inflow and outflow up
to any point in the contract represents the amount of the
contractor's own finance tied up and is known as the "net
financial lock-up". This is indicated in Appendix Il by the

The “Gross" Financial Lock-unp

At any such point, there may be commitments to pay for
materials, labour and services which have not yet figured

These constitute additional finance provided by suppliers and
other creditors which, together with the contractor's own
finance make up the "gross financial lock-up"”.

This is indicated in Appendix Il by the vertical line AC.

V. FINANCE EMPLOYED ON A PROIECT
period.
1. .The."Net" Financial Lock-up
vertical line BC,
2.
in the cash outflow.
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f CHART SHOWING PERIOD BY PERIOD THE EXPENDITURE AND INCOME 'ﬁ\
BUDGETS, CASH FLOW AND FINANCE TIED UP ON A CONTRACT
AC - Gross finance tled up,
AB - Finance provided by outside suppliers and subcontractors
BC -~ Net (own) {inance tied up
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SOME WAYS OF REDUCING FINANCE TIED UP IN A PROJECT

On the Income side

Securing advance payments from.customer.

Shortening intervals between interim payments for work done.
Optimising project duration in relation to finance employed.
Loading moré contribution on wo'rk to be done early in the contract.
Completing work items quickly so as to qualify for payment.
Measuring the work fully up to regular payment dates.

Prompt invoicing of valuations for payment.

. Prompt invoicing of retention releases.

Expediting agreement on claims. -
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Collecting promptly all amounts outstanding from customers.

—

On the Expenditure side

1. Negotiating longer credit terms with suppliers (but considering
possible loss of discounts).

2. Not calling forward materials, etc, too early.

3. Disposing promptly of surplus plant and materials,

4. .Using subcontractors and hired plant.

S. Holding retentions on subcontractors,
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CONTRACT CASH FLOW

1. INTRODUCTION
When a contract is making the expected contribution to company overheads
- and profit {t can still be costing more than necessary. Avoidable costs
~might be incurred on the work done, or in financing the contract. The
latter can arise when the time lag in raceiving entitlements from the
client is greater than was planned.
When the expected contribution 1s not made the cash position will be even
worsa,

— The exercise is designed to provide pracucé in calculating the planned
and actual cash flow for a given programme of work. Even more important
is the evaluation of the effects of departures from programme on the
cash flow, and on'the cost of financing the contract.

© II.  RELEVANT FACTS

. \ )
A. BUDGETED INCOML AND EXPENDITURE

- The following table is derived from the planned programme of work.

‘ The values in the table are £000. Income represents the contractor's
entitlemeant to recelve money - at some tuture time -~ from the client.
Expenditure represents commitments by the contractor to make
payments at some future time.

' () The materials values have been adjusted to match the planned

N delivery pattern and assume cash discounts are taken.
_Month ! |1 2 |3 |4 {5 |6
Gross certificate lncome‘ 10 50 55 50 55 48
Expenditure: | .
Labour payments 3 12- 8 10 10 15
- Materials - net 5 30 22 15 10 8
Plant charges - own 1 4 6 10 12 14
Nominated subcontractors| -~ 2 2 7 10 5
- Own subcontractors - 1 8 2 6 -
- Site overheads 2 2 2 2 2
© These notss are copyright. No part of them may be reproduced in any {orm . RHH/pak/B

without permission in writing from Urwick Qrr & Partners Limited. 1978
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B TERMS AND CONDITIONS FOR PAYMENTS AND RECEIPTS

-

1. Cortification of work budgeted for month 1 must be ayreced
in the first week of month 2 to ensure that payment is
recelved in month 3.,

2. Retentions at this stage are 10% of valuation and 10% on
own subcontractors, but not on nominated subcontractors.

Jd. Iabour is pald weekly.

q. Materjals are normally delivered half in month of use and half
in previous month. Payment is normally made by the end of the
month following delivery to obtain 24% cash discount: section

'A includes these assumptions:

S. Plant charges are deemed to be paid monthly to the plant
2 department. Depreciation accounts for half the charges, but
this i{s adjusted in the plant department cash forecasts.

6,'. Nominated subcontractors have to be paid within a few days
of recelving payment for the client: it Is assumed that they
always do what {s required of them,

7. Qwn subcontractors are long suffering and are normally paid
nine weeks after the end of the month concerned.,

8. Site overheads are mainly salaries and indirect wages paid
during the month concerned. The remaining items may be
- regarded as paid likewise, being mainly prepayments or
' cash purchases with very little on credit.

C ACTUAL PROGRESS AND OTHER FACTORS AFFECTING PAYMENT
1 S .
Month 1 Progress equals the plan. But the Q.S. {alls to get
the valuation certified in time for payment in month 3.

o Poor chap had two final accounts to complete.

Month 2 Valuation cannot be stretched beyond £47,000, but
claims for an extra £5,000 are being prepared and
ultimately are likely to be accepted.

Month 3 Due to bad soil conditions and unfavourable weather -
for neither of which can any claim succeed - progress
is only 60% of thai planned. Commitments remain as
forecact hacause no ection wes taken to defer material
deliveries.
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Month 4 By this stage money is short and carly payments to
material suppliers are not made,consequently the 2%
cash discount i{s lost on the material involces originally
planned to be paid at the end of month 4 and onwards.

Month § The heavy use of own subcontractors, plus an
addlitional £2, 000 on own labour, cnables a valuation
of £60,00 to be certifled. But the subcontractors
have tax arrears and insist on being paid in month 5
for work done in months 3 and 4 - and likewise in
month 6 for work in month 5§, and so on.

Month 6 Iabour and materials used are each £2,000 in excess
of budget. Due to favourable weather and revision .
of the incentive scheme, the certificate is submitted
for £58,000. However, the client's representative
queries the quallty of some work included therein at
£12,000, payment of which is witheld.

YOUR WORK

You are, required to calculate and record:

1. th.e cash outflow and cash inflow, month by month - planned
and actual,

2. the net cash flow month by month, and also cumulatively -
planned and actual,

3. the interest payable month by month, and in total for the six
months - planned and actual ~ 12% a year (1% per month).

) Ignore the timing of cash movements beyond the s;lx months. A suitable form

is avallable as Part 2 of this case study.

. )

The columns headed 'plan' or ‘P" should all be filled in before calculating
and {nserting 'actual’ or 'A' figures. Work to one decimal place except
for interest charges, where two decimal places should be used.
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