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Abstract

Research has shown that only one out of eight
projects in the USA is successful (David and
Trevor, 2011). Park, Seung and Rusells (2005)
quoted Russell (1991) who found that more
than 60% of construction contractor's failure is
due to economic factors. Thus, when planning
funding requirements of a business, it is more
important to manage the likely cash
requirements than to merely project
profitability. Whilst profit is a vital indicator of
the performance of a project, the generation of
profit does not necessarily guarantee its
realization development, or even survival. It is
imperative to note that more businesses fail for
lack of cash flow than for want of profit.

This paper discusses and highlights the results of
a study conducted to determine, rate, and rank
the significant factors that affect the cash flow
of contractors in Ghana. The District Assembly
Common Funded (DACF) project was used as a
case study. The paper adopted the qualitative
and quantitative research methods. In terms of
quantitative methods, primary data was
gathered through structured questionnaires

distributed to contractors, consultants, district
assemblies (clients) in the Ashanti and Brong
Ahafo regions of Ghana. The sample size was
drawn using the Kish (1965) method. In total,
123 out of 152 questionnaires were retrieved
indicating 81% response rate.

Statistical analysis, using relative importance
indices, significance testing and concordance
testing revealed that 15 factors significantly
affect the cash flow status of a contractor
during the currency of construction projects.
These factors were further categorised into
either endogenous or exogenous groupings,
based on the source of the factor and its effect
on the construction firm. It was further revealed
that cash flow factors could be considered to
have contractor inclination or contractual
influence depending on the extent of skewness
of these factors to the former. The paper
recommends that, to enhance effective
productivity through cash flow systems, there
must be a balance between the exogenous and
endogenous factors, with the diligently
undertaking risk analysis for the prospects of
the project and the client making conscious
effort not to violate the contractual factors.

Key words: Contractor, Significant Factors, Prediction, Endogenous, Exogenous, S-curve, Life-
Cycle Costing
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INTRODUCTION

A study conducted by Hohuabu in 2005
revealed only 17% of contractors practice cash
flow prediction. About 41.5 % indicated that
they hardly practice cash flow prediction with
another 41.5% stating that they never
practiced cash flow prediction in Ghana.
While the importance of financial and cash-
flow management is normally discussed at
total company level, most of the models of
cash flow prediction are individually
developed for specific project.

Financial management has for long been
recognized as an important strategic
management tool. Since all investment
involve risk taking, any firm which invests
expects to make dividends at the end of the
accounting year in return for his investment.
It is expected that a well planned project cash
flow pattern would enhance the ability to
finance the project effectively. Managing cash
flows is one of the most difficult tasks to
undertake, because cash is one of the most
unstable economic parameters. The
uncertainty in estimating cash flows arises
due to ambiguity in available data coupled
with the numerous arbitrary assumptions,
projections and forecast, which are also
affected by both internal and external factors.
Hohuabu (2004) postulated that poor project
planning and fluctuation in local currency
against the major world currencies were the
main causes of construction cost escalation.

Cash flow prediction or projection is
considered one of the most crucial steps in
investment analysis, and should however not
be confused with profit or profit flow. Profitis
measured by an accountant based on an
accrual concept. The term profit is also very
ambiguous to explain. Imperatively, the later

could mean profit in the short run which is
different from profit in the long run or profit
before tax, profit after tax, total profit or profit
per share. Accordingly, changes in profit do
not indicate corresponding changes in cash
flow.

Many factors affect a contractor's cash flow
hence dictating the shape of the S-curve (net
cash flow curve) of the contractor. All factors
affecting the contractor's cash inflow and
outflow to some extent affect the shape of the
S-curve both directly and indirectly.
According to Buertey (2011) in Kaka (1995),
over fifty (50) factors affect the cash flow of the
Contractor.

Importance of a Contractor's Cash Flow
Prediction

Chen et al (2007) stated that cash flow is the
life of a business. Park et al (2005) quoting
Singh et al (1992) states that cash is the most
important of a construction company's
resources. Whilst profit is a vital indicator of
the performance of a business, the generation
of profit does not necessarily guarantee its
development, or even survival. It is
imperative to note that more businesses fail
for lack of cash flow than for want of profit.
Most contractors working on construction
projects suffer serious liquidity and cash flow
problems.

Peers (1992) postulated that a proper cash
flow management system is crucial for the
survival of a construction firm because cash is
one of the most important corporate resources
and current asset for the day-to-day activities
of a firm. A proper cash flow management
system is also important as a means of
obtaining loan from a bank or financial
institution. Other capital markets are
normally inclined to lend money to firms that
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present periodic excellent cash flow forecast.
Cash flow at the project level is important not
only as a basis of company level cash flow but
it should be practiced at different stages of the
project life cycle starting at the bidding stage
of the project where a decision to bid for a
project can be influenced by financial
considerations, such as capital cost, and
maximum expenditure constraint.

Kaka (1995) held that an accurate cash flow
prediction is essential at the tendering stage to
all contractors. It provides contractors with
the information regarding the amount of
working capital required to perform a
contract, the amount of interest that need to be
paid to support an overdraft, and the
evaluation of different tendering strategies.
Kaka further added that ideally, cash flow
prediction should be linked to the
construction programme, schedules and bill
of quantities.

