LEARNER GUIDE 
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Participate in the estimation and preparation of cost budget for a project or sub project and monitor and control actual cost against budget 
Unit Standard 120375
Level 4 Credits 6
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INTRODUCTION
Welcome to the learning programme
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Follow along in the guide as the training practitioner takes you through the material. Make notes and sketches that will help you to understand and remember what you have learnt. Take notes and share information with your colleagues. Important and relevant information and skills are transferred by sharing!

This learning programme is divided into sections. Each section is preceded by a description of the required outcomes and assessment criteria as contained in the unit standards specified by the South African Qualifications Authority. These descriptions will define what you have to know and be able to do in order to be awarded the credits attached to this learning programme. These credits are regarded as building blocks towards achieving a National Qualification upon successful assessment and can never be taken away from you!

Programme methodology
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The programme methodology includes facilitator presentations, readings, individual activities, group discussions and skill application exercises.

Know what you want to get out of the programme from the beginning and start applying your new skills immediately.  Participate as much as possible so that the learning will be interactive and stimulating.

The following principles were applied in designing the course:

· Because the course is designed to maximise interactive learning, you are encouraged and required to participate fully during the group exercises

· As a learner you  will be presented with numerous problems and will be required to fully apply your mind to finding solutions to problems before being presented with the course presenter’s solutions to the problems

· Through participation and interaction the learners can learn as much from each other as they do from the course presenter

· Although learners attending the course may have varied degrees of experience in the subject matter, the course is designed to ensure that all delegates complete the course with the same level of understanding

· Because reflection forms an important component of adult learning, some learning resources will be followed by a self-assessment which is designed so that the learner will reflect on the material just completed.

This approach to course construction will ensure that learners first apply their minds to finding solutions to problems before the answers are provided, which will then maximise the learning process which is further strengthened by reflecting on the material covered by means of the self-assessments.

Different role players in delivery process

· Learner

· Facilitator

· Assessor

· Moderator

What Learning Material you should have

This learning material has also been designed to provide the learner with a comprehensive reference guide.

It is important that you take responsibility for your own learning process; this includes taking care of your learner material.  You should at all times have the following material with you:
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Learner Guide
	This learner guide is your valuable possession:
This is your textbook and reference material, which provides you with all the information you will require to meet the exit level outcomes. 

During contact sessions, your facilitator will use this guide and will facilitate the learning process. During contact sessions a variety of activities will assist you to gain knowledge and skills. 

Follow along in the guide as the training practitioner takes you through the material. Make notes and sketches that will help you to understand and remember what you have learnt. Take and share information with your colleagues. Important and relevant information and skills are transferred by sharing!

This learning programme is divided into sections. Each section is preceded by a description of the required outcomes and assessment criteria as contained in the unit standards specified by the South African Qualifications Authority. These descriptions will define what you have to know and be able to do in order to be awarded the credits attached to this learning programme. These credits are regarded as building blocks towards achieving a National Qualification upon successful assessment and can never be taken away from you!
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Formative Assessment Workbook

	The Formative Assessment Workbook supports the Learner Guide and assists you in applying what you have learnt. 
The formative assessment workbook contains classroom activities that you have to complete in the classroom, during contact sessions either in groups or individually.

You are required to complete all activities in the Formative Assessment Workbook. 

The facilitator will assist, lead and coach you through the process.

These activities ensure that you understand the content of the material and that you get an opportunity to test your understanding. 



Different types of activities you can expect

To accommodate your learning preferences, a variety of different types of activities are included in the formative and summative assessments. They will assist you to achieve the outcomes (correct results) and should guide you through the learning process, making learning a positive and pleasant experience.
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The table below provides you with more information related to the types of activities. 

	Types of Activities
	Description
	Purpose

	Knowledge Activities
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	You are required to complete these activities on your own. 


	These activities normally test your understanding and ability to apply the information.

	Skills Application Activities
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	You need to complete these activities in the workplace 


	These activities require you to apply the knowledge  and skills  gained in the workplace
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Natural Occurring Evidence


	You need to collect information and samples of documents from the workplace.
	These activities ensure you get the opportunity to learn from experts in the industry.

Collecting examples demonstrates how to implement knowledge and skills in a practical way


Learner Administration 
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Attendance Register

You are required to sign the Attendance Register every day you attend training sessions facilitated by a facilitator. 

Programme Evaluation Form 

On completion you will be supplied with a “Learning programme Evaluation Form”. You are required to evaluate your experience in attending the programme.

Please complete the form at the end of the programme, as this will assist us in improving our service and programme material.  Your assistance is highly appreciated.

Assessments

The only way to establish whether a learner is competent and has accomplished the specific outcomes is through the assessment process.  Assessment involves collecting and interpreting evidence about the learners’ ability to perform a task.

To qualify and receive credits towards your qualification, a registered Assessor will conduct an evaluation and assessment of your portfolio of evidence and competency.

This programme has been aligned to registered unit standards.  You will be assessed against the outcomes as stipulated in the unit standard by completing assessments and by compiling a portfolio of evidence that provides proof of your ability to apply the learning to your work situation.
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How will Assessments commence?

Formative Assessments 

The assessment process is easy to follow. You will be guided by the Facilitator. Your responsibility is to complete all the activities in the Formative Assessment Workbook and submit it to your facilitator. 

Summative Assessments 

You will be required to complete a series of summative assessments. The Summative Assessment Guide will assist you in identifying the evidence required for final assessment purposes. You will be required to complete these activities on your own time, using real life projects in your workplace or business environment in preparing evidence for your Portfolio of Evidence. Your Facilitator will provide more details in this regard.

To qualify and receive credits towards your qualification, a registered Assessor will conduct an evaluation and assessment of your portfolio of evidence and competency.

Learner Support

The responsibility of learning rests with you, so be proactive and ask questions and seek assistance and help from your facilitator, if required.
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Please remember that this Skills Programme is based on outcomes based education principles which implies the following:

· You are responsible for your own learning – make sure you manage your study, research and workplace time effectively. 

· Learning activities are learner driven – make sure you use the Learner Guide and Formative Assessment Workbook in the manner intended, and are familiar with the workplace requirements.  

· The Facilitator is there to reasonably assist you during contact, practical and workplace time for this programme – make sure that you have his/her contact details.

· You are responsible for the safekeeping of your completed Formative Assessment Workbook and Workplace Guide 

· If you need assistance please contact your facilitator who will gladly assist you.

· If you have any special needs please inform the facilitator 

Learner Expectations 

Please prepare the following information. You will then be asked to introduce yourself to the instructor as well as your fellow learners
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	Your name: 

	

	

	The organisation you represent: 

	

	

	Your position in organisation: 

	

	

	What do you hope to achieve by attending this course / what are your course expectations?

	

	

	

	

	


Unit Standards

Unit standards form the basis of all learning in South Africa.

A unit standard is the description of the expected end points or outcomes of learning for which a learner will get credit. The unit standard tells us what it is we want to give recognition for, as well as how well the learner must be able to perform that for which we want to give credit. 

When various unit standards are grouped together, they describe the skills and knowledge required to make up a qualification.

A unit standard is the smallest unit that can be credited to a learner and describes the outcomes in which a learner must prove their competence in order to gain credit on the NQF.

A qualification is made up of the following unit standard categories:

Fundamental Unit Standards

Basic life skills such as communication –reading, writing, speaking in a business environment, mathematics, conflict handling, problem solving, HIV AIDS awareness, etc. needed to function effectively in any working environment.

Core unit standards

Unit standards that are required in order for you the learner to get the specific skills and knowledge needed in order to effectively do your job in the workplace

Elective unit standards

These unit standards represent the area of specialisation in the specific industry.  To obtain the Further Education and Training Certificate: Project Management, Level 4 you must achieve a minimum of   136 credits which are made up as follows:

· Fundamental: 56 credits, 41% 

· Core: 66 credits, 49% 

· Elective: 14 Minimum, 10% 

Total: 136 Minimum, 100% 

Articulation Options 

Horizontal articulation is possible with: 

· National Certificate: Management - NQF Level 4 - NLRD 23656. 

