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CPCCBC5019 - Manage building and construction business finances
This unit of competency specifies the skills and knowledge required to manage and administer finances within a building and construction business. It includes managing business financial risks, revenue and expenditure and meeting statutory financial obligations.
This unit of competency applies to builders, site supervisors and related construction industry professionals responsible for managing organisational finance systems to ensure the financial viability of a building and construction business. 
[bookmark: _Hlk5797345][bookmark: _Hlk5786136]Completion of the general construction induction training program specified by the model Code of Practice for Construction Work is required for any person who is to carry out construction work. Achievement of CPCCWHS1001 Prepare to work safely in the construction industry meets this requirement.
No licensing, legislative or certification requirements apply to this unit at the time of publication.

A complete copy of the above unit of competency can be downloaded from the TGA website: 
https://training.gov.au/Training/Details/CPCCBC5019


About this Unit of Study Introduction
As a worker, a trainee, or a future worker, you want to enjoy your work and become known as a valuable team member. This unit of competency will help you acquire the knowledge and skills to work effectively as an individual and in groups. It will give you the basis to contribute to the goals of the organisation which employs you.
It is essential that you begin your training by becoming familiar with the industry standards to which organisations must conform. 

This Learner Guide Covers
CPCCBC5019 Manage building and construction business finances
I. Identify requirements of the business
II. Manage business finances
III. Process taxation, insurance and payments

Learning Program
As you progress through this unit of study, you will develop skills in locating and understanding an organisation’s policies and procedures. You will build up a sound knowledge of the industry standards within which organisations must operate. You will become more aware of the effect that your own skills in dealing with people have on your success or otherwise in the workplace. Knowledge of your skills and capabilities will help you make informed choices about your further study and career options.


Additional Learning Support
To obtain additional support you may:
· Search for other resources. You may find books, journals, videos and other materials which provide additional information about topics in this unit.
· Search for other resources in your local library. Most libraries keep information about government departments and other organisations, services and programs. The librarian should be able to help you locate such resources.
· Contact information services such as Infolink, Equal Opportunity Commission, Commissioner of Workplace Agreements, Union organisations, and public relations and information services provided by various government departments. Many of these services are listed in the telephone directory.
· Contact your facilitator.

Facilitation
Your training organisation will provide you with a facilitator. Your facilitator will play an active role in supporting your learning. Your facilitator will help you at any time during working hours to assist with:
· How and when to make contact,
· what you need to do to complete this unit of study, and
· what support will be provided.
Here are some of the things your facilitator may do to make your study easier:
· Give you a clear visual timetable of events for the semester or term in which you are enrolled, including any deadlines for assessments.
· Provide you with online webinar times and availability.
· Use ‘action sheets’ to remind you about tasks you need to complete, and updates on websites.
· Make themselves available by telephone for support discussion and provide you with industry updates by email where applicable.
· Keep in touch with you during your studies.


Flexible Learning
Studying to become a competent worker is an interesting and exciting thing to do. You will learn about current issues in this area. You will establish relationships with other students, fellow workers, and clients. You will learn about your own ideas, attitudes, and values. You will also have fun. (Most of the time!)
At other times, studying can seem overwhelming and impossibly demanding, particularly when you have an assignment to do and you aren’t sure how to tackle it, your family and friends want you to spend time with them, or a movie you want to see is on television.
Sometimes being a student can be hard.
Here are some ideas to help you through the hard times. To study effectively, you need space, resources, and time.

Space
Try to set up a place at home or at work where:
1. You can keep your study materials,
2. you can be reasonably quiet and free from interruptions, and
3. you can be reasonably comfortable, with good lighting, seating, and a flat surface for writing.
If it is impossible for you to set up a study space, perhaps you could use your local library. You will not be able to store your study materials there, but you will have quiet, a desk and chair, and easy access to the other facilities.


Study Resources
The most basic resources you will need are:
1. A chair
2. A desk or table
3. A computer with Internet access
4. A reading lamp or good light
5. A folder or file to keep your notes and study materials together
6. Materials to record information (pen and paper or notebooks, or a computer and printer)
7. Reference materials, including a dictionary 
Do not forget that other people can be valuable study resources. Your fellow workers, work supervisor, other students, your facilitator, your local librarian, and workers in this area can also help you.

