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[bookmark: _Toc535634912]Task 03
[bookmark: _Toc535634913]Introduction 
A cash flow analysis is calculation of an organization cash inflows and outflows during a particular time period. The analysis of cash flow starts with starting balance and creates cash ending balance based on cash receipts and paid expenses throughout the particular time period. It is one types of the financial report that provided to external information users. The aim of this report is to analyse the cash flow the project developed in task one. To do this report the tasks are divided into several parts and all of the parts have corresponding sub points. The quantitative method is used to analyse this report. 
[bookmark: _Toc535634914]Background
This assignment is based on the cash flow analysis of the case study developed in the task one. Here in the report, there will be discussion of calculation of cost expenses per month along with calculation of monthly invoices and payments based on 8% profit and 5% retention. Further, in this task monthly cash-flow and locked-up capital will also be calculated for the case study. Lastly, there will be provided a cash-flow diagram to indicate the proper outline about the cash outflow or the cash inflow of the project.
[bookmark: _Toc535634915]Case Study 
Based on Gantt chart made on task the case study has been developed. In the this case there 19 activities such as Erecting hoardings, Site clearance, Site setup, running and dismantle, Trial pits and so on. There are also necessary information of time duration, task description, site establishment, total rate, labour resources, plant resources, and materials required for each activities. The duration of the project is 65 weeks and total cost of the project is £12339100. 
[bookmark: _Toc535634916]Solution
[bookmark: _Toc535634917]01: Calculation of the cost expenses per month:

	Task description
	Time based cost ( one month)
	Cost expiring details
	Expired cost (Expense of month, £)

	Eracting hoardings
	4 weeks 
	Each week £ 340* 4 weeks
	1360

	Site clearance
	2 weeks
	5000 £ for two weeks
	5000

	Site setup, running and dismentle ( Rent of site running equipments)
	4 weeks 
	1.5 million £ each year, (15,00,000/12)=1,25,000 each month)
	125,000

	Trial pits
	1 weeks 
	 22,500 £
	22,500

	Trial pits analysis
	2 weeks
	6,600 £
	6,600

	Basement wall sheet piling
	4 weeks 
	2,47,000 £
	247000

	Ground anchors to sheet piling
	4 weeks 
	total 8 weeks cost 300,000 £ therefore 4 week cost 300,000/2= 150,000
	150,000

	Excavator of block A, B, C, D
	4 weeks 
	650,000/16*4= 1,62,500
	162500

	Concrete slab and column block A, B, C, D
	4 weeks 
	1070000/24*4= 178,333
	178,333

	Concrete slab and column block A, B, C, D ( Upper level)
	4 weeks 
	1070000/24*4= 178,333
	178,333

	Steel frame eract
	4 weeks 
	3185000/38*4
	335,263

	Roof install
	4 weeks 
	140000/8*4
	70,000

	Cover and roof waterproofing
	4 weeks 
	200,000/12*4
	66,667

	Cladding block A,B,C,D
	4 weeks 
	667500/21*4
	127143

	Windows
	4 weeks 
	206400/21*4
	39314

	Guttering downpipe
	4 weeks 
	19740/2
	9870

	Brickwork
	4 weeks 
	380000/38*4
	40000

	Plaster and paint
	4 weeks 
	266000/38*4
	28000

	
	
	Total 
	1792883



Interpretation: The expenses for one month is the expired cost of the entire head. Here the costs are representing of the one month. Considering the four week work period of the first month every cost is calculated for four months and if the task is entirely competed less than four months then the entire cost of the task is considered to that month.
	Spon
	 
	 
	 
	Invoice

	Address
	
	For the month ended
	Invoice no
	 

	State, city, Zip code
	
	
	
	Invoice date
	 

	Sold to 
	
	Ship to
	
	 
	 

	 
	
	



	 
	
	 
	 

	 
	
	



	 
	
	 
	 

	Quantity
	Description
	Price 
	Total

	 
	Eracting hoardings
	1360
	1360

	 
	Site clearance
	5000
	5000

	 
	Site running
	125,000
	125,000

	 
	Trial pits
	22,500
	22,500

	 
	
	
	
	
	
	Subtotal
	153860

	 
	
	
	
	
	
	Profit 8%
	12308.8

	 
	
	
	
	
	
	Total
	166168.8

	Date
	 
	 
	 
	 
	Less: Retention (5%)
	
	8308.44

	Signed
	 
	 
	 
	 
	 
	Payable
	157860.36

	 
	 
	 
	 
	 
	 
	 
	 


[bookmark: _Toc535634918]02: Monthly invoices and payments:


Interpretation: The invoice is making bill of the customer so that the four costs to be paid where the profit of 8% is considered and the retention of 5% is considered which are depicted in the invoice. It is a simple document that describes the product sold or the service provided to the customer and bills the customer.
	