Contractors are not only concerned with profit
or turnover. An important factor that need to
be considered in assessing the worth of a
company or viability of a project is the return
on capital invested. The latter has made
enlightened contractors become more acutely
aware of the need to maintain cash flow
stream. For each project executed by a firm, it
is expected that the estimates of amounts,
uncertainty, and timing of the cash flow
resulting from the investment would be
carefully analysed on incremental basis
throughout the project or production cycle
(Pandey, 2002).

Cash isimportant for the day-to-day existence
of a company and some contractors have
suffered a downfall not because their work
was not profitable but due to lack of cash in the
short run. During periods of inflation, poor

cash flow can lead to reduced profit, which in
turn can produce a rippling effect on
shareholders return. Xuequing (2005) after
studying the critical success factors of
infrastructural projects; held that most
projects are abandoned at just 30% completion
stage with just a few going through to
completion thus meeting the stipulated
contract duration and project characteristics.
Park et al (2005) quoted Russell (1991) that
more than 60% of construction contractor's
failure is due to economic factors.

According to Ashworth (1995), the
importance of cash flow prediction cannot be
over emphasized. Amongst others, it is
required for:
Early price estimating,
The setting of budgets and targets,
Analysis of future financial position of
the firmand
Final accounting predictions and life
cycle costing.

Over the years, some attempts have been
made to improve the contractors estimating
performance, since its achievement will help
eliminate some of the variability in the
prediction required by the client. Cash flows
cannot be assumed to be equally distributed
over the entire project duration. A peak in
activity is often achieved about two-thirds
way through the entire contract period
(Kwakye, 1997). There is hence the need to
prepare an expected cash flow related to the
contractor's programme of activities. Financial
control of any construction project
commences at inception and continues until
total completion or close of the project

In most cases, a contract budget which is a
financial plan prepared to monitor and control
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income and expenditure in any organization
to measure performance is issued to
determine cash flow requirements for the part
or entire duration of the project. In addition,
the budget serves as a yardstick against which
actual performance is measured.

Contractor's Income Curve

The major sources of income to all contractors
who undertake construction project are
interim valuations and related claims.
Differences exist between the terms and
conditions of a contract for most projects. This
is exemplified especially as to which of the
parties is responsible for the preparation of
interim valuations, the dates for interim
valuations, and the minimum amount at
interim valuation. Under the conditions of
contracts for most projects, the responsibility
for preparing such interim valuation is placed
on the employer's appointed project manager.
The project manager's valuation takes account
of any application for payment made by the
contractor. The valuation also considers the
current forecast of actual construction (which
represents the direct cost of materials, labour
and plant to execute the project) for the works
submitted by the contractor. These interim
payments are of critical importance to the
contractor's cash flow. Thus, contractors are
faced with undertaking interim valuations,
usually at monthly intervals or stage
evaluation, although this can vary.

The importance of these valuations stems
from the fact that they:
Control the contractor's cash in flow
Provide financial information for the
contractor
Serve as information on the general
progress of the works

According to Navon (1995), the income flow
for a typical project is calculated on the basis
of cost flow, taking into consideration
retention and billing period as

It: (1 'ﬂ) XCt—b + Mt
100

Where:
I.is the cash inflow (revenue) for time
periodt,
Ristheretention,
C,, is the direct cost for period t-b, b is
the billing period and
M, is the additional payment
determined by the contract.

Contractor's Expenditure Curve

During the production process, the contractor
expends on various activities and expects to
be reimbursed on the expenses made. This
forms what is called 'the cyclic income and
expenditure curve' of the contractor.
Throughout the active stage of a project,
expenditure is an ongoing process which
occurs atirregular intervals during the project
duration. A plotted expenditure pattern for a
typical project which includes the entire direct
and indirect cost and head office expenses
normally rises or peaks, and then begins to
fall, along the trajectory or duration of the
project.

Research has however shown that, for most
building construction projects, a chunk of the
cash out flow is expended directly or
indirectly on materials procured, except for
capital intensive civil works. Contractors can
thus negotiate the billing period with
nominated suppliers for the payment of the
cost of materials purchased to be deferred
until a later date after certificates have been
honoured by the client. According to Navon
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(1995), the minimum stock level for materials
inany firmis given by the formulae

Q(Mi):Qmax(Mi)_Qmin (MI)

Where
Q. 1S the maximum stock size for
material M, and
Q... is the minimum stock size for
material M, and
Q (M) is the material to be purchased
orordered.

Research Method

Population

This paper is based on a mix methodological
approach of data collection: quantitative and
gualitative procedures. With the application
of the quantitative data collection, a survey
guestionnaire was designed and administered
to contractors, consultants and clients
working on district assembly common fund
projects in the two regions. The sample size
was determined through the Kish (1965)
method from a population size of 26
consultants, 206 contractors and 38 district
assemblies in the Ashanti and Brong Ahafo
regions of Ghana. A summary of the returned
completed questionnaire is shown in table 1
below.