· National Certificate: Business Administration Services - NQF Level 4 - NLRD 35928. 

· National Certificate: New Venture Creation - NQF Level 4 - NLRD 23953. 

· Further Education and Training Certificate: Small Business Advising (Information Support) - NQF Level 4 - NLRD 48883. 

· National Certificate: IT Systems Development - NQF Level 4 - NLRD 24294. 

· National Certificate: IT Technical Support - NQF Level 4 - NLRD 24293. 

· National Certificate: Public Administration - NQF Level 4. 

· National Certificate: Risk Management - NQF Level 4 - NLRD 24396. 

· Further Education and Training Certificate: Arts and Culture Administration - NQF Level 4 - NLRD 48818. 

· Further Education and Training Certificate: Management and Administration - NQF Level 4 - NLRD 49129. 

Vertical articulation is possible with: 

· National Certificate: Management - NQF Level 5 - NLRD 24493. 

· National Certificate: Management and Administration- NQF Level 5 - NLRD 49126. 

· National Certificate: Business Advising - NQF Level 5 - NLRD 48886. 

· National Certificate: Business Consulting Practice - NQF Level 5. 

· National Certificate: Public Finance Management and Administration - NQF Level 5. 

· National Certificate: Project Management - NQF Level 5. 
Exit Level Outcomes 

On achieving this Qualification, the learner will be able to: 

1. Work with others to undertake or support the project management activities. 

2. Assist the project manager and/or project team by contributing and participating in planning, execution and control activities. 

3. Provide support to the administration of a project. 

For electives one of: 

4. Supervise a project team of a small project to deliver project objectives.  This unit standard is included in the qualification

OR 

5. Support the project environment and management activities to deliver project objectives. 

OR 

6. Describe and apply specialised technical methods, tools and techniques to a project to deliver project objectives. 

The specific unit standard details of this qualification are as follows:

	U/S No
	Name
	Level
	Credits
	Exit level Outcome

	120372
	Explain fundamentals of project management 
	4
	5
	Assist the project manager and/or project team by contributing and participating in planning, execution and control activities.

	120373
	Contribute to project initiation, scope definition and scope change control 
	4
	9
	

	120375 
	Participate in the estimation and preparation of cost budget for a project or sub project and monitor and control actual cost against budget 
	4
	6
	

	120374
	Contribute to the management of project risk within own field of expertise 
	4
	5
	

	120379 was 10135
	Work as a project team member 
	4
	8
	Work with others to undertake or support the project management activities.

	120382 
	Plan, organise and support project meetings and workshops 
	4
	4
	Provide support to the administration of a project. 

	120385 
	Apply a range of project management tools and techniques 
	4
	7
	

	120376
	Conduct project documentation management to support project processes
	4
	6
	

	120381 (was 10139)
	Implement project administration processes according to requirements 
	4
	5
	

	120384
	Develop a simple schedule to facilitate effective project execution 
	4
	8
	

	120387 
	Monitor, evaluate and communicate simple project schedules 
	4
	4
	

	120383
	Provide assistance in implementing and assuring project work meets quality requirements 
	3
	6
	

	120388 
	Supervise a project team of a small project to deliver project objectives 
	5
	14
	Supervise a project team of a small project to deliver project objectives


UNIT STANDARD 120375

Unit Standard Title 

Participate in the estimation and preparation of cost budget for a project or sub project and monitor and control actual cost against budget 

NQF Level

4

Credits
6

Purpose 

Learners accessing this standard will be working as a leader in the context of a small project / sub-project involving few resources and having a limited impact on stakeholders and the environment or working as a contributing team member on a medium to large project when not a leader. These projects may be technical projects, business projects or developmental projects and will cut across a range of economic sectors. This standard will also add value to learners who are running their own business and recognise that project management forms an integral component of any business

Learning assumed to be in place

Learners accessing this qualification will have demonstrated competence in mathematics and communication skills at NQF level 4 or equivalent

Learners accessing this qualification will have demonstrated competence in computer literacy and applicable software at NQF level 4 or equivalent

ID 13835: Contribute to project initiation, scope definition and scope control.

ID 120372: Explain fundamentals of project management
Unit standard range

Project level will include but are not limited to working as a leader in the context of a small project / sub-project involving few resources and having a limited impact on stakeholders and the environment or working as a contributing team member on a medium to large project when not a leader

Projects may include but is not limited to all projects including technical, developmental and business related projects. 

Elements of work may include but is not limited to projects, sub projects, phases of a projects, stages, tasks or activities or work packages

Elements of costing and budgeting may include but is not limited to forecasting, estimating

Fixed costs may include but is not limited to rent, labour and overheads

Variable costs may include but is not limited to materials, equipment, transport and resource

Agreed standards and procedures may include but is not limited to an organization`s project procedures and standards, industry best practice

Policies and procedures may be organisation specified systems, policies and procedures or where these do not exist, accepted industry best practice
Specific Outcomes and Assessment Criteria

Specific outcome 1: Identify elements and resources to be costed through interpreting the project scope statement, work breakdown structure and other project data

Assessment criteria

The work elements are identified and extracted from data

Cost types (elements) are identified and agreed with financial and/or project management authorities

Unit costs to be used for cost estimating are agreed with relevant authority

The resource requirements for work elements are determined in terms of type, quantity and unit cost, and documented in agreed format
Specific outcome 2: Participate in the preparation and production of a cost budget

Assessment criteria

The elements of cost for each work element / package are estimated using agreed rules and procedures

A cost budget is documented in agreed format and within agreed time frames. 

Underlying assumptions of the estimate are explained, motivated and documented in agreed format

Approval is obtained for the budget from higher authority in accordance with established standards and procedures

Cost budget figures are balanced and correct in accordance with standard accounting practices
Specific outcome 3: Contribute to the monitoring and controlling of cost budget performance by maintaining records and communicating
Assessment criteria

Cost budget is communicated in a manner that ensures all relevant parties are clear on its contents

Actual costs against the budget elements are obtained and records updated correctly

Deviations of actual against budgeted costs are identified and communicated to higher authority

Opportunities for corrective action or improvement are identified and communicated to relevant individuals/teams

Financial records are maintained according to agreed standards and procedures
Unit Standard Essential Embedded Knowledge

Costing an element of work

Preparing project budgets

Monitoring and controlling project budgets

Fixed and variable costs

Percentages and compound interest

Spreadsheets

Basic accounting practices for balancing budgets
Critical Cross-field Outcomes (CCFO)

Identify and solve problems pertaining to cost budgets and their balancing

Work effectively with others when monitoring cost budgets to ensure compliance

Collect, analyse, organise and critically evaluate information pertaining to the estimating, preparing and monitoring cost budgets

Communicate effectively with relevant parties regarding elements of the cost budget

Use science and technology to estimate, prepare and correct cost budgets for a project

Demonstrate the world as a set of related systems where the accurate estimation and preparation of cost budgets impacts on the financial success of a project. 
IDENTIFY ELEMENTS AND RESOURCES FOR COSTING PURPOSES

Outcome

Identify elements and resources to be costed through interpreting the project scope statement, work breakdown structure and other project data

Assessment criteria

The work elements are identified and extracted from data

Cost types (elements) are identified and agreed with financial and/or project management authorities

Unit costs to be used for cost estimating are agreed with relevant authority

The resource requirements for work elements are determined in terms of type, quantity and unit cost, and documented in agreed format
The need for financial planning

When you have money available you need to think about how you are going to use it, otherwise you may spend it and then not have any left, and you may not know what you have done with it.  This process of planning how to spend money is called budgeting. Financial planning in the form of budgets is an important element of business success. 