	
	
	
	
	
	
	

	Spon
	 
	 
	 
	Invoice

	Address
	
	For the month ended
	Invoice no
	 

	State, city, Zip code
	
	
	
	Invoice date
	 

	Sold to 
	 
	Ship to
	 
	 
	 

	 
	
	 
	 
	 
	 

	 
	
	 
	 
	 
	 

	Quantity
	Description
	Price 
	Total

	 
	Trial pits analysis
	6600
	6600

	 
	Basement wall sheet piling
	247000
	247000

	 
	Ground anchors
	150000
	150000

	 
	Excavator of block A,B,C,D
	162500
	162500

	 
	
	
	
	
	
	Subtotal
	566100

	 
	
	
	
	
	
	Profit  8%
	45288

	 
	
	
	
	
	
	Total
	611388

	Date
	 
	 
	 
	 
	Less: Retention 5%
	
	30569.4

	Signed
	 
	 
	 
	 
	 
	Payable
	580818.6

	 
	 
	 
	 
	 
	 
	 
	 



Interpretation: The profit of 8% is considered on the total amount that is invoiced for the Trial pits, baseball wall sheet piling, ground sheet piling, ground anchors, excavator. The equipment are required for the project completion. The price rate of the equipment are recognized in the gantt chart. The one year cost is expensed for the month and it is to be considered for each month. Thus the proper allocation with the accumulation of the retention and profit is considered and the appropriate format of invoice is followed with date. 

	
	
	
	
	
	
	
	

	Spon
	 
	 
	 
	Invoice

	Address
	For the month ended
	Invoice no
	 

	State, city, Zip code
	
	
	
	Invoice date
	 

	Sold to 
	 
	Ship to
	 
	 
	 

	 
	
	 
	 
	 
	 

	 
	
	 
	 
	 
	 

	Quantity
	Description
	Price 
	Total

	 
	Concrete slab and column block A,B,C,D
	178333
	178333

	 
	Concrete slab and column block A,B,C,D (upper level)
	178333
	178333

	 
	Steel frame eract
	335263
	335263

	 
	Roof Install
	70000
	70000

	 
	
	
	
	
	
	Subtotal
	761929

	 
	
	
	
	
	
	Profit 8%
	60954.32

	 
	
	
	
	
	
	Total
	822883.32

	Date
	 
	 
	 
	 
	Less: Retention 5%
	
	60954

	Signed
	 
	 
	 
	 
	 
	Payable
	761929

	 
	 
	 
	 
	 
	 
	 
	 



Interpretation: The retention is considered again for this invoice also. If the amount is not fully paid for some reasons like if the work is to be modified or if the quality of the work is not up to that level than the retention amount is the way to get the work done by the contract giving company. It is required that any amount of the invoiced amount that can be used as a collateral money for getting the work done fully. 

Interpretation: Here the heads of the costs are invoiced and the total payable amount is found by after considering the profit and the retention amount.  The sign and the date is required for the validation of the invoice. The sign of the creator of the invoice and the cashier or the treasurer is made in the invoice so that the invoice get the acceptability. It is the way of billing the customer. The amount of trade discount is also depicted on an invoice.
	Spon
	 
	 
	 
	Invoice

	Address
	For the month ended
	Invoice no
	 

	State, city, Zip code
	
	
	
	Invoice date
	 

	Sold to 
	 
	Ship to
	 
	 
	 

	 
	
	 
	 
	 
	 

	 
	
	 
	 
	 
	 

	Quantity
	Description
	Price 
	Total

	 
	Cover and roof waterproofing
	66,667
	66,667

	 
	Cladding block A,B,C,D
	127143
	127143

	 
	Windows
	39314
	39314

	 
	Guttering downpipe
	9870
	9870

	 
	Brickwork
	40000
	40000

	 
	Plaster and paint
	28000
	28000

	 
	
	
	
	
	
	Subtotal
	242993.81

	 
	
	
	
	
	
	Profit 8%
	19439.5048

	 
	
	
	
	
	
	Total
	262433.314

	Date
	 
	 
	 
	 
	Less: Retention 5%
	
	19439.5048

	Signed
	 
	 
	 
	 
	 