Table 1: Summary of Responses of Questionnaires Sent Out

Question-
naires out

Respondents

Response

Percentage
response

Questionnaire Design and Data Collection
The questionnaires listed 30 factors that could
potentially affect the cash flow of contractors
for respondents to rate. Respondents were
requested to rate the above factors against a
five point Likert scale of 1= not important; 2=
slightly important; 3=moderately important;
4=very important; and 5=extremely
important. All the questionnaires were
administered personally to the respondents
during which advantage was taken to
interview some top and middle level
management staff. Respondents were given
three weeks to fill the questionnaires after
which they were personally collected for
analysis. During the period between
distribution and collection, respondents were
called on phone or e-mailed to remind them of
the questionnaires.

Dataanalysis

The quantitative data was analysed based on
the five-point Likert scale ratings provided by
the respondents. These ratings were combined
to deduce the relative importance indices of
the factors based on respondents, after which
further analysis were made to compute the
overall cash flow factors from the three
responses based on the total sample size.
Based on analysis of the
responses from respondents,
ratings of the overall cash
flow factors was computed

based on the total sample size
involving contractors,

(%)

Consultants 26 22 84.62% consultant and clients
Contractors 88 71 80.68% together. The weightings and
District 38 30 78.95% relative importance indices of
Assemblies the R,, R, and R, were
Total 152 123 80.93% combined as follows: adding

the product of the Relative

Source: Author's Field Survey Importance indices for each
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group and adding the product of the
proportion of respondents from the
corresponding group (as a proportion of the
total response)

For example, the overall Ranking Rz for
Minimum Amount of Valuation is calculated
as follows

=(((0.68 x (71/123)) + (0.71 x (22/123)) + (0.81
x (30/123)))=0.716

Response for contractors is 71, response for
consultant is 22 and that for district
assembliesis 30 and total response is 123.

The weightings for each factor were
computed separately and then used to rank
the identified factors in the order of
importance asshownin Table 2.

A z-test was conducted at 5% significance
level to confirm the significance of each
variable on the hypothesis:

Null Hypothesis
e H, The variable (factor) has a
considerably strong influence. Thus
accept factor as significant

Alternate Hypothesis
e H,: Thevariable (factor) does not have
a considerably strong influence. Thus
reject factor as not having significant
influence

Based on Table 4, Significance testing was
used to decide whether to accept or reject the
null Hypothesis, Ho. An evaluation of the test
statistics (X) was done and the probability (p-
value) of observing a value of the test statistics
was also determined. The 'p' value was taken
as the smallest value at which the significance

level (a) could be present and still have small
(lesser than 5% significance level) (Milton and
Arnold, 1998).

The sample mean for the data in respect of
each factor and the effect of variation are
shown in the table 5.9. The 5-point rating (1, 2,
3, 4 and 5) have mean of 3 with a standard
deviation of 1.58. The p-value for the test was
determined to find out if there was much
difference between the null value of p=3, and
the sample means in table 5.9 to cause the
rejection of the Ho. The profitability of
observing the sample mean or larger p=3and
0 = 1.58 was computed. The test statistics (X)
was the central limit theorem, where x is
approximately normally distributed with
mean W = 3 and standard deviation, a/V n
where n = number of responses for that factor.
The p-value was obtained using the relation
below.

P=(x2p)=p(z2x-U)
(/¥ n)

=1-P(z=x-U )
(6/V n)

From the cumulative distribution standard

normal table, where Fz (z) = P[Z £ z ], the
value of z ranges from -3.9 to 3.9. Any value of
z less than -3.9 has a Fz(z) of zero (0) whereas
vales of more than 3.9 has Fz(z) of unity (1).

The p- value is the smallest level of
significance for which the observed data
would call rejection of Ho in favor of H1. The
p-value gives additional insight into the
strength of the decision taken. Thus a
relatively small p-value of 0.001 indicates that
there is little likelihood that H, is true. On the
other hand a high p- value such as 0.2033
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means that H_ is not rejected and there is little
likelihood that it is false.

The p-value is often referred to as the observed
level of significance for a given level of
significance, a; thus the larger population has
adistribution of P~X [u=3,0=1.58] 7.67

For example the P- value for ‘Effective
margins'is calculated as follows

P[X>4.696],=p [4.63-3]
(0.21/V 123)

P [220.69]=0.845

Since the null hypothesis H,= 0.05< 0.945, we
accept H,, thus the factor Effective margins' is
an important factor affecting contractors cash
flow.

For rating to be done based on the total sample
size of contractors, consultants and clients, the
coefficient of variation (COV) was
determined. This was used to determine the
relative variability of the responses from the
three groups to the factors that affect the cash
flow of contactors. A relatively low coefficient
of variation indicates that there exists a
relatively high agreement between the three
respondents. The coefficient of variation
expresses the standard deviation of the
respondent from each of the three groups as a
percentage of the mean (Elhag et al, 2002).