How to use Budgets

Budgets

Budgets are the estimates we make for the future

They help us estimate how much cash to expect and how much we will have to spend

They help us forecast how much profit we will make

Actual Results

Budgets help us measure actual results

Are the actual results the same as the budget?  Are they more than the budget?  Are they less than the budget?

If they are the same, then we have done our research well and there have been no unexpected changes

If they are not the same, then something has gone wrong

Basic concepts

There are a couple of terms which are essential to know:

Income

There are two basic types of income:

Income from your trading or service operation e.g. sales, commissions, etc.  this is also called revenue.

Income from other sources e.g. interest received, dividends, profit on sale of fixed assets, etc.

Expenses (Costs)

It is an outflow of cash or other valuable assets from a person or company to another person or company. This outflow of cash is generally one side of a trade for products or services that have equal or better current or future value to the buyer than to the seller.
There are two basic types of expenses:

Fixed Overhead Expenses

These expenses refer to the ongoing expenses of operating a business.  Overhead expenses must be paid whether you are trading or not.  They are not directly related to sales or manufacture but are necessary to the continued functioning of the business, even though they do not directly generate profits.  Overhead expenses include 

accounting

advertising

depreciation

insurance

interest fees

legal fees

quality control

storage and handling

rent

taxes

telephone

travel and 

indirect administration labour costs, including supervision, reception, etc

Variable Expenses

These are directly related to the manufacture or sales process, such as 

materials used

labour

commission

Equipment

Transport

Resources

Manufacturing firms manufacture products.  They use raw materials that are regarded as a variable expense.  When they produce less of the product, they also use less raw materials, which means that spending will fall.  Of course, if they produce more products, they will use more raw materials and spending will rise.

Note that the changes in expenses happen with little or no need for managerial intervention.

Assets

Assets are something your business owns and money due to the business.  There are four types of assets:

Fixed Assets – Intangible

These are assets which confer rights, e.g., good will, franchise fees, patents, special licences, etc.

Fixed Assets – Tangible

These are items that are purchased to facilitate the managing of the business.  They are not purchased for resale e.g., land and buildings, plant and machinery, fixtures and fittings, office machines, furniture, vehicles, etc.

Current Assets

These are the trading assets of the business.  They form part of what is called “working capital” e.g., stock of raw materials, stock of finished goods, work in progress, debtors, prepaid expenses and deposits, cash on hand and at bank, etc.

Investments

When a business has spare cash which the owners do not want to put into their trading operations, they may decide to invest that money into other profit earning investments or ventures, e.g., investments in other businesses, long-term deposits, participation bonds, shares in listed or unlisted companies, etc.

If the investment is of a permanent or long-term nature it would be shown separately on the balance sheet underneath fixed assets.

If, however, the owners want quick profits and do not intend holding the investment for long, then it would be shown as a current asset.

Liabilities

Liabilities are the amounts owed by the business to other people or businesses.  There are three types of liabilities.

Owner’s Equity

These are the amounts invested in the business by the owners e.g. share capital and loan accounts, as well as accumulated (retained) profits.  In the case of a close corporation or company these profits may be distributable (by way of dividend) or non-distributable and are called reserves

Long-term Liabilities

These are amounts loaned to the business by other persons or businesses (e.g. Business Partners, commercial banks) and repayable over long periods of time.

Current Liabilities

These are the trading liabilities of the company: they form part of what is called “working capital”, e.g. creditors, bank overdrafts, lay-bys, taxation, etc.

Financial Statements

The information for the financial statements comes from the primary and secondary Books of Account (historic) or from estimations based on the books and market / sales surveys (projections and budgets).

Income Statement

Depending on the type of business you have, this will consist of:

Manufacturing Account – Cost of manufacture

Trading Account – Gross profit

Profit and Loss Account – Net profit after taxation

The income statement reflects the profit or loss made by a business for a specific period i.e. one month, quarterly, half-yearly or yearly.

Balance Sheet

This reflects the assets and liabilities of the business on a given date (historic) or on a future date (projected).  It is a “snapshot” at the close of business on a specific day.

Cash Flow Statement

This is a projection of the flow of money in and out of the business for a specified future period, usually twelve months.  It should be prepared together with a projected income statement and balance sheet.

In the cash flow statement, expenses are normally divided into 

Operating expenses, such a salaries

Capital expenses: to buy equipment and machinery for the production process

Financing expenses such as interest due on loans

Budgets 

Budgeting forms part of the planning and controlling functions of management.  When you are preparing a budget, you align it to the objectives set by management in their plans.  In a business, every plan should have a budget. So, preparing a budget is part of the planning function of management.  Controlling the activities and expenses of the budget, so that you do not spend more than is allocated in the budget, is part of the controlling function of management.

The budget should show the money that is available and is also a statement of expected results. 

A budget is a list of all planned expenses and revenues – it is a plan of how you intend to spend the money available in the business.  Everything you intend to spend the money on is noted or itemised

A finished budget usually requires considerable effort and can be seen as a financial plan for the new financial year.  

If the actual numbers delivered through the financial year turn out to be close to the budget, this will demonstrate that the company understands their business and has been successfully driving it in the direction they had planned. On the other hand, if the actuals diverge wildly from the budget, this sends out an 'out of control' signal and the business could suffer as a result

The purpose of budgeting is to:

Provide a forecast of revenues and expenditures i.e. construct a model of how our business might perform financially speaking if certain strategies, events and plans are carried out. 

Enable the actual financial operation of the business to be measured against the forecast. 

The following budgets are typically found in organisations and projects:

Sales budget

The sales budget is the key budget.  The other budgets can only be done once the sales budget has been done.  This is because the sales budget shows the projected amount of revenue (income) that the business will generate.  It stands to reason that the other budgets can only be done once we know how much money will be available, how many products or services will be sold, etc.

Production budget

To prepare a production budget, the production manager will first calculate the initial and final stock of finished products.  Once s/he knows how many products were manufactured during the previous period (usually a year, but it can also be monthly, quarterly or weekly, depending on the organisation) s/he can work out from the sales budget how many units must be manufactured for the year and how it will be spread over the 12 months.

Materials budget

Once the production budget has been done, the materials budget can be drawn up.  

The manager will use the production budget units, the quantity of the stock on hand as well as how much stock should be available at the end of the budget period.  

Using these figures, s/he will draw up the materials budget, so that the purchasing of the materials is spread over the 12 months in such a way that there is always a minimum level of stock available.

Labour

Labour is an important part of the total cost of manufacturing the product, called the product cost.  In the labour budget, the standard hours per unit product will help the manager to calculate how many man-hours will be needed for the annual production.

It is logical that the business has to know what the labour to manufacture the product or deliver the service will cost.  This is the purpose of the labour budget.

General factory overhead costs

The projected overhead costs will be detailed in this budget.

Administrative costs

This budget details the costs involved in the collecting, processing, storage and providing of information for the whole organisation.  The administration department is involved with all the other departments.

Capital budget

Is about new office or factory buildings, installing new machinery and equipment as well as vehicles.  The capital budget also affects all sections in the business and its costs will eventually form part of the general factory costs.

Cash budget

This shows the monthly income and payments made to and by the business and will show how much money is available in the business for trading purposes as well as capital investment.

Difference between a budget and cash flow

A budget is what you expect/think that you will earn and spend during a period of time.  Cash flow is the actual income and expenses on a day-to-day basis, weekly or monthly.  It is a snapshot of the current situation.
Percentages 

We should all be familiar with percent and percentages.  A percent (%) is one part in ever hundred.  It follows then that 35% is 35 parts in every one hundred.

Percentage is a rate, number or amount in every hundred.  It is also a proportion or share, for example shares in the profits of a business.