Time
It is important to plan your study time. Work out a time that suits you and plan around it. Most people find that studying, in short, concentrated blocks of time (an hour or two) at regular intervals (daily, every second day, once a week) is more effective than trying to cram a lot of learning into a whole day. You need time to ‘digest’ the information in one section before you move on to the next, and everyone needs regular breaks from study to avoid overload. Be realistic in allocating time for study. Look at what is required for the unit and look at your other commitments.
Make up a study timetable and stick to it. Build in ‘deadlines’ and set yourself goals for completing study tasks. Allow time for reading and completing activities. Remember that it is the quality of the time you spend studying rather than the quantity that is important.


Study Strategies
Different people have different learning ‘styles’. Some people learn best by listening or repeating things out loud. Some learn best by ‘doing’, some by reading and making notes. Assess your own learning style and try to identify any barriers to learning which might affect you. Are you easily distracted? Are you afraid you will fail? Are you taking study too seriously? Not seriously enough? Do you have supportive friends and family? Here are some ideas for effective study strategies:
1. Make notes. This often helps you to remember new or unfamiliar information. Do not worry about spelling or neatness, as long as you can read your own notes. Keep your notes with the rest of your study materials and add to them as you go. Use pictures and diagrams if this helps.
2. Underline keywords when you are reading the materials in this Learner Guide. (Do not underline things in other people’s books.) This also helps you to remember important points.
3. Talk to other people (fellow workers, fellow students, friends, family, or your facilitator) about what you are learning. As well as help you to clarify and understand new ideas, talking also gives you a chance to find out extra information and to get fresh ideas and different points of view.
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Using this Learner Guide
A Learner Guide is just that, a guide to help you learn. A Learner Guide is not a textbook. Your Learner Guide will:
1. Describe the skills you need to demonstrate to achieve competency for this unit.
2. Provide information and knowledge to help you develop your skills.
3. Provide you with structured learning activities to help you absorb knowledge and information and practice your skills.
4. Direct you to other sources of additional knowledge and information about topics for this unit.

How to Get the Most Out of Your Learner Guide
Some sections are quite long and cover complex ideas and information. If you come across anything you do not understand:
1. Talk to your facilitator.
2. Research the area using the books and materials listed under Resources.
3. Discuss the issue with other people (your workplace supervisor, fellow workers, fellow students).
4. Try to relate the information presented in this Learner Guide to your own experience and to what you already know.
5. Ask yourself questions as you go. For example, ‘Have I seen this happening anywhere?’ ‘Could this apply to me?’ ‘What if...’ This will help you to ‘make sense’ of new material, and to build on your existing knowledge.
6. Talk to people about your study. Talking is a great way to reinforce what you are learning. 
7. Make notes.
8. Work through the activities. Even if you are tempted to skip some activities, do them anyway. They are there for a reason, and even if you already have the knowledge or skills relating to a particular activity, doing them will help to reinforce what you already know. If you do not understand an activity, think carefully about the way the questions or instructions are phrased. Read the section again to see if you can make sense of it. If you are still confused, contact your facilitator or discuss the activity with other students, fellow workers or with your workplace supervisor.
9. 

Additional Research, Reading, and Note-Taking
If you are using the additional references and resources suggested in the Learner Guide to take your knowledge a step further, there are a few simple things to keep in mind to make this kind of research easier.
Always make a note of the author’s name, the title of the book or article, the edition, when it was published, where it was published, and the name of the publisher. This includes online articles. If you are taking notes about specific ideas or information, you will need to put the page number as well. This is called the reference information. You will need this for some assessment tasks, and it will help you to find the book again if you need to.
Keep your notes short and to the point.  Relate your notes to the material in your Learner Guide. Put things into your own words. This will give you a better understanding of the material.
Start off with a question you want answered when you are exploring additional resource materials. This will structure your reading and save you time.


[bookmark: _Toc63232584]Introduction
Knowing the inner workings of a construction project will not be enough in helping the business become successful. To truly ensure success, you must also know how to effectively manage the finances of the business. Remember that the ultimate goal of operating a business is to earn a profit; thus if the business does not know how to manage its finances, all efforts exerted to have successful projects will be meaningless. 
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The objective of this Learner Guide is to help you gain the knowledge and skills required to competently manage the finances of a business engaged in the building and construction industry. In this Learner Guide, you will learn how to: 
· Identify the requirements of the business
· Manage the ongoings and outgoings of the business
· Process taxes, insurance, and other payments