COV=S/Xx100%
Where
COV=_Coefficientof variation
S=standard deviation
X=Weighted mean ranking

The group mean and standard deviations is
calculated as shown in table 4 below.

For example COV for Item 6 (rate of retention)
iscalculated as
COV =S/X x 100 = 0.36/4.11 x 100 =

Also the COV for Item 17 (company cash flow)
isgivenas
COV=0.46/1.98x100=22.94.

The relatively low coefficients of variation
deduced in the table above indicates that the
responses of the Contractors, Consultants and
District Assemblies do not differ much in their
rating of the factors that affect the cash flow of
Contractors.

Thirdly, to serve as verification to the outcome
of the COV and overall rating of the three (3)
responses, a concordance test was calculated
using Kendal's coefficient of concordance (W).
The later is used to measure the degree of
agreement by the three judges who rated the
factors.

W= . s .
1/12(K)? (N°=N)

WhereS=(3 Ri-) Ri/N)’

S=standard deviation

Ri = summation of the ranking of the three
categories for the respective factor and effects
N=Number of factors

K =Number of categories

W =Kendal's coefficient of concordance
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Table 2: Overall Ranking of Factors Affecting the Cash Flow of Contractors’

Dist =< ~
Contractors | Consultants Assembly 2 5
£ Factors Affecting Contractors Rel Rel Rel g <
= Cash flow Indx | Rank | Indx | Rank | Indx | Rank o
Contractual specification for
1 minimum amount valuation 0.68 15 0.71 16 0.81 14 0.716 | 14
Bank overdraft - (Availability of
2 cash credit facility) 0.83 4 0.79 10 0.92 6 0842 | 6
3 Advanced payment 0.70 13 0.77 11 0.86 9 0.749 | 12
Timing interval between two
4 certificates 0.74 9 0.86 5 0.97 2 0817 | 4
Period of honouring certificates
5 by client 0.88 2 0.80 9 0.99 1 0.889 | 3
6 Rate of retention 0.79 7 0.84 6 0.89 8 0822 | 8
7 Limit of retention 0.71 12 0.73 14 0.77 15 0.727 | 13
8 Interest rates 0.55 22 0.44 28 0.73 16 0.571 | 20
9 Degree of variation 0.57 20 0.56 24 0.61 19 0.575 | 19
10 | Withholding tax 0.56 21 0.93 3 0.85 10 0.695 | 15
11 Effective margins 0.90 1 0.97 1 0.97 3 0927 | 1
12 Overheads 0.73 10 0.76 12 0.83 13 0.759 | 10
Pricing strategy (front end
13 loading and back end loading, ) 0.82 5 0.91 4 0.93 4 0.860 | 5
Over measurement and under
14 measurements 0.86 3 0.95 2 0.92 5 0.891 | 2
Delay in paying creditors
(material suppliers and plant
15 hirers) 0.80 6 0.82 8 0.85 11 0.818 | 7
Quality of measurement
16 accuracy in valuation 0.69 14 0.64 21 0.53 23 0.642 | 16
17 Company Cash flow 0.28 29 0.57 23 0.55 22 0.396 | 29
Economic instability/ Price
18 Instability 0.66 16 0.65 20 0.59 20 0.639 | 17
Contract type (fixed, cost plus,
19 etc) 0.47 23 0.39 29 0.36 28 0.428 | 27
20 Poor site management 0.42 27 0.59 22 0.47 25 0.463 | 25
Experience of contractor and
level of mistakes during
21 construction 0.36 28 0.49 25 0.42 26 0.398 | 28
22 Poor supervision 0.45 25 0.45 26 0.39 27 0.431 | 26
23 Cost overruns 0.46 24 0.72 15 0.63 17 0.546 | 21
Number of projects being
24 handled by the firm 0.43 26 0.67 19 0.57 21 0.508 | 23
Sub -contractors retention held
25 by main contractor 0.60 18 0.45 27 0.28 28 0.496 | 24
26 Discount on material purchased 0.72 11 0.75 13 0.84 12 0.752 | 11
27 Value of preliminaries 0.77 8 0.82 7 0.90 7 0811 | 9
28 Material on site 0.59 19 0.68 18 0.28 29 0.530 | 22
29 Material in transit 0.25 30 0.27 30 0.20 30 0.239 | 30
30 Time over-runs 0.61 17 0.69 17 0.61 18 0.624 | 18

Source: Author’s Field Survey
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TABLE 3 Concordance Testing of Factors Affecting Contractor's Cash Flow