When you earn interest on money, it means a percentage of the amount you invested is paid out to you.  On the other hand, if you owe money a percentage of the money that you borrowed has to be paid by you.

You invested R2000 at a bank at 10% interest per annum. To calculate interest, do the following:

2000 multiplied by 10 = 20000

Divide this answer by 100 = 200.

This means that for every R1000 you invest at 10% per annum, you will receive R100 per annum for interest.

If you have a calculator, it is easy to calculate percentage: type in the amount

2000, multiply this by 10 and press the % button.  The correct answer, 200, will appear.

Interest

Interest is the cost of money - it is money which is paid for the privilege to use the money.  Interest is a very important aspect in everyday life and business.  Whether you buy a house, car or use a credit card, or invest for retirement or invest in business, the fluctuation in interest rates will influence you.  It is vital to be able to understand and manage interest to your benefit.

Interest rates are based on the supply and demand of money.  When the supply is good, the money gets cheaper (interest rates are lower); when the supply is poor, the money gets more expensive (interest rates are higher).

Interest can change at any time.  If too many people want to borrow money, or if the Reserve Bank decides that there is too much money in circulation, then interest rates go up.

If too few people are borrowing money, interest rates usually go down.  It works in the same way as the supply and demand for goods.  When the interest rate goes up, the money borrowed becomes more expensive, repayment amount increases proportionally and it may take longer to repay the loan. 

The calculation of interest may be ‘simple’ or ‘compound’.  Simple interest is the application of a percentage rate to the principal sum for the period in question
Money required:




R 10 000

Interest rate:





22,5%

Pay back period:




One Year

1. What is the interest in rand per month?

R 10 000        X      22,5     divide by 12

__________        _____

        1                    100

2. What is the total interest payable over the one year period?

3. What is the total monthly payment?

4. What is the interest per month if the interest rate increases by another 1,5%?

R 10 000      x     24     

_________      ______

      1                   100 

5. What is the total interest payable over the one year period if the increase came into effect at the beginning of the seventh month?

R 10 000   x    22,5     divide  by 12  X  6

_________   ______

       1              100

R 10 000   X  24  divide by 12   X  6

R 1 125+ R 1 200 

Compound interest

Compound interest is interest on the principal sum, plus the accruing (added) interest, as expressed in the equation.  Compound interest means “interest on interest”.  

Where i is the actual interest, p is the principal sum (sum borrowed), t is the time or period of the loan in years and r is the percentage rate of interest.
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For interest compounded annually, or 
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For interest compounded q times per year.

Interest on bank accounts is ‘simple’ interest but is compounded in the case of a deposit account to the extent that interest is allowed on interest previously credited to the account.  The ‘rests’ between interest dates are critical.  Clearly, the compounding effect of interest allowed yearly in arrears is not as good as the compounding on interest allowed, say, quarterly.

In the case of an overdrawn current account, interest is calculated from the actual date when a customer’s cheque is paid (not from the date on the cheque), and from the actual date when money is credited to the account (usually at the computer centre.

As the rate of interest on borrowing rises, more and more investments that previously looked profitable start to loo unprofitable.  The demand for borrowing for investment purposes, therefore, is lower at higher rates of interest.  If the interest rate goes up, people will spend less because is costs more to spend if they have to borrow the money.

At compound interest, an amount doubles itself:

	At 7 percent in
	10 years
	89 days

	At  6 percent in
	11 years
	327 days

	At  5 percent in
	14 years
	75 days


At simple interest, an amount doubles itself:

	At 7 percent in
	14 years
	104 days

	At  6 percent in
	14 years 
	239 days

	At  5 percent in
	20 years
	-


Example: Compound interest

A man invests R5 000 in a company at 13% interest per year for 3 years.  He decides not to use any of the interest he earns until the end of the investment period.  How much will he have earned after 3 years

Solution:

	Amount at the beginning of the 1st year
	R5 000

	Interest(13% of R5 000)
	R650

	Amount at the beginning of the 2nd year
	R5650

	Interest (13% of R5 650)
	R734.50

	Amount at the beginning of the 3rd year
	R6 384.50

	Interest (13% of R6 384.50
	R829.99

	Amount at the end of the 3rd year
	R7 214.49


Example:  Calculating compound interest using the formula

Calculate the compound interest on an investment of R200 000 which is invested for a period of 2 years at 10% interest per year.

Solution




Procedure with calculator: 
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200000  X  ( 1 + 10÷100 ) yx 2  - 200000 = 42000
-  200 000

Remember: Interest = Final amount – Initial amount

The interest paid for the privilege to use R200 000 for 2 years at 10%, is R44 038.01

Depreciation

The essential difference between expenses and assets is that expense items are bought. used up and replenished at frequent intervals whereas the length of time between buying and replacing Fixed Assets is measured in years. This does not alter the fact that while a Fixed Asset exists, its value is constantly being reduced by wear and tear and/or deterioration.

Depreciation is a reduction in accounting earnings which are intended to reflect the reduction in value of an income‑producing asset. Depreciation, itself, is not a cash flow, but it affects cash through taxes. As a result of this, every capital budgeting analysis must consider the depreciation tax shield, which is the reduction in taxes due to the depreciation charge. This depreciation tax shield is a cash flow, because it reduces the cash outlay for taxes by the amount of the depreciation tax shield.

To understand how the depreciation expense creates a tax shield we will consider a manufacturer: 

The firm has an operating cash flow of R50 000. The example below examines the after tax cash flow of the manufacturer with and without a depreciation expense of R1 5 000 for a compressor.

No depreciation.

Total sales


R300 000

Less Cost of goods sold 

-R250 000

Gross income
R50 000

Less Depreciation expense
0

Taxable income

R50 000

Less Taxes (30%)

R15 000

Net income: 
R35 000

After-tax cash flow
R35 000

With depreciation

R300 000 ‑R250 000 = R50 000

Less depreciation
R15 000

Taxable income 
R35 000

Less Taxes (30%) R10 500

Net income

R39500

After tax cash flow
R39 500

If the firm can deduct the R15 000 depreciation expense, it pays R4 500 less tax. This R4 500 savings in the tax bill is the depreciation tax shield

The depreciation tax shield depends on the amount of the depreciation charge. 

Calculate depreciation

The simplest method to calculate depreciation is to use two basic factors: time and use, where use is more important.  When a vehicle travels high kilometres per year, the number of years that the vehicle can be used becomes less.  This means that the number of years over which the vehicle will be depreciated becomes smaller.

There is an approximate amount of kilometres that a vehicle can be used before it reaches the end of its economic life.

If we look at a small pick-up, the number of kilometres could be 100 000.  if the pick-up travels 50 000km per year, the depreciation write-off will be done over 2 years, if the pick-up travels 20 000km per year, the write-off will be done over 5 years.

As an example:  the cost of a vehicle to be written off is R350 000.  this amount is made up of the purchase price, less tyres, less the resale value.  This particular vehicle has an economic life of 125 000km on frequent long-distance trips and a life of 80 000km on local work in congested urban traffic.

Depreciation cost per kilometre is:

R350 000

125 000

= R2,80  for the vehicle that travels long distance

R350 000

80 000

= R4,38 for the locally operated vehicle.

Depreciation can be calculated in two ways:

Straight line method: where the amount to be depreciated is divided equally by the number of years over which the vehicle will be depreciated:

Vehicle cost price





R350 000

Tyres: six tyres at R1500 each



R    9 000

Anticipated life: 5 years

Anticipated vehicle resale value after 5 years

R200 000

Straight line method:

Original cost  less  tyre costs  less  anticipated resale value

Anticipated life

= annual depreciation

R350 00  -  R9 000  -  R200 000

5 years

=  R141 000


5

= R28 200 per year

In this calculation, the vehicle will have what is called a book value or R200 000.  if the vehicle is sold for less than this amount, it will result in a loss on sale of asset.