[bookmark: _Toc63232585]I. Identify the Requirements of the Business
Your role in managing finances is integral to the success of the business. Thus, you must ensure that you understand the obligations and responsibilities of your role and ensure that you will be able to manage the finances of the business effectively. To manage business finances effectively, you must first understand the business itself, including the environment in which it operates. One way to understand the business is by knowing what the requirements of the business are. Thus, in this chapter, you will not only learn about how to understand your role in managing finances, but you will also learn how to:
· identify legislation and regulations relevant in businesses engaged in the building and construction industry
· identify business requirements
· identify operational requirements
· update your knowledge of the current trends in the building and construction industry
· identify policies and set of measures that must be adhered to by the business to have an effective finance system
· identify financial risks 
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1.1 [bookmark: _Toc63232586]Identify Building and Construction Business Legislation, Regulations and Operational and Business Requirements
Identifying the Requirements of the Business
It is important that you know how to identify the requirements of the business in order to ensure that the business complies with its obligation to relevant stakeholders like the Australian Taxation Office (ATO), Australian Securities & Investment Commission (ASIC), to its shareholders, creditors, and other regulatory authorities. You should be able to identify the requirements of the business by understanding relevant legislation, regulations, contract terms, information gathered from internal assessments, etc.
These requirements include:
· required businesses registrations
· required licensures 
· the requirement to lodge and pay taxes
· insurance requirements
· operational requirements of the business
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[bookmark: _Toc63232587]1.1.1 Identify Legislation and Regulations Relevant to a Building and Construction Business
Difference Between Legislation and a Regulation
Legislation
Legislation is the general term used to refer to a set of laws enacted by the Parliament. A piece of legislation is also often referred to as an Act. Acts can either be a principal Act or an amending Act. When principal Acts and amending Acts are compiled, they are referred to as consolidated Acts. Legislation could also be classified either as federal law or a local law (See below). 
	Federal Law
	Local Law

	Federal laws cover all of Australia.
	Local laws shall only apply to a particular state or territory.

	Federal laws can be accessed online through the Federal Register of Legislation.
	Local laws can be accessed online through the website of each state or territory. 


Regulations 
Regulations often contain the specific provisions on how certain legislation should be applied. Accordingly, to help you identify what regulations apply to the business, you must first identify the application of the legislation to which the regulation relates. 
Regulations are classified under the term, subordinate legislation. Subordinate legislation, which is also known as delegated legislation, pertains to the set of laws promulgated under the delegated authority of the Parliament. Subordinate legislation can be in the form of regulations, rules, and industry codes. 
Based on content from the Western Australian Legislation website. For the latest information on Western Australian legislation, visit www.legislation.wa.gov.au

Importance of Identifying Building and Construction Legislation and Regulations
It is important to identify which laws and regulations are applicable to the business so that the business can:
· start and conduct a business in a state or territory legally
· ensure that the continues smooth operations
· protect its reputation and integrity 
· continue their good relationship with stakeholders
· avoid penalties
Identifying Legislations and Regulations
To properly identify the legislation and regulations relevant to the business, you must consider:
· your organisation’s business structure, whether it is:
· a sole proprietorship
· a partnership
· a corporation
· the industry where your organisation is engaged in (Building and Construction)
· the state or territory where your organisation is registered to operate  
· the object of the legislation – The object of legislation outlines the purpose of the legislation. Most legislation has a specific section for that provides for the object of the legislation which is usually located at the beginning of the legislation. Likewise, the purpose of legislation can also be implied from its provisions. 
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Sourced from the Federal Register of Legislation. For the latest information on Australian Government law, visit https://www.legislation.gov.au/
· 

Some of the laws relevant to a building and construction business are identified below:
	Legislation
	Business Structure to which it Applies

	Competition and Consumer Act 2010
	All business structures

	Australian Consumer Law
	All business structures

	Corporations Act of 2001
	Corporate bodies

	Partnership laws in each state or territory (e.g., Partnership Act 1892 of NSW)
	Partnership

	Building and construction laws in each state or territory (e.g., Queensland Building and Construction Commission Act 1991)
	All business structures

	Security of payment laws in each state or territory (e.g. Building and Construction Industry Security of Payment Act 1999 of New South Wales)
	All business structures

	Income Tax Assessment Act 1936
	All business structures

	Income Tax Assessment Act 1997
	All business structures

	A New Tax System Act 1999
	All business structures

	Fringe Benefits Tax Assessment Act 1986
	All business structures

	Payroll Tax Laws in each state or territory (e.g., Payroll Tax Act 2007 of Victoria)
	All business structures