%) 2
£ EE |22 | 2% i‘, c
£ | Factors Affecting Contractors Cash Flow 38|88 | && =z o b
Contractual specification for minimum amount
1 valuation 15 16 14 41 -4.97 24.67
Bank overdraft- (Availability of cash credit
2 facility) 4 10 6 25 -20.97 439.60
3 Advanced Payment 13 11 2 29 -16.97 287.87
4 Timing interval between two certificates 9 5 1 23 -22.97 527.47
5 Period of honouring certificates by client 9 17 -28.97 839.07
6 Rate of retention 8 27 -18.97 359.73
7 Limit of retention 12 14 15 54 8.03 64.53
8 Interest rates 22 28 16 74 28.03 785.87
9 Degree of variation 20 24 19 47 1.03 1.07
10 Withholding tax 21 3 10 25 -20.97 439.60
11 Effective margins 1 1 3 14 -31.97 1021.87
12 Overheads 10 12 13 26 -19.97 398.67
Pricing strategy (front end loading and back end
13 loading, ) 5 4 4 11 -34.97 1222.67
14 Over measurement and under measurements 3 2 5 13 -32.97 1086.80
Delay in paying creditors (material suppliers and
15 plant hirers) 6 8 11 35 -10.97 120.27
16 Quality of measurement accuracy in valuation 14 21 23 58 12.03 144.80
17 Company cash flow 29 23 22 72 26.03 677.73
18 Economic instability/ Price instability 16 20 20 65 19.03 362.27
19 Contract type (fixed, cost plus, etc) 23 29 28 74 28.03 785.87
20 Poor Site management 27 22 25 74 28.03 785.87
Experience of contractor and level of mistakes
21 during construction 28 25 26 79 33.03 1091.20
22 Poor supervision 25 26 27 66 20.03 401.33
23 Cost overruns 24 15 17 58 12.03 144.80
24 Number of projects being handled by the firm 26 19 21 72 26.03 677.73
25 Sub Contractors retention held by main contractor | 18 27 28 58 12.03 144.80
26 Discount on material purchased 11 13 12 31 -14.97 224.00
27 Value of preliminaries 8 7 7 33 -12.97 168.13
28 Material on site 19 18 29 67 21.03 442.40
29 Material in transit 30 30 30 77 31.03 963.07
30 Time over-runs 17 17 18 34 -11.97 143.20

Source: Author’s Field Survey
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TABLE 4: Significance Testing Of Factors Affecting Contractors Cashflow

e 8 5
E |55 |2 3 |E 3
g 5|2z |82 |189 s8¢
£ | Factors Affecting Contractors Cash Flow S |&H5o|o8 |z a |K S
Contractual Specification for minimum amount
1 valuation 3.59 0.58 16.08 | 0.72 009 |A
Bank overdraft- (Availability of cash credit
2 facility) 4.21 0.39 9.32 084 |028 |A
3 Advanced Payment 3.75 0.48 12,71 | 0.75 014 | A
4 Timing interval between two certificates 4.09 0.57 13.92 | 0.82 0.17 | A
5 Period of honouring certificates by client 4.45 0.27 6.07 0.89 048 | A
6 Rate of retention 411 0.36 8.74 0.82 028 | A
7 Limit of retention 3.63 0.43 11.92 | 0.73 013 | A
8 Interest rates 2.86 0.70 2452 | 0.57 0.00 |R
9 Degree of variation 2.88 0.60 20.79 | 0.58 000 |R
10 | Withholding tax 3.48 0.92 26.48 | 0.69 005 |A
11 Effective margins 4.63 0.21 4.61 0.93 0.69 | A
12 Overheads 3.80 0.41 10.70 | 0.76 018 |A
Pricing strategy (front end loading and back end
13 loading, ) 4.30 0.41 9.44 0.86 029 |A
14 Over measurement and under measurements 4.46 0.27 6.07 0.89 049 | A
Delay in paying creditors (material suppliers
15 and plant hirers) 4.09 0.37 8.95 0.82 027 | A
16 Quiality of measurement accuracy in valuation 3.20 0.59 18.52 | 0.64 003 |A
17 Company cash flow 1.98 0.46 22.94 10.40 0.00 |R
18 Economic instability/ Price instability 3.20 0.58 18.23 | 0.64 003 |A
19 Contract type (fixed, cost plus, etc) 214 0.50 23.32 [ 0.43 0.00 |R
20 Poor Site management 2.32 0.46 19.76 | 0.46 0.00 |R
Experience of contractor and level of mistakes
21 during construction 1.99 0.43 21.43 [0.40 0.00 |R
22 Poor Supervision 2.15 0.36 16.62 | 0.43 0.00 |R
23 Cost Overruns 2.73 0.66 24.13 | 0.55 0.00 |R
24 Number of projects being handled by the firm 2.54 0.50 19.57 | 051 0.00 |R
Sub-contractors retention held by main
25 contractor 247 0.92 37.28 | 0.50 0.00 |R
26 Discount on material purchased 3.80 0.41 10.70 | 0.75 0.18 | A
27 Value of preliminaries 4.06 0.39 9.68 0.81 024 | A
28 Material on site 2.64 0.96 36.35 | 0.53 0.00 |R
29 Material in transit 1.20 0.10 8.61 0.24 0.00 |R
30 Time over-runs 3.12 0.70 2255 | 0.62 0.02 | A