Reducing balance method:  where a high level is shown in the early life of the vehicle when maintenance costs are low.  The level then reduces steadily in later years when maintenance costs increase:

Vehicle cost price





R350 000

Tyres: six tyres at R1500 each



R    9 000

Anticipated working life: 5 years

Depreciation per year 20%

Amount to be depreciated: R350 000  - R9 000
R341 000

	
	Capital
	Annual depreciation
	Balance carried forward

	Year 1
	341 000 X 20%
	68 200
	272 800

	Year 2
	272 800 X 20%
	54 650
	218 420

	Year 3
	218 400 X 20%
	43 648
	174 592

	Year 4
	174 592 X 20%
	34 918
	139 674

	Year 5
	139 674 X 20%
	27 935
	111 739


According to this method, the vehicle will have a book value of R111 739 in the company’s books.  If the vehicle is sold for less than this amount, it will result in a loss on sale of asset.  If the vehicle is sold for more than the book value, say R120 079, there will be a profit from sale of asset of R8 340.

Both methods are acceptable accounting practice.  When you start making this calculation, use the method preferred by the organisation and the accounting officers.

In accounting terms the value of fixed assets is calculated as follows:

Fixed assets = plant and equipment at cost ‑ the accumulated depreciation

Value Added Tax – an introduction

Value Added Tax is precisely what it says. It is a tax on the value that is added to goods as they pass from one trader to another

The idea of Value Added Tax, of course, is related to the idea that businesses exist to make a profit. They do this by buying goods at one price and selling them for a higher price. In the case of a shop, it is simply a matter of buying and selling. In the case of a factory, processes are also carried out on the goods which add further to their value.

You should also notice that Value Added Tax applies to services as well as goods. This is because somebody who is selling a service has put a value on that service in deciding what to charge.

For instance, let's say that you take some clothes to the dry cleaners. They are not selling you goods because you already own the clothes. They are selling you a service which has a value so that the price you are charged will include Value Added Tax.

The rules are such that all businesses must register for VAT unless either, they are extremely small or only deal with goods where VAT does not apply.

The question of what is meant by a small business is measured by their turnover ‑how much money passes through the business in a year ‑ and not by number of employees. The maximum turnover figure for exemption from VAT Registration is adjusted by the Government every year, in 2008 the amount was increased to one million rand per year. 

Points to notice!

1. Most business must register for VAT.

2. A VAT registered business must charge VAT and so collect it for the Government.

3. A Business that is not VAT registered cannot charge VAT.

With regard to these points, you may wish to notice that a VAT registered trader must show his VAT registration number on his invoices. If you are ever charged VAT on an invoice that does not show the registration number, you should query it. It may be that someone is trying to get money from you under false pretences!

You will probably have guessed that most businesses do not register for VAT unless they have to as being registered will involve them in extra, unpaid work for the Government.

However, there is one advantage to being registered. This is that a VAT registered business is able to offset the VAT it pays against the VAT it collects. in the following pages you will see that the system operates in such a way that the last person in the line of sales and purchases pays all the tax. The others along the fine get back all the VAT they have paid at the end of the day.

Therefore, it is quite possible that a very small business that pays a lot of VAT on its purchases may find it worthwhile to register despite it not being compulsory.

In accountancy and book‑keeping, VAT is classified as being either input tax or output tax.

Input tax is the amount of VAT we pay to a supplier when we buy an item from him.

Output tax is the amount of VAT we collect from a customer when we sell an item.

The amount we have to pay to the Government is the difference between the Input and Output taxes. You will appreciate that, because the purpose of a business is to make a profit, Output tax will normally be greater than Input tax.

Output tax minus input tax = balance payable to government

In practical terms, it is equivalent to the business getting a refund of any VAT it pays. If Input tax is greater than Output tax the business will receive the difference from the Government. This can make it very worthwhile for a small trader to register!

The Government department which administers VAT is SA Revenue Services 

Businesses normally deal with their local office. You can find out the address of your local office by looking in the telephone directory.

Every two months, the VAT registered business has to complete a VAT return form giving the totals of Input and Output taxes for the period. The cheque for the difference is sent off with the form. 

Imagine a person (A) who chops down a tree and sells it to a furniture manufacturer (B) who makes a table from it and sells it to a shop (C) which then sells it to a customer (D).

What prices are involved?

Since the tree was growing there anyway, the value that A puts on it is the cost of felling it plus some profit ‑ let's say R100.

B buys the tree for R100, puts in R130 worth of work into it and adds, say, R20 for profit. As a result, B sells the table to C for R250.

C has running expenses for his shop and also needs to make a profit. So he decides to sell it to D for R330.

Point to notice!

These prices are what A, B, and C want for themselves! If they are all registered for VAT, they will all have to add the tax on to their invoices.

Let's assume that all three are registered for VAT.  Currently, the VAT rate is 14%.

As a result, each of these traders will add 14% VAT to their selling prices. This is their Output tax.

The 14% VAT that B pays to A is B's Input tax. Similarly, the 14% VAT that C pays to B is C's Input tax.

A sells to B at R100 + 14% VAT R14 = R114

B sells to C at R250 + 14% VAT R35 Total = R285.  The VAT that B pays to SARS is: R35 – R 14 = R21.

C sells to D at R330 + 14% VAT R46.2 = R 376.20.  The VAT that C pays to SARS is: R46.20 – R35.00 = R 11.20

The total that is paid to SARS is therefore:

A

R14.00

B

R21.00

C

R11.20

Total

R46.20

As you can see, it is the final customer, D, who ends up by paying all the VAT. You can also see that each trader pays a portion of the total VAT to SARS. Each portion matches the value that has been added to the item at each stage.

In South Africa we have three kinds of VAT, depending on the products or services involved:

Products and services that attract VAT at 14%, such as furniture, clothes, etc.

Products and services that are VAT zero rated, such as meat.  In this instance, the company can claim input tax, but does not pay output tax at all.  There is also no VAT charges on the products. These companies usually receive a refund from SARS.

Products and services that are exempted from VAT: no input tax is claimed and no output tax is paid. VAT is not charged on products and services. 

Discounts – assessing the impact

A discount means money off the "full" price of goods. The "full" price may be the recommended retail price that has been published by the manufacturer or the price shown on the seller's price list, known as the List Price.

10% off" may be a special price in a sale or to promote sales of a new product. Many shops encourage the public to become regular customers by opening an account and reward them by giving them special prices. Traders often give reduced prices to customers who buy goods for use in connection with their own businesses. Sometimes they offer reduced prices to people who pay their bills on time

Traders often sell their goods at different prices to different customers. There may be several reasons for giving a special price on a particular deal.

Apart from the example of the customer buying goods for his own business that you have just seen, discounts may be given because the customer is buying a large quantity of the goods concerned, or because the trader and the customer have a long term association such as when the customer makes regular purchases.
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Where goods are sold below list price, the reduction in price is known as a trade discount.
List Price ‑Trade Discount= Selling Price

Cash discounts are different from trade discounts!

This type of discount is offered to the customer on condition that he pays for the goods he has purchased within a specified time. Usually, the specified time is fairly short.

Many people think that a Cash Discount applies to somebody who pays for the goods at the time of purchase rather than buying them on credit. This may sometimes be true but more often, this type of discount will be treated as a Trade Discount. This is because the actual selling price will be shown on the invoice (bill) and this will be the figure entered directly into the accounts.

In a true cash discount, the actual selling price will not be known until payment is made.

Let's look at an example.

Imagine that a customer, W BARCLAY, buys goods on credit for R1000 and that he is offered Cash Discount of 10% if he pays for the goods within seven days.