Competition and Consumer Act
The object of this Act is to enhance the welfare of Australians through the promotion of competition, fair trading, and consumer protection. Here are some important provisions set out in this Act:
· Prohibition of cartel provisions – As per the Competition and Consumer Act 2010, all businesses, including businesses engaged in the construction industry, are prohibited from entering into agreements that relate to cartel provisions. The cartel provisions are outlined in Section 45AA of the Competition and Consumer Act 2010, and it includes the following:
· Provision for price-fixing
· Provision for restricting outputs in the production and supply chain
· Provision for allocating customers, suppliers, or territories 
· Provision for bid-rigging
· Contravention of industry codes – Based on the provisions of the Competition and Consumer Act 2010, an infringement notice shall be issued to persons who have allegedly contravened a civil penalty provision of the industry code relevant to their businesses. (e.g., National Construction Code). 
Sourced from the Federal Register of Legislation. For the latest information on Australian Government law, please go to https://www.legislation.gov.au

Australian Consumer Law (ACL)
Australian Consumer Law is one of the schedules attached to the Competition of Consumer Act. Here are some of the important things to remember about the Australian Consumer Law:
· Under ACL, builders are classified as suppliers.
· Under ACL, there are three guarantees that must be guaranteed by builders in relation to the services they provide to their consumers:
· Services must be provided with due care
· Services provided must be fit for any specified purpose
· Where a contract does not specify a timeframe for the services, must be carried out within a ‘reasonable time’
Sourced from the Federal Register of Legislation. For the latest information on Australian Government law, please go to https://www.legislation.gov.au


[bookmark: _Toc63232588]1.1.2 Identify Business Requirements of a Building and Construction Business
Business Requirements
The primary requirements of business include:
· Licensing
· Tax registrations
· Lodgement and payment of taxes
· Lodgement of other external reports
Identifying Required Registrations, Permits, and Licenses
With Australian Business Licence and Information Service (ABLIS) accessible in business.gov.au, the business will now be able to know its registration requirements by simply answering a series of questions about the business and its operations. To access the service, you just need to:
· Access this link on the ABLIS website 
· Click on ‘Guided search’
· Follow through the guide. The guide is just a series of questions about the business and its operations. The information you provide will help ABLIS in identifying the required registrations of the business.
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Tax Registrations
Discussed below are some of the most relevant tax registrations for a business:
· Tax File Number (TFN) – All types of business, except sole traders, are required to register for a Tax file number. A TFN is a unique nine-digit number used by ATO to facilitate file tracking and data matching. 
· Australian Business Number (ABN) – the ABN is an 11-digit number used to identify a business. Not all business transactions require an ABN. Here are some of the uses of an ABN:
· The business wants to identify the business using a unique set of numbers when ordering or when invoicing
· The business does not want others to withhold 47% of their payments to the business
· The business needs to register for GST and other types of taxes
· The business wants to apply for an Australian domain name
· Australian Company Number (ACN) – Business receive their own ACN upon registering as a company. All companies are mandated to register for an ACN. Companies are also required to have ACN before they can register for an ABN.
· Registration for Goods and Services Tax – The business is required to register for a GST if its GST turnover amounts to $75,000 or more. Nevertheless, the business may voluntarily register for GST if it intends to claim for fuel tax and GST credits. 
· Registration for Pay as You Go (PAYG) withholding – The business must register for PAYG if the business makes payments to:
· employees
· contractors to whom the business had a voluntary agreement with
· other businesses that do not quote their ABN  
· Registration for Payroll Tax – The business must register for payroll if the salaries and wages by the business to its employees exceeded the tax-free threshold set out in the state or territory where the business pays the wages and salaries. 
· Registration for Fringe benefits tax (FBT) – The business will be required to register for FBT if it plans to provide fringe benefits to its employees.
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Operational Requirements
Operational requirements pertain to those requirements that concern the inner workings of the business and by which must be satisfied in the conduct of the business’s normal operations (i.e., providing construction services or supplies). It is the process of identifying all the resources needed to complete a project initiated by the business. 
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Here are some of the important things to remember when asked to identify operational requirements:
· Review the contract. It is essential that you review the contract agreement and know if there are terms that might require the business to procure materials from a particular supplier, employ a specific number of construction labourers, employ a specific sub-contractor, etc. Accordingly, you will have to review all relevant documents attached to the contract such as schedule of costs, foundation data, Bill of Quantities, the scope of work, drawings, and other sets of plans and specifications.
Here are some of the things to look out for in the contract when identifying operational requirements:
· The location of the project site
· The plan and specifications (e.g., drawings, required quality of materials, nominated sub-contractor, etc.)
· Understand the processes involved in the construction work. You would not possibly be able to identify the operational requirements of a project if you do not understand the processes involved in the project itself.
· Various specifications in the contract may be subject to certain regulations. Make sure to practice due diligence and refresh your knowledge of all applicable laws, codes, standards, and regulations. 
· Consult with other professionals in the same field. To have an accurate estimate of the operational requirements of the project, it would be best if you rely on the expertise of a qualified quantity surveyor. The quantity surveyor, together with cost engineers, is the one tasked to prepare cost estimates during the tendering stage of a project.
The example below will help you understand the things to consider in identifying the operational requirements of a project.
	Case Study: Identify Operational Requirements
The project is to construct a building in a designated bushfire-prone area. The contract agreement includes the installation of laminate flooring.
Required: Based solely on the above information, identify the operational requirements of the project.
Suggested answers:
The operational requirements of this project may include:
· Materials for the construction of the building
· Accredited bushfire consultant
· Materials to be suggested by the bushfire consultant (e.g. fire-resistant materials for construction)
· Laminate glue for the laminate flooring
· Other tools used for laminate flooring
· Laminate flooring