Source: Author’s Field Survey

PENTVARS BUSINESS JOURNAL VOL: 6 No.1 JANUARY - MARCH 2012




AsAIng plai4 ,sioyIny

0050 | 8¢ [ 09.¢| dl|9060|T.L6T|T8E0 |000T]|0000|T8E0 | SOT | OF | SOT 0| OoF T J010e1U0D JO ddusuadx3 | T¢ N
0690 | GC | OPC'E | dd | 0680 | ¥TE'C | TBS'0 | ¢9L°0 | 8EC'O | EVE0 | SOT | T9 | 08 GC¢ | 9¢ 4 Juswiabeuew a)s 100d | 02 Q
I
099'0| /¢ | 080°€E| dH | S68°0 | 00C'¢ | OT9'0 | G690 | SO€0 | SOE'0 | SOT | V9| €L ¢e | ¢t 4 (018 *snjd 1509 ‘paxiy) adAy10eU0D | 6T <
0/8°0| LT | €€SY | dd | 9¥8'0 | 8€C'€ | 980°0 | TLL0 | 6¢¢°0 | TLE'O | SOT 6| I8 ¥¢ | 6€ ¢ | Aupgeisul aond zAujgelsu] olwouods | 81 AMn
087’0 | 6 | 009'¢| dl|ZI60| /S8BT |8EP0|000T ]| 0000|800 | SOT | 9¥ | SOT 0| 9 T MO} yseD Auedwod | /T W
uonenjea <
0680 | 9T | €T9V | YA | EV8'0 | G6¢°€ | LS80 | LSV'0 | EVSO | ¥TEO | SOT | 06 | 8Y¥ 1§ | €€ 14 ur Aoeanode Juswainsesw o Auend | 97 M
JUBWIILULLIOD —
ove'T L | 089G | dH | L08°0 | LSO¥ | 0O00'T | T8E'0 | 6T9°0 | TBE'0 | SOT | SOT | OF S99 | Ov ] 1503 usamiaq |eudsiuj swll | ST 2
SUENEN R <
00S'T ¢ | 0029 | dH | 68L°0 | 6¢V'Y | 000'T | €€€°0 | L99°0 | ¢99°0 | SOT | SOT | S€ 0L | 6S S Jspun pue juswieinsesw ISAQ | 1T e
("Buipeo| pus doeq M_
09¢'T v | [v6°'S | dH | 86L°0 | 8¢y | 000'T | 98¢0 | ¥T.'0 | ¥TS0 | GOT | SOT | 0O€ QL | ¥S G | pue Buipeo] pua juouy) ABayesis Bulold | €T X
SLT'T| ¢T | L¢¢'S| dN | ¢¢80 | €ELE | TLLO | 0090 | 00VO | TLEO | GOT | T8 | €9 v | 6€ 14 SPe3yYIsnO | CT m
009°¢ T|OvP9 | dH | T8L°0 | 009'% | 000°'T | LGC'0 | €20 | 989°0 | SOT | SOT | L¢ 8L | ¢L 9 suibrew aAndayg | 1T m
G¢¢'T| ST | 089F | UN | T¥8O | EVE'E | EVL'0 | €€S0 | L9¥'0 | 92¢°0 | SOT | 8L | 99 67 | 6¢ 14 xe1 Buipjoyyum | 01 w
009°€ | 6T | LcO'V | Hd | €980 | 9/8C | €¥L'0 | 9/90 | ¥¢€'0 | 6T¥0 | SOT | 8L | T. ve | W € uoleLIeA Jo 83163Q 6 %
OTL'0| T¢ | /¢8€E | dd | 080 | €ELC | 9.V0 | /980 | EETO | EVEO | SOT | 0S| T6 14 9 4 sajel 1salau| 8 W
0TOT | €T | OVO'S | Y | 6280 | 009°€ | G6%°0 | 9880 | ¥IT'0O | T80 | SOT | ¢S | €6 ¢l | ov € uoinusial Jo Jwi L P
0€C'T 9 | 089G | dH | /640 | LS0Y | 000'T | 9S50 | ¥#9°0 | S8€'0 | ¥OT | ¥OT | LE 19| OF ] uonusilay Jo arey 9 e
sl
06€'T € | €109 | UH | S6L°0 | 6% | 000'T | ¢9€'0 | 8€9°0 | L9¥'0 | SOT | GOT | 8€ 19| 6V ] Aq seyeo1y11u80 Bulinouoy Jo polisd S
S3]1e01}114990
06T'T 6 | 099°G | A | TI80 | TL6'C | 8€9'0 | T8L'0 | 6TC'0 | ¢9€0 | SOT | L9 | <8 €¢| 8¢ 14 O] UB3MIBQ [eAlsiul Bulwi | 14
09T'T | TT | 00C'S | dd | €¢8°0 | ¥TL'€ | LSV'0 | 9880 | ¥TTO | EVE0 | SOT | 8V | €6 4 9€ € 1usWwAed pagueApy €
(Aupoey upaso
06¢'T G | 008G | dH | €080 | EVT'¥ | 0O00'T | S6¢°0 | S0L°0 | 8¥¥'0 | SOT | GOT | TE V.| Ly ] yseo Jo Aljige|ieAy) -1JeipIano yueg 4
uonenfeA JuUNoLwWe Wnuwiuiw
0L6'0| ¥T | LO6'V | A | €€8'0 | SOS'E€ | 6T8'0 | ¢SS0 | 8¥¥'0 | TLE0 | GOT | 98| 8S Ly | 6¢ 14 J0} uoned198ds [en1oenuod T
o ] o) S| 0> X ~ X |0 DD _
< | B $|152|92 mmw s>|s%| 5|83 \35|z8|z8| 5| 5 5
S = —_a®|s 2 2 laz|alk |al o 8g|eajloz|as a | a m
= Y S |38 n2|ng ©IS= T2 3| e MOTH4HSVYD SHOLOVHINOD z
® T “|lo @ 2?1 3Q |3& S |8 v Al ONILOIH4V SHOLOVAH
- o5 2 Al QO o] » ®
=] —h " \" N W W W o
o o o
x 2 a o