He will receive an invoice for R1000 with a note that he may deduct 10% if he pays within seven days. If he does so, he will pay R900 and this will be the actual selling price. If he pays after, say, ten days, he will have to pay R1000 and this will be the actual selling price.

So, at the time of sale, we don't know whether the price will be R900 or R1000!

The effect of discount on gross profit

Over and above the fact that the offer of a discount does not always have the desired effect on the total sales, it often happens that a discount lowers the gross profit (in terms of monetary value).

Assume that an entrepreneur decides to offer his clients a 10% discount in the hope of having his sales increase by 20%. The effect of this discount on the gross profit of the entrepreneur is as follows:

	
	Without discount
	With discount

	Cost price per article 
	R5.00
	R5.00

	Plus mark-up
	R2.50
	R2.50

	Normal selling price per article
	R7.50
	

	Less discount (10%)
	
	R0.75

	Real selling price
	R7.50
	R6.75

	Number of units sold
	100 units
	120 units

	Total sales
	R750.00
	R810.00

	
	
	


	BUT
	Without discount
	With discount

	Total sales
	R750.00
	R810.00

	Less cost price of sales
	R100.00 (100 units
	R120.00 (120 units)

	Gross profit
	R250.00
	R210.00


Although the dealer sells 20% more, his gross profit actually declined by R40, 00 or 16%.       

For the above dealer still to make a gross profit of R250, 00 after allowing the 10% discount, his sales (in units) have to increase by more or less 43%. The computation is as follows:

Desired gross profit



= R250, 00

Gross profit per unit after discount:

=Selling price less Cost Price

= R6, 75 – R5, 00

= R1, 75

Sales in units (needed for gross profit or R250, 00)

= 250 divided by R1, 75

= 143 units

Sales therefore have to increase from 100 units to 143 units in order to realise the same gross profit as before the discount.

The following table gives an indication of the extent to which turnover has to increase to keep the gross profit constant when cash discounts are offered.

	Mark-up on cost price
	Discount 
	Percentage increase in turnover needed to maintain level of gross profit

	50%
	5%

10%

15%

20%
	17,6%

42,9%

81,8%

150,0%

	33,33%
	2,5%

5%

10%
	11,1%

25,0%

66,7%

	25%
	2,5%

5%

10%
	14,3%

33,3%

100,0%


Prudence and consistency

Consistency: do the same thing over and over: for example, when you normally only include sales in your financial figures when the money is in the bank, do this every month.  Do not one month suddenly add sales for which payment has not been received in order to inflate your figures. 

Prudence: be careful when spending money, make provision for unforeseen expenses and be diligent when collecting debtors and paying creditors.

Financial accounting information must be assembled and reported objectively. Third-parties who must rely on such information have a right to be assured that the data are free from bias and inconsistency, whether deliberate or not. For this reason, financial accounting relies on certain standards or guides that are called "Generally Accepted Accounting Principles" (GAAP).

Principle of regularity: Regularity can be defined as conformity to enforced rules and laws. This principle is also known as the Principle of Consistency. 

Principle of sincerity: According to this principle, the accounting unit should reflect in good faith the reality of the company's financial status. 

Principle of the permanence of methods: This principle aims at allowing the coherence and comparison of the financial information published by the company. 

Principle of non-compensation: One should show the full details of the financial information and not seek to compensate a debt with an asset, a revenue with an expense, etc. 

Principle of prudence: This principle aims at showing the reality "as is": one should not try to make things look prettier than they are. Typically, a revenue should be recorded only when it is certain and a provision should be entered for an expense which is probable. 

Principle of continuity: When stating financial information, one should assume that the business will not be interrupted. This principle mitigates the principle of prudence: assets do not have to be accounted at their disposable value, but it is accepted that they are at their historical value. 

Principle of periodicity: Each accounting entry should be allocated to a given period, and split accordingly if it covers several periods. If a client pre-pays a subscription (or lease, etc.), the given revenue should be split to the entire time-span and not counted for entirely on the date of the transaction. 

Revenue vs. Capital

In financial terms, capital is the money that is used to start a business, while revenue is the income that a business generates from normal business operations.

Capital goods are machinery and equipment that is bought or leased in order to enable the business to carry out its business operations. 

Cost and revenue

Costs are payments that have to be made while a business is in operation.  The business must know the costs to determine how much money is needed to run a business, how much money is needed through income from sales, how much the business should charge for the products/services, the budget, and the estimated cash flow.

Costs will be influenced by:

whether the business sells one product or many;

whether the business offers one service or a number of services;

whether the business pays staff hourly, weekly and/or monthly;

whether the business actually produces goods or only sells them; and

what is regarded as fixed or variable costs in the business.

Revenue 

Revenue is the income received by a business.  It includes income from sales, interest, dividends and royalties. Income from sales is the income received from the number of items that are sold, or services rendered.  

Once sales have been worked out for a period of time, say one week or one month, the sales can be compared with the budget, and/or estimated sales.

Sales can be increased by:

Selling more to the customers.

Finding more customers.

Changing prices
In the case of non profit organisations, revenue is also referred to as gross receipts.  Revenue includes:donations from individuals and corporations, support from government agencies, income from activities related to the organization's mission  , and income from fundraising activities, membership dues, and financial investments such as stock shares in companies. 

Governments also generate income in the form of income tax levied on companies and individuals, customs and excise duties, other taxes, dividends, interest, sales of goods and services and other taxes.

Identify work elements

For costing purposes, work elements can be identified and extracted from several information sources.

Projects and sub projects

A project is:

Any undertaking with a defined starting point

An undertaking with defined objectives by which completion is identified

Is a sequence of unique, complex activities having one goal:

successful completion within defined time, cost, and quality parameters

Large projects are further broken down or decomposed in sub projects.  For example a large project such as a housing project to build 100 houses could be broken down into sub projects for:

laying foundations

building outer walls

building inner walls

painting inner and outer walls

inserting cabinets and cupboards

plumbing

electricity

bathroom accessories and fittings

kitchen accessories and fittings, etc.

Each sub project will generate documentation such as work schedules from which information can be obtained.

Phases of a project

All projects go through a "project cycle" or series of phases for completion and for each phase documentation is produced that can help you to identify work elements.  The phases of a project are:

Project identification: This phase involves identifying project ideas and needs. The individual or group responsible for a potential project refine an idea or concept into a project. Such a person or persons draw up a project proposal.

Project planning: This phase involves preparing the project by means of a plan or design of what the project entails, in particular: Planning the time length or "life span" of the expected project, its projected costs, and the preparation of possible task alternatives in the event of unexpected changes.

Project implementation and monitoring: This phase involves putting into operation the plans or the actual development of a project. The project is implemented in a planned and controlled manner. This includes supervision and monitoring the actual progress of a project within the scope of the plan

Project completion and evaluation: This phase involves determining whether the objectives set out or needs identified in the earlier part of the cycle have been successfully concluded. Evaluating a project's success is measured by contrasting the original goal or set of objectives with the final outcome. This is the last and final phase of the project cycle.

Tasks and activities

In project management a task or an activity can have the same meaning: a piece of work that requires effort, uses resources and has a concrete outcome (a deliverable).  

Tasks and activities can also have separate meanings.  In some instances, act ivies may be a specific level in the WBS where a phase is broken into a set of activities and an activity is broken into a set of tasks. 

Tasks can then be further broken down into the separate work elements or sub tasks that make up the task.  you have to be able to break down the task into at least two elements for a meaningful decomposition of the task.

Work packages

A work package can be finalised quickly, within a week or two.  This way, time and cost estimates can be carried out effectively.   For example, if meetings with project teams take place weekly, the project manager can determine if:

the work package has been completed

if work is still being done on the work package and the work package is therefore late

the work package has already started or is due to start

If meetings take place on a weekly basis, a typical work package will be 80 or 90 hours, depending on the number of hours worked per day.  From this, we can conclude that a work package can be carried out by a team or individual team members.