As discussed, you must review the contract terms thoroughly and be knowledgeable of different laws and regulations that may apply. In this example, for instance, you must have known that there are certain regulatory requirements that must be complied with when you are constructing a building in a bushfire prone area. Accordingly, additional resources may be required in order to comply with the said legal requirements, and this may include the hiring of an accredited bushfire consultant.
[bookmark: _Toc63232590]1.1.4 Update Knowledge of the Current Trends in the Building and Construction Industry
Economic Trends
An economic trend indicates the current direction by which indicators of the economy tend to incline in general. There are a number of indicators that can be analysed when determining the current situation of the economy. Some of which includes the following:
· Gross Domestic Product (GDP) – It is the current value of all the final goods and services produced within a particular geographic boundary for a specific period of time, normally a year.
· Terms of Trade (TOT) – It is a ratio that reflects the proportion of the number of units of exports with the number of units of imports in the country.
· GDP Price Index – It serves as a measure of price inflation of the goods and services accounted for in the GDP.
· Index of Industrial Production (IIP) – It indicates the growth rate in different industries for a specific period of time.
· Wage Price Index – It indicates the growth rate in the price of labour in the Australian market. 
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	Further Reading
To learn more about the basic principles of the economy and economic indicators, watch the videos linked below:
Introduction to Economics
Economic Indicators





 

Identifying Economic Trends in an Industry Level
Most of the economic indicators discussed preciously, however, are only usually analysed in a per country level, and there are only a few indicators analysed in an industry level. Among those, few include the Index of Industrial Production and the Wage Price Index. Here are the trends for industrial production and wage price index in 2020:
	Economic Indicator
	Economic Trend

	Index of Industrial Production
	The growth rate from 20 June to 20 September in terms of production in the Construction Industry is 2.2%. The growth is said to be driven by an increase in the demand from domestic households, but it was also partly offset by a reduced in investments in heavy and civil engineering construction projects.
Australian Bureau of Statistics (September 2020) Australian National Accounts: National Income, Expenditure and Product, ABS Website, accessed 10 December 2020.

	Wage Price Index
	The annual change in the original and total hourly rates of pay, excluding bonuses in the construction industry increased by -0.9%.
Australian Bureau of Statistics (September 2020) Wage Price Index, Australia, ABS Website, accessed 10 December 2020.
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Industry Trends
Industry trend pertains to the current business patterns that occur in a specific industry. While the discussion for economic trends is focused on the changes in prices and production, the discussion for industry trends, on the other hand, will be focused on the current trends relating to the 'inner workings’ of the businesses engaged in a specific industry. The following are considered as industry trends:
· The trend in technology – Trends in technology usually relates to how businesses take advantage of the current developments in technology. Examples of trends in technology are the following:
· use of technology to market and deliver services online
· use of new technology to generate sustainable energy and reduce energy consumption (e.g., solar panels)
· Customer service trend – Trends in customer service may relate to how businesses in a specific industry provide assistance to their current and potential clients. Examples of trends in customer service may include:
· providing automated customer service
· providing customer service in different platforms (e.g. Facebook, Twitter, Gmail)
· The trend in terms of market size – Market size pertains to the number of potential consumers in the industry. If there was a decrease in the current market size, the business could expect that obtaining new clients will be more difficult than usual.
· Trends in managing the finances of a business – There could be a lot of aspects that can relate to the trends in finance. Some may include changes in required financial reporting, new financial models, new financial strategies, etc. 
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Importance of Remaining Up to Date with Economic and Industry Trends
Remaining up to date with economic and industry trends is important in the business in so many ways. Businesses are only able to thrive in the long term by being flexible with the demands of changing times. By remaining up to date with economic and industry trends, you can help the business:
· in maintaining its competitive advantage in the market
· anticipate shortcomings and risks
· plan set of measures to mitigate risks
· identify new opportunities for the business