$4019e11U0D JO MOJ4 yse)d Bunosyy sio1oe4 JO Buney |jelsAQ paulquio) :gs ajgel



Aanans pjaiq ,sioyiny

SE8'0 | 8T | /8% | ¥A | 1580 | €6T'€ | 9/8°0 | 8v°0 | 2950 | ¥T€0 | SOT | 26| 9v| 65| €| + sunJ-1enoswiy | 0
0vE'0 | OF |022T| Ml |TV60|622°T | 0080 | 000T | 0000 | 0080 | SOT | ¥8 | SOT 0| v8| T usuel) Ul [elsleN | 62
05,0 | 0Z | 000% | ¥ | ¥98°0 | 2682 | 9.¢°0 | 6180 | T8T'0 | G620 | SOT | 0S| 98| 61| 18| ¢ Q1S UQ [elseI | 82
002T| 8 |€/5S| ¥H | 0180 | 186'S | 000T | 060 | 0T90 | 0660 | SOT |SOT | Tv| ¥9| 1w | § saleUIWI|aId JO N[eA | /Z
0ST'T | 2T | €4T'S | ¥A | ¥28°0 | S69°€ | 262°0 | 1260 | 62v'0 | vze0 | SOT | 64| 09| Sv| ve| v paseydand [erajew uo Junodsid | 9z
41010eJluoD ulew
G89°0 | €2 |0z2€| Ml |€/80 2592|9820 | 000°T | 0000 | 982°0 | SOT | 0O€ | SOT 0| og| 1 AqQ pIay UONUAI S$1019BNU0D NS | G2
ITE
0v20 | ¥Z | €6V'E | UM | 188°0 | S6v°C | 2680 | S05°0 | S6v°0 | 29€0 | SOT | 06| €5| 25| 88| €| Aqpajpuey Buiag speloid Jo saquinN | vz
02,0 | 22 |0zl | ¥y | €80 | 2592 | S0L°0 | 2560 | 80 | 2620 | SOT | w.| 85| iv| 12| € SUNLIBAQ 150D | €7
0950 | 92 | 290°€ | ¥ | 9680 | 06T'Z | 0T9'0 | 292°0 | 8€Z0 | TLE0 | SOT | ¥9| 08| Sz| 6| ¢ uoisialedng Jood | zz
T | X T B S S 5 oo TIdRZD0 | 0% =
| 8] 852|192 $|52|53|53| 5REsie|ze| 5|5 m_
I8 W —_ W.H <. @ w oz |o8 |ay W .w mb Wb 5|25 w W z
S 27528 AL EREE < Al e @ | o MOT4HSVD SHOLOVHLNOD
=| 9|3 A 8F (897 3 Uz i ONILO344V SHOLOVH
o M o )
x o o o

$1019B11U0D JO MO[H yseD Bunosyy si1010e4 Jo Buney |[edsAQ pauIquio) Gz ajgel

PENTVARS BUSINESS JOURNAL VOL: 6 No.1 JANUARY - MARCH 2012



The value of w ranges between -1 to +1
inclusive. A 'w' value of approaching +1
indicates a strong concordance between s and
w whereas a 'w' value of approaching -1
indicates a non-concordance. Find below the
concordance test for factors affecting
contractor's cash flow as shown in Table 3
which is calculated as follows

S Ri=1379
S Ri = 1379
N 30

= 45.96

s=(J Ri-Y Ri/N)* =14776.97

W= . S
1/12(K)* (N°~N)

W= 14776.97
1/12(3)2 (303-30)

W=0.731

A Kendal's rank correlation of 0.731 was
measured which indicates a strong
concordance between the responses of the
contractors, consultants and the district
assemblies in terms of their choice of the
factors that affected the cash flow of
contractors who undertook construction
projects.

Finally, in order to prove the authenticity of
the above analysis, a test of hypothesis using
the Chi square distribution was used. At 95%
level of significance, using the relationship:

H,= there is a disagreement between the three
groups in ranking the factors that affect the
cash flow of Contractors,

H,= there is no disagreement between the
three group in ranking of factor that affected
the cash flow of contractors

At 95% level of significance, using the
relationship:
X2=k(N-1) w
X2=3(30-1)0.731
X2=63.55>45

Where N-1 indicates the degree of freedom. At
the chosen level of significance, the decision to
accept or reject the null hypothesis is based on
the largest value for the acceptance read from
the Chi-square tables. The largest value for the
acceptance of the null hypothesis is 45. The
null hypothesis is therefore rejected, implying
there isagreement between the three groups.