	Payable
	242993.81
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This type of cash-flow statement will derive at every month by the same heads of cost and with the same amount of money will be included at every month. As the yearly amount is included then the calculation is received from the calculation of the expensed cost.
Interpretation: These amounts which are against the cost heads are the cash that will be needed to be expensed for continuing the project for one month. All the heads are defined according to their expired cost in one month. The expenses are made by the weeks for which the monthly expenses are found.
It is necessary to collect the money from the client as early as possible by proper initiative. These initiative includes the mailing to the customers, providing them cash discounts, making them aware about the completion of the work and convenient payment facility. The commercial papers or the notes can be also used for the payments instrument that will eradicate the liquidity crisis of the company and the contract giving organization will get more time to pay for. The proper investment is also necessary in the short term funds. The works which are described here are to be properly checked and then the payment will be received. The contract giving company prolongs the payment for one month. But the current expenses are necessary for the operation of the business. For this reason the short term loans or borrowing is required.

2nd month cash flow statement.
[image: ]
The costs which will not be continued from the second month are the trial pit analysis, basement wall sheet piling and trial pit analysis. These costs are not continued because these costs were associated with the four week needed to complete tasks. Thus the proper accomplishment of these tasks is necessary in the first month the cash outflow from these tasks is reduced.
Cash flow statement for 3rd month
[image: ]
In this month the contract giving organization will stop giving money for the ground anchors sheet piling, the roof installation and the gutter establishment will be reduced. Thus the cash outflow from these heads will be reduced.
From the next month the cash flow statement will be almost similar because the other costs are about to expire in long time like 22 months, 24 months, 38 months and so on. As a result the cost of making project related tasks will be reduced. In a similar way the project will move to the completion step by step in a gradual manner. So the upcoming monthly cash flow statement are not depicted here. 
As the contract giving company makes the payment after one month of billing or receiving the invoices then the cash is locked for one month and the capital is locked for two months because the cash is invested during first month.
It is necessary to recover the cash as early as possible to reduce the liquidity crisis risk so that the proper cost of capital can be used for the short term borrowing so that the most important aspects like the investors perspective of the company improves.
Is a company is able to generate more cash and it is converting its receivable into cash more frequently than others in that case the former company is more successful in doing its business. The company also gets more investment opportunity with the excess amount of cash. It can invest its cash into treasury bond, short term notes and on other promissory notes which will enable the company to achieve the returns and the investment will make the company reputed to the financial institutions that will aid the company to collect money as capital in form of loans also. If the working capital is higher for a longer period, then the long term investment can be made with the extra cash which will generate a good amount of return so that the long term growth and a cushion for the recession can be made. Some portion of that excess cash can be made for the risk-free security investment so that the more safety measure can be taken. Thus, the company can make enough profit which will also increase the amount of dividend given to the shareholders and the value of the company will increase by the increase of the capital through retained earnings increase.
Cash flow statement is necessary to prepare for some important reasons like the information regarding the ability of the company to generate enough cash to meet the short term obligations are properly disclosed through the cash flow statement. It discloses the amount of cash outflow and the cash inflow and the proper amount of operating, investing and financing activities are also displayed through this statement.
Whether a company is in a strong position regarding liquidity or it is in a risk of liquidity crisis is also found through the preparation of cash flow statement.
Which aspects of cash generating activity like collecting from the customers or the investing or the financing activities are to be modified are also found through this statement. If the customers are taking too much time to make the payment of the due amount or if the investing activity is locking up the cash for a long time that will be harmful for the company regarding liquidity then the investments should be sold or reduced so that the company can make enough cash or cash equivalents to reduce liquidity crisis.   




 Locked up capital:
The locked up capital for one month will be 1,792,883 £ for one month. The valuation occurs when the invoice receive confirmation is recognized plus one month following. As  a result the turnover ratio of the company increases up to one month. When the payment receiving is prolonged then the net cash conversion period is increased. It will increase the risk of cash crisis of the company.
The working capital is the amount which is derived after deducting the total current liability from total current assets. This working capital is utilized for the payment of the current expenses like the salaries, the lease payments and other current expenses.
To reduce the locking up of capital it is necessary to make proper arrangements so that the cash collection or converting the accounts receivables into cash can be taken. The use of cash discount is a widely used concept in this regard. The other aspects are the email or the phone calls for the payments. The notes receivables can make the problem sorted as it will give the client a little bit extra time to make the payments and the receiving party to arrange the cash from the banks. As a result both the parties can go for a mutual deal of using the notes receivable for payment. Some extra arrangements like the offer of the gifts can be also used for the collection of cash in an early basis.
The locked up capital also destroys the investment opportunity of the fund if the time is lengthier. Moreover the possibility of not to recover the amount that is the possibility of bad debt also increases if the capital is locked for a long period. For these aspects it is necessary to make the arrangements so that the locked up capital can be reduced by adopting the arrangements for the earliest collection of money from the customers that is to the possible extent.