Key Government Sources for Industry Information
The industry information that you gather must come from reliable sources such as different government bodies. Fortunately, many government bodies recognise their responsibility in providing the public useful industry information and continue to upload reliable resources on their official websites. You may check the website of the following government bodies when gathering industry information:
	Government Body
	About the Government Body
	Link to Their Resources

	Australian Building and Construction Commission
	The objective of the Australian Building and Construction Commission is to ensure that the building and construction industry continues to be fair, efficient, and productive.
	Australian Building and Construction Commission website

	Department of Industry, Science, Energy and Resources
	The Department of Industry, Science, Energy and Resources intends to promote economic growth and job creation in Australia.
	Department of Industry, Science, Energy and Resources website

	Australian Bureau of Statistics
	The Australian Bureau of Statistics is the national statistical agency in Australia that provides statistical information on matters concerning the economy, social issues, environment, population and the like. 
	Australian Bureau of Statistics website
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	Checkpoint! Let’s review
1. The legislation is a statutory document enacted by the Parliament while regulation is a document containing provisions on how its related legislation should be interpreted and administered.
1. In identifying the legislation and regulations applicable to the business, you must consider its business structure, the industry where the business is engaged in, the state or territory where it operates, and finally, the object of the legislation and regulation. The object of the legislation and regulation shall help you determine the relevance of its provisions to the business.
1. The primary requirements of the business include licensing, tax registration, lodgement and payment of tax and lodgement of external financial reports.
1. Updating your knowledge of current economic and industry trends is important in helping the business maintain its competitive advantage, plan new business strategies, mitigate risks, and identify new opportunities.





1.2 [bookmark: _Toc63232591]Recognise Areas of the Business Requiring Expert Advice and Assistance to Meet Compliance
Overview
It is important for you to know that in order to properly execute your role in managing the finances of a construction business, you will have to liaise with the experts from other specialised fields such as:
· Project Cost Estimation
· Taxation
· Payroll
· Accounting/Financial Reporting/Bookkeeping 
· Legal

Project Cost Estimation
Quantity surveyors are the ones considered to be experts in the field of project cost estimation. Quantity surveyors specialise in providing reliable cost estimates useful in determining depreciation for tax purposes, and replacement costs for insurance purposes. They are usually the ones who have the required skills and knowledge to provide accurate and detailed cost summaries. You can definitely ask for their assistance every time you need to prepare a construction schedule. 

Taxation
Tax professionals are considered experts in the field of taxation and they can help you ensure that the business complies with the provisions of different tax legislation and with the regulations of the Australian Taxation Office (ATO). Tax professionals specialise in the following:
· working out the business entitlements under relevant tax laws
· working out the business’s taxable income
· preparing tax returns
· lodging tax returns
· representing the business in its dealings with the Australian Taxation Office (ATO)
· identifying the obligations of the business with ATO 


Payroll
Professionals who specialise in this business area can help the business do the following:
· process payroll transactions (pay run)
· collect and gather payroll data
· perform calculations related to net pay, PAYG withholding, superannuation contributions
· resolve payroll discrepancies
· pay employees in a timely manner
· remit PAYG withholdings
· submit required payroll reports to regulatory authorities

Accounting/Financial Reporting/Bookkeeping
Professionals practising in the field of accounting can help the business comply with its record-keeping and reporting obligations to regulatory bodies such as the Australian Securities and Investments Commission (ASIC), Australian Securities Exchange (ASX), and as well as with Australian Taxation Office (ATO). Accountants specialise in the following:
· bookkeeping
· financial statements preparation
· financial statements analysis 
· financial management reports preparation
· lodgement of financial reports
· conducting business audits