Using central tendency dispersion (mean,
mode, mean deviation, and relative
importance indices), table 5a and 5b analyses
the combined overall ratings. Thus the first 15
factors selected has a modal rating of 3 and
above with very high modal frequency. It
would be observed that findings from table 2,
4 and 5 were coherently consistent and
revealed 15 to 17 factors are significant, to be
considered when managing cash on
construction projects in Ghana.

Discussions

Based on the above analysis from the field
survey, 17 factors were identified as the most
significant factors affecting Contractor's cash
flow in their ranking order. Retention related
factors (rate, limit and treatment) were treated
as one factor resulting in 15 significant factors.
These 15 factors had a P-value greater than
zero from the significant testing in table 4.
These 15 factors were re-organised into three
generic groupings: monetary, schedule and
general factors based on essential
characteristics of the factor.
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A critical review of the conceptual cash flow
factors in figure 1 indicates that factors can be
classified as endogenous or exogenous
factors. Endogenous factors are perceived to
be directly within the control and purview of
the project domain. These can be initiated,
influenced or controlled by the the contractor
or the client through the contractual terms
impliedly inserted by his authorized

Discount on materials procured
< Time interval between cost
commitment

Contractor
inclined

Exogenoy

representative. These Endogenous factors are
depicted in quadrant 3and 4. Factors depicted
in quadrant 3 are directly controlled by the
client or contract conditions and are beyond
moderation of the contractor.

Figurel:Factors affecting contractor's cash
flow

f Factors

< Statutory obligation (taxes,

insurance , etc)

Price instability

< Economic indicators
(interest rates , credit
conditions, etc)

N

Contractual
inclined

< Effective margins
< Overhead expenses
Value of preliminaries

Source: Authors' Construct

< Minimum amount at
valuation

< Advanced payment

Time interval between

certification

<  Period of honouring
certificates

< Retention conditions (rate,
treatment, limit)

< Quality of measurement

<  Over/under measurement

benous Factors
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Factors depicted in quadrant 4 are
endogenous factors within the control of the
contractor during tendering. A realistic
assessment of these costs by the contractor
goes a long way to enhance his cash flow
during the construction stage.

The model further classifies factors beyond
the domain of the contractor and the client as
exogenous factors. Exogenous factors in
guadrant 1 can however be negotiated by the
contractor to result in enhanced cash flow
factors. These directly result from
procurement of materials and arrangement
with creditors. Arrangement can be made
with creditors and plant hirers to extend the
debt conversion period resulting in using
decreasing cash outflow and using existing
scarce resources for immediate pressing
procurementwhich cannot be credited.

Cash flow factors in the second quadrant are
exogenous in nature and beyond the control of
the contractor and client rather initiated by the
current economic indicators. These factors
such as inflation, price instability and
economic indicators are dictated by the local
and global economic conditions. Though
some of the factors are exogenous and
endogenous, these factors can further be
classified generically as monetary related,
schedule related or general factors based on
characteristics of the factor and its direct effect
on the cash flow of the contractor. Knowledge
about these factors enables the contractor plan
for possible difficult times ahead of the
construction process.

Conclusions

Since the nature of the construction industry
makes the operation in the industry such that
firms work on their given projects to an

appreciable level for later reimbursement of
the work done based on the terms of the
contracts, the economics of project has to be
critically studied to prevent capital lock-up.
Most contractors working on construction
projects in Ghana suffer seriously from
liquidity and cash flow problems. The effects
of the above cash flow problem resultin undue
delay in project completion with its rippling
effect of construction cost and time overruns.
The above situation is compounded when
such projects are fixed price in nature without
fluctuation as part of the contract. The
knowledge of the economics of a project at the
pre-contract stage is critical to deciding
whether or not to tender and to ensure an
efficient cash flow management at all times
during the contract period. In most
developing countries like Ghana the
government is the major financier of
infrastructural projects saddled with the
average annual budget deficit of about 8-12%.
This situation makes all national projects
scramble for the limited national resource
available making it very difficult for
contractor's cash flow problems to be solved.

Based on the above study, it has been observed
that the very important factors that affect the
cash flow of contractors on construction
projects can be categorized into exogenous
and endogenous factors with some factors
directly influenced by the client, others
influenced by the contractors and others
influenced by the global economic conditions.
There is hence the need for both the client and
the contractor to balance the exogenous and
endogenous factors to manage the challenges
resulting in cash flow deficit. The client
through his authorized representative must
endeavour to minimise the extent to which
conditions in quadrant 3 are flouted such as
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under measurement, errors in measurement,
delay in releasing retention, extensive delays
in honouring certificates and erroneous floor
limits for valuation. This enables the
contractor live up to expectation and makes
his business more profitable.

The contractor, at the tendering stage should
endeavour to use realistic margins deduced
through risk analysis, properly assessed
preliminaries and overheads expenses since a
poor assessment of these factors affect his cash
flow situation.
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