A work package must also have a deliverable and therefore a meaningful conclusion and the team members should be able to finish it without interruptions.

Identify cost types

Cost accounting is the process of tracking, recording and analyzing costs associated with the products or activities of an organization.

The typical cost types to consider for a project are:

Labour: The wages paid to all staff directly working on the project.  This would include both permanent and outsourced contract staff. 

Overhead: The cost of payroll taxes and fringe benefits for everyone directly working on the project.  This is usually calculated as a percentage of direct labour cost.

Materials: The cost of items purchased for use in the project. Includes such things as lumber, cement, steel, nails, screws, rivets, bolts, and paint. Could also be items such as paper, manuals etc.  These could be described as consumables.

Supplies: The cost of tools, equipment, furniture, computers, office supplies, etc., needed for the project. If something has a useful life beyond the project, a proportion of the costs should be allocated to the project.  These can also be described as establishment costs.

Equipment: The cost of purchasing or renting equipment such as scaffolding, compressors, cranes, bulldozers, trucks, etc., for use on the project.

General and Administrative: The cost of management and support services such as purchasing, accounting, secretarial, etc., for time dedicated to the project. Usually calculated as a percentage of project cost.

Profit: In a for-profit project, the reward to the organisation for successfully completing the project is usually calculated as a percentage of project cost.

Once you have identified the work elements, you can determine the cost types that apply to the work elements.  Discuss the cost types with your project and financial manager to make sure that they agree.

Estimate costs

Now you have identified work elements as well as cost elements for the project.  The next step in the financial planning process is to prepare a budget.  Since you do not know exactly what the amount of most of the costs will be, there are two techniques that are used to determine the costs:

Estimating what the costs will be.  A budget is an estimate of future financial activity

Forecasting: once you have estimated the costs, you forecast what you expect will happen

So that you have a plan of future financial activity against which you can compare your estimates and forecasts.

The Accuracy of Estimates

In the initial phase of the project a certain degree of generalization is acceptable but as the project progresses to the refining phase then estimates need to be more accurate.

We have included some input from Project Management by Phil Baguley concerning  budgeting.  

Baguley indicates that there are four levels of budget estimates, namely:-

'ball-park', 'seat of the pants, 'order of magnitude' estimates (50%)

budget, predesign, feasibility estimate (20%)

sanction estimate (10%)

definitive estimate (5-10%) 

Potential Budgeting Problems

The impact of inflation on long-term projects.

The impact of currency exchange rates on international projects

Failure to obtain firm price commitments from suppliers and sub-contractors.

Poorly prepared Work Breakdown Structures that lead to incomplete budgets

Estimates based on different methods of costing, i.e. hours versus Rand.

Inaccurate contingency provision.

Steps involved in successful budgeting

Initially you may wish to draw up an estimate of the budget you will need.

Drawing up an estimate is a logical exercise that is based on the available information about:-

the project's outcome

the project activities

information about the costs of identical or similar activities

If you have been involved in a similar project before, you may like to look at the project costs, but beware of just taking previous figures and adding a small percentage for inflation as you may discover that you have under-costed.

Obtain as much information as you can.

Also look at trends which may give you an indication of possible escalations of costs e.g.  if you have to do a lot of travelling, be sensitive to possible petrol price increases.

If you are involved in a building project and may have to use equipment or parts which have to be sourced from overseas, be sensitive to the Rand / Dollar exchange rate.

Once you have an initial estimate, this will be discussed with top management. When initial approval has been received then a more detailed budget will need to be put in place.

Note that your budget should be based on actual costs – for example, do not guess but find out what the telephone account costs per month and base your estimates and forecasts on those actual figures.  A budget is also a control document that you will use every month to check where overspending and under spending are taking place.

Provision must be made for below the line costs.  These include things like

insurance

tax charges

Provision must also be made for contingencies, as things are bound to go wrong.  

A useful rule of thumb is 5% - 15 % of the projected expenditure.

Remember:-

The project budget is the financial foundation of the project.  It tells you what is to be spent and when it is to be spent.

It is essential that the budget is a true reflection of what has to be expended.

The financial manager of the project will have to monitor the budget closely, and provide accurate information to the project manager and the team about the cash flow situation.

Determine resource requirements for work elements

Resource and cost planning

A project manager is continuously challenged to implement a project within the determined time, resources, costs, and quality.  Resource planning may be defined as forecasting the resources, both human and material, that are necessary to implement the project successfully.  The resource planning is performed within the predetermined time and budget factors. 

Resource planning is connected with all project activities.  Changing resource availability affects the duration of the activity.  The important issues to consider when planning resources are as follows:

Type of resource: labour, equipment, etc.

Quantity: how much of the resource is needed

Unit cost: what would the resource cost per task or work package?

This information is available from project documentation.  Once you have determined the type, quantity and unit cost of the resources, consider the following before drawing up a resource usage chart:

Determine the resources available inside and outside the organisation – can you rent or lease at a cheaper rate than buying, etc.

Anticipate absenteeism, sickness, etc of workers (often 25%)

Find out how interchangeable team members and project staff are: in case of absenteeism or illness, can you replace the employee temporarily from within the project? 

Availability of resources during certain time periods (public holidays, seasons, market supply and demand, etc)

To document the allocation of resources to tasks and work packages, a resource bar chart can be used.  This is not the only tool, Gantt charts and histograms are also often used.  Find out what the procedure is in your organisation and make sure that you follow that procedure.  For the purpose of this training intervention, we will use resource bar-charts as per the example shown below.
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As the project progresses, it may become necessary to make changes to schedules, budgets and resource allocations.  Reasons for this are:

The prioritisation of critical activities may change

It may be necessary to increase or reduce the availability of a specific resource in order to meet deadlines

Costs of resources may change due to the introduction of incentive schemes, overtime or subcontracting employment

PREPARE A COST BUDGET

Outcome 

Participate in the preparation and production of a cost budget

Assessment criteria

The elements of cost for each work element / package are estimated using agreed rules and procedures

A cost budget is documented in agreed format and within agreed time frames. 

Underlying assumptions of the estimate are explained, motivated and documented in agreed format

Approval is obtained for the budget from higher authority in accordance with established standards and procedures

Cost budget figures are balanced and correct in accordance with standard accounting practices
Estimate the elements of cost for each work element/package

Although resources such as people and equipment are crucial ingredients for successful project implementation, they can be assembled only if finances allow.  Managing project finance is therefore one of the major roles and responsibilities of the project manager.  

The major activities of project managers in relation to project finance may be summarised as follows:

Budgeting

Cost control

Making budget adjustments

Budget Management

Budgeting concerns the future

How can I use my actual figures and my budgeted figures to manage properly and decrease spending?

The costs of resources such as supplies, materials and wages, must be accounted for. Planning costs should not stop once the project is launched but should continue throughout a project's lifespan in order to keep track of expenses and avoid overspending. However, estimating a project's costs is not easy as many unexpected costs can be incurred during a project cycle.

To calculate a budget, cost estimates should involve the items listed in the Project Breakdown Structure which typically include labour costs, material costs, travel costs, and administrative costs. An estimate of a project's costs should consider:

The knowledge, expertise or skills that are required (the greater the expertise, the higher the probable cost),and

The types and amount of specific materials, supplies and facilities needed.

These costs can be displayed in a budget worksheet as per the example on the next page.


Document a cost budget

Budget layout

A proposed project budget should clearly describe cost headings and provisional estimations. The headings should include a costing of

Human resources or skills,

Administrative processes,

Materials and supplies, and

Provisional extra costs.

A description of each heading follows.

Human resources or skills costs

The costs of skills required to implement the project. This should involve a description of responsibilities and salaries for:

Full‑time personnel,

Part‑time personnel ('include percent of work time covered by salary), and / or

Consultants (include number of days and daily fee).