Legal 
Most large companies have a separate department that would be tasked to deal with legal matters. Professionals working in this department can help the business with the following:
· interpret the terms of the contract, insurance policies, loan agreements, etc. 
· provide advice regarding the legal options of the business in terms of recovering debts of the clients
· represent the business and coordinate in meetings involving legal matters
· help the business in monitoring legal compliance of the business
· prepare contracts and other legal documents
1.3 [bookmark: _Toc63232592]Establish Business Systems and Programs to Manage Business Financial Requirements and Remain Up to Date and Compliant with Industry and Business Changes
Business Systems for Managing Financial Requirements
In the context of this chapter, ‘system’ is defined as a set of policies and procedures adhered to in performing a particular function (e.g., accounting system). Accordingly, we define the terms policies and procedure as follows:
· policies – the principles or rules that must be adhered to by the individuals within the organisation
· procedure – the mandatory way of doing something
One should be able to effectively establish a system for managing business finances by developing different sets of policies and procedures. You may develop a different set of policies and procedures for different aspects of business finance. For instance, you can develop sets of policies and procedures for payroll, taxation, accounting, treasury, etc. 
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Establishing a System
To effectively establish a system in the organisation, one must:
Develop a set of policies and procedures
· Prepare the ‘Policies and Procedures’ template. Most organisations follow a standardised format for this document. A standardised format is followed to ensure that the document is easy to read and is simple to understand.
· Include an introduction for your document. Your introduction must be able to identify the purpose and scope of the document. Explain why such a document exists and to whom it may apply. For example, ‘This document sets out the policies and procedures that must be adhered by individuals performing payroll functions.’ 
· Define the terms used in the document. To ensure that the provisions of the document are understood correctly, you must be certain with how you interpret the words in the document. If you intend to limit the definition of a certain term, then you must do so by providing a section for ‘Definition of Terms’
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Communicate the policies and procedures to the organisation
To ensure that the policies and procedures you have developed will be established into the business, you must make sure that you effectively communicate the content of the document. You must conduct a meeting and do the following:
· discuss the content of the document 
To be able to discuss the document with competence, you must do the following preparations prior the meeting:
· Review the document.
· Make an outline of your presentation. Determine how you want to start and close your presentation. 
· encourage the audience to ask questions about the policies and procedures discussed
· verify with the audience if they understood what you have discussed
· answer the queries of the audience with confidence and in a straightforward manner. To be able to this, you must do the following measures prior the meeting as a preparation
· review the document 
· ask experts from other fields for clarifications and assistance
· prepare and take note of possible questions so that you can prepare for the answers ahead of time
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Monitor the implementation of said policies and procedures.
To monitor whether the policies and procedures you have developed are being implemented, you will need to observer current processes, inspect documents, and enquire with all relevant personnel. Make sure that you record the results of your monitoring procedures for documentation.

Criteria in Developing Policies and Procedures
The policies and procedures you establish must meet the following criteria:
· The policies and procedures must be feasible. Given the current resources of the organisation. For example, you should not develop a policy that requires the business to use a sophisticated payroll software if the business itself cannot currently afford such additional expenditure.
· The policies and procedures must be in line with the organisation’s vision and mission.
· The policies and procedures must be consistent with relevant laws and regulations. The laws and regulations set out by relevant authorities must always be complied with and shall not be countervailed by the mere implementation of internal policies and procedures.
· The policies and procedures must be presented in a clear language. To ensure that the employees understand the document correctly, you must construct the provisions in simple sentences and in an assertive manner. Do not provide an avenue for doubt or grey area. 
· The policies and procedures can effectively help in managing the finances of the business.

Enquiring with Other Professionals
During this whole process, it is important that you enquire with the professionals from other fields such as accounting, taxation, payroll, etc. These professionals will help you understand the needs of the business and the requirements of each function. You may enquire about the following:
· the different steps involved in a particular process (e.g., payroll processing)
· what policies and procedures should be implemented
· the current issues encountered in the process which must then be addressed in the policies and procedure document you will develop


Business Programs for Remaining Up to Date and Compliant with Industry and Business Changes
Program Defined
The term ‘program’ in the context of this chapter is basically just a set of activities aimed to achieve defined long-term goals (e.g., total quality management program). This means that you need to plan the activities that must be performed in order to achieve a certain goal. In this section, however, your focus is only to establish programs (i.e., activities/ways) on how the business can remain up to date with industry changes and how the business can remain compliant with business changes.
The establishment of a business program involves a similar process as the one discussed in developing policies and procedures. It involves:
· the development of the set of measures to undertake
· the communication of the set of measures
· the monitoring of the implementation of set measures
Industry Changes and Business Changes
In the context of this Learner Guide, ‘industry changes’ pertain to the changes released by non-regulatory authorities that pose relevance to businesses engaged in the building and construction industry, while ‘business changes’ shall pertain to those changes released by regulatory authorities which modify existing business requirements and/or creates additional obligations for the business.
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Measures You Can Observe to Remain Up-to-Date with Industry Changes
Here are some of the measures that you can observe to remain up-to-date with industry changes:
	Measures
	Resources Needed in Undertaking Such Measures

	Avail of the email subscription of different regulatory authorities and organisations
	· Internet connection
· Communication software 
· Email account
· Personnel who will handle the email account