[bookmark: _Toc535634919]






4. Cash flow diagram:
A cash flow diagram is constructed below:

	0








	(1)
	(2)
	(3)
	(4)
	(5)
	(6)	(7)
	(8)
	(9)
	(10)
	(11)



Cash flow diagram.



Interpretation: Here the cash outflows are the number indicating in the lower part of the diagram. In this diagram the number from one to twelve indicating the cash outflows of the period. Here the diagram is for one year. The zero in the upper side of the diagram indicating the cash inflow. In this project the cash inflow happens when money is received from the contractor.
The cash flow diagram indicates the proper outline about the cash outflow or the cash inflow of the project. The amount which will be needed for the operation of the project is around £18,00,000. So the amount which will be needed for the operation of the business is the cash outflow. The cash inflow amount will depend on what amount the contractor will include in the contract. The cash is to be received from the contractor that is the cash inflow. Sometimes the initial cash inflow is received a little bit later and the work of the project is to be received as a result the borrowings or the loan is necessary for the initial investment. This amount is the cash inflow of the project
[bookmark: _Toc535634920]


5. Calculation of the interest payable:
The amount that will be needed is nearly 1.8 million £ and this amount will be received after two month. As a result at a 15% rate the amount will be 18,00,000*5%= 90000 £. This amount of 90000£ is the interest payable for the total cash outflow that will be locked up for nearly two months.

[bookmark: _Toc535634921]Discussion
This amount is to be found for the proper cost of capital making decision. If the interest rate is too high then other source of capital is to be found for the working capital. If the uninterrupted capital that is working capital is accepted or arranged then the proper operation of the business is ensured. When the natural flow of business is ensured then the work orders are completed timely and the proper cash inflow possibility increases. When the cash outflow is taking place because of the conduction of the works with the payment of the labor salary the proper payment of the suppliers for supplying raw materials and other equipment. The lease payments for the equipment which are received from the lease are also causing the cash outflow and for this reason the borrowings are necessary if the production is to be made uninterrupted. The necessary amount of money is to be arranged from the banks or from other financial institution for current capital.  
If the cash collection process is not efficient then the short term loan is arranged for the working capital and here this interest is to be given if the depicted company also makes a loan for the arrangement of cash for working capital.
[bookmark: _Toc535634922]Conclusion 
Cash flow analysis is one of most major financial activities in an organization. It is prepared for external information user who have financial interest on the company. The accuracy and reliability of making cash flow greatly impact the financial performance of an organization. 
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Cash flow statement
For the month ended

Task description
Eracting hoardings

running equipments)
Excavator of block 4, 5,C, D.

Concrete siab and column block 4,5, €, D.

Concrete siab and column block 4,3, C, D (
Upper level)

Steel frame eract

Cover and roof waterproofing

Cladding block AB,C.D.

Windows

Brickwork

Plaster and paint

Cash to be realized from the contract giving
organization

Cash outflow

(monthiy)

1360

125,000
162500

178,333

178,333
335,263
66,667,
127143
68500
40000
28000
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Cash flow statement
For the month ended

Task description

Eracting hoardings
site clearance

site running equipments)

Trial pits

Trial pits analysis

Basement wall sheet piling

Ground anchors to sheet piling

Excavator of block A,5,C, D
Conerete siab and column block 4,3,C,0
Upper level)

steel frame eract

Roof install

Cover and roof waterproofing

Cladding block AB.C.D

Windows

Guttering downpipe

Brickwork

Plaster and paint

Cash to be realized from the contractee

Cash outflow

(monthiy)

1360
5000
125,000
22,500
6,600
247000
150,000
162500
178,333
178,333
335,263
70,000
66,667,
127143
38314
5870
40000
28000
1720883
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Cash flow statement.
For the month ended

Task description

Eracting hoardings.

site running equipments)
Ground anchors to sheet piling
Excavator of block 4,5, C, D

Concrete slab and column block 4,5, €, D

Concrete slab and column block 4,5, C, D
Upper level)

Steel frame eract

Roof install

Cover 2nd roof waterproofing
Cladding block AB.CD

Windows.

Guttering downpipe.

Brickuork

Plaster and paint

Cash to be realized from the contractee

Cash outf
(monthiy)

1360
125,000
150,000

162500

178,333

178,333
335,263
70,000
66,667,
127143
38314
5870
40000
28000
1511783