Administrative costs

Administrative costs include:

Venues, accommodation needed for residence during the project cycle

Communications and postage (telephones, faxes, courier services, publications, advertising, etc.) It is normal practice to list these under one common heading rather than separately unless a specific item is expected to take a significant portion of these costs

Travel required for project purposes (expected vehicle costs, air travel, etc.).

Supply costs

Costs of materials and other project-related supplies

Provisional extra costs

Other expected sources of expense, for example:

Meetings and entertainment,

Temporary rentals (transport, equipment, etc.),

Food (lunch, snacks, tea or coffee, etc.), or even

Interpreting. 

Explain assumptions and obtain approval

When preparing a budget, as can be seen from the exercise, you make certain assumptions.  In a project you will have to explain and motivate your assumptions, usually in the form of a report, unless a different procedure is followed in the specific project.

The report should be addressed to the project manager or higher authority in accordance with established standards and procedures

An outline of a report is given below

Title Page

Clear informative title

For whom the report has been written

Who has created report

The date of the report

Acknowledgement

Terms of Reference (brief)

Who instructed the writer

When the instructions were given

A detailed list of exactly what the investigator should do

The date when the report should be handed in.

Summary

An introductory sentence stating what the report contains

A short statement of the background to the report

A statement of the main purpose of the report

A brief statement of the procedure used to gather the information.

The main conclusions.

The main recommendations.

The main findings.

Table of contents

The organisation of the information

The pages where the sections may be found

Introduction

History of the investigation

Purpose of the Report – e.g. project budget or budget of sub project

Scope and limitations

Procedure for gathering information – how you gathered information

Plan of Action – if applicable

Conclusions

Implications of the facts –e.g. assumptions made

Insights that the reader has gained – motivation of assumptions

Recommendations

Based on the conclusions

Findings

Facts of investigation

These should be set up in a readable way

Use a multiple decimal number system

Use specific major and minor headings.

List of references

Bibliography

Appendices

Follow standard accounting procedures

Financial accounting information must be assembled and reported objectively.  Principles of prudence and consistency must be followed, for example if you budget for depreciation, choose the method of calculating depreciation and stick to this method.

Make sure that estimates are based on valid and actual figures so that there is not a big difference between budgeted costs and actual costs.

Also make sure that your budget stays within the amount allocated.

MONITOR AND CONTROL BUDGETS

Outcome 

Contribute to the monitoring and controlling of cost budget performance by maintaining records and communicating

Assessment criteria

Cost budget is communicated in a manner that ensures all relevant parties are clear on its contents

Actual costs against the budget elements are obtained and records updated correctly. 

Deviations of actual against budgeted costs are identified and communicated to higher authority

Opportunities for corrective action or improvement are identified and communicated to relevant individuals/teams

Financial records are maintained according to agreed standards and procedures
It does not help to have the best plan in the world if you do not monitor and control your project.  This is an on-going activity, which requires a great deal of attention.

We do not work in a perfect world but in one which is dynamic.  As such, things will go wrong, people will let you down, goods will not arrive on time, key workers will become ill.  A good project manager must have the flexibility and resilience to cope with these problems.

Monitoring allows us to identify when things are not going according to plan and gives us the opportunity to come up with an action plan to resolve the problem.

Project monitoring involves

measuring
recording

collating

analysing

The data used or information gained must be:

relevant 

credible

timely

understandable

connected to the project plan and budget

A useful strategy is to set project milestones, which allows us to see if we are making progress according to our agreed schedule.

Project control is an on-going activity.

It should be agreed with your team what control measures will be put in place and how often they will be reviewed.

However, even with good control measures, problems will occur.  These are discovered through our monitoring activities. 

 When we discover that a discrepancy has occurred between what has been planned and what is being delivered, then we are able to take remedial action and take firmer control of activities

The remedial activity should be:-

appropriate
quick

cost effective

reflect the size and nature of the gap

Communciate cost budget

Once you have drawn op the budget and it has been approved, send copies of the budget to every stakeholder – everyone who needs to know, e.g. team leaders.  This will enable them to make sure that they do not overspend or obtain approval before spending money that is not budgete for.

Obtain actual cost figures

On a regular basis, obtain the actual costs in order to compare them with the budgeted costs.  You will find records of actual costs from finance and administration departments, e.g.

Invoices indicating the actual prices of items that were bought

Telephone and water and light accounts showing actual expenditure

Records of the actual payroll for amounts spent on salaries and wages

Details of insurance premiums, rental of premises and equipment

Update the amount spent on cost items continually to determine whether spending is still within budget or whether corrective action should be taken.

Identify deviations

Budget Control Chart

The project budget will detail the following:

What has to be spent on which cluster or items or activities

When the money has to be spent

The projected cash flow will be calculated when the budget is compiled and it is very important that this is monitored carefully on a regular basis.

If we are unable to manage our cash flow it will have serious implications for achieving the other targets we have set ourselves.

The Budget Control Chart compares the progress of actual project costs with estimated project costs. This chart is used to keep relevant costs in line with what can be afforded and warns project management of possible price or cost escalation's which may require a readjustment in the overall budget or a change in task priorities.

	Milestone No.
	Budgeted Cost
	Anticipated Cost
	Actual Cost
	Notes

	
	
	
	
	

	
	
	
	
	

	
	
	
	
	


If your monitoring reflects a variance in the actual as opposed to the actual and predicted spend, then this has to be investigated.  If your investigation indicates that future costs may exceed the budget provision then the matter needs to be investigated and decisions made.

Figures tell a story

Accountants will tell you that figures tell a story.  When managing projects you need to learn how to read the story.

Fortunately if you use a computer Project Management programme, the computer will assist you to calculate and interpret figures quickly.

Critical ratio

However it is useful to understand how to calculate the Critical Ratio.  Let us look at an example:

You have allowed 32 hours for a trench to be dug and a pipe-line to be laid.  The total budget for labour is R1 000.

After 32 hours you discover that only 75% of the work has been done and that R1 200 has been spent on labour costs.

We realise that we have a problem and we wish to see how critical the situation is.  We therefore apply the formula to establish the critical ratio.

(Actual progress / Scheduled progress) x (Budgeted cost / Actual cost)

(75 / 100) x (R1 000 x R1 200) = (0.75) x (0.83) – 0.62

When the ratio falls below 1.0 this tells you that you have a below-par performance and it needs to be investigated.  Similarly if the ratio is above 1.0 then you need to investigate the above-par performance.

The further the ratio is away from 1.0 the more urgent the need to investigate.

Identify opportunities for corrective action

Regulate a cost issue:

In the case where actual expenses become greater than planned expenses project management will have to consider whether to:

Refine the objectives set out (for example building fewer houses than originally planned),

Include other sources of income (such as increasing the price of houses built for sale afterwards), or

Obtain more funding (loans and investments).

All deviations from the budget – overspending and under spending) must be investigated to find the cause.   The deviation must also be reported to project management according to the procedures of the project.  This can be done during weekly project progress meeting or, if the matter is urgent, it can be reported to project management under cover of a memo or a report.

Be sure to describe the deviation, the cause of the deviation and add your recommendations for further action.

If necessary, and on approval of management, amend the budget and send the amended budget to all stakeholders.

Maintain financial records

Projects have to be audited, so all documentation must follow the procedures laid down for the project.  Also, records of all documents must be kept:

Memos

Reports

Minutes of meetings

Budgets

Budget control charts

Amended budgets

Source documents for costs such as payrolls, invoices, lease agreements, etc.

These documents must be filed in a safe and fireproof place, such as a filing cabinet in a safe, or on computers, depending on the procedure laid down. If documents are saved on computers, regular backups must be made and kept in a safe and fireproof place.
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