	Adopt an RSS feed reader system
	· RSS feed reader
· Personnel who will update the RSS feed reader

	Regular preparation of summary reports about the update
	· Personnel who will be responsible for preparing the summary reports
· The computer software that can be used to prepare the summary reports


Remaining up-to-date with the current industry changes will help you do the following:
· remain at par with your competitors
· plan ahead based on the anticipated changes reported by different organisations
· gather information relevant in performing a risk assessment
· gain knowledge on the latest advancements in the industry




Measures You Can Observe to Remain Compliant with Business Changes
Here are some of the measures that you can observe to remain compliant with business changes:
	Measures
	Resources Needed in Undertaking Such Measures

	Avail of the email subscription of different regulatory authorities and organisations
	· Internet connection
· Communication software 
· Email account
· A person who will handle the email account

	Adopt an RSS feed reader system
	· RSS feed reader
· A person who will update the RSS feed reader

	Prepare a summary report and analysis about the update. Typically, this type of report shall include an analysis on the cost and benefit of the changes in business regulations.  
	· Personnel who will be responsible for preparing the summary reports
· The computer software that can be used to prepare the summary reports

	Create a checklist from the changes and assess whether the updates are currently being integrated into the system and practices of the organisation.
	· Personnel who will prepare the checklist
· Personnel who will monitor whether the changes are implemented and complied with
· The computer software that can be used to prepare the checklist


Remaining compliant with the current business changes will help you do the following:
· avoid penalties imposed by regulatory authorities
· maintain good standing with stakeholders
· eliminate the risks associated with non-compliance
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	Checkpoint! Let’s review
1. Knowing how to recognise other areas of the business will help you in your role in managing the finances of the business. Professionals from other fields can give you expert advice on accounting, cost estimation, payroll, legal, etc.
2. To establish different systems for finance in the business, you need to ensure that you develop a set of effective policies and procedures and that these policies are communicated to the organisation and that its implementation is monitored regularly. 
3. Similarly, business programs are established by developing a different set of measures., communicating these measures to the organisation, and by ensuring that its implementation is monitored regularly.
4. In developing a different set of measures to remain compliant with industry and business changes, you consider the resources required to undertake the measures that you are planning to implement. 





1.4 [bookmark: _Toc63232593]Conduct a Risk Assessment to Determine Adverse Outcomes and Consequences
Risk Assessment
Risk assessment is the process of evaluating the extent and degree by which certain events (risks) could potentially harm a business and its financial health. Risk assessment is crucial in fulfilling your role and in planning the necessary actions to undertake as you manage the finances of a building and construction business. Risk assessment, however, is just one aspect of the risk management process. Evidently, before you can actually assess the risks, you must first be able to identify what risks can be associated in conducting the business. 
Presented below are the essential steps involved in a risk management process:
 

Risk Assessment and Contingency Planning
Risk assessment is an important aspect of contingency planning. Contingency planning is performed in every project to ensure that unforeseeable expenses necessary for the proper completion of the project are covered in the tender sum. Conducting a risk assessment is important because it helps you provide an estimate of how much cost should be allocated for contingency purposes. Generally, the estimate for contingency sum should account for:
· Costs to be incurred for possible wastages and/or additional labour and material needs due to errors in design plans
· Costs to be incurred for possible wastages and/or additional labour and material needs due to errors in cost estimations
· Foreign currency fluctuations – Projects that procure materials and equipment from overseas should be cautious of foreign currency fluctuations especially if these will be purchased on an account because the amount paid on these accounts will increase if the value of Australian dollar falls. For instance, if you promise to pay a supplier of material for 12,000 Hong Kong dollars when the exchange rate was 1 HKD = 0.17 AUD, but only settled the amount when the exchange rate was 1 HKD = 0.70 AUD, then you incur a loss by paying 6,360 AUS (12,000-(0.70-0.17) more than originally accounted for. Accordingly, these probable foreign currency fluctuations should be accounted for in the estimate of the contingency sum. In any case, project managers should enquire with the professionals from the finance department to ensure that the risks associated with such fluctuations will be properly managed.


Performing the Risk Assessment
The following are the basic steps that you can follow when conducting a risk assessment:
1. Prepare the risk assessment report template
2. Set out the risk ratings and identify parameters on how risks will be assessed
3. Identify the adverse outcome/events and analyse the likelihood of its occurrence
4. Identify the consequence of such adverse outcomes and assess their impact on the business
5. Provide explanations for your assessments

Financial Risks
There are different types of risks that you must identify when managing a business, but to limit the scope of this section, only financial risks are discussed. Financial risks pertain to those events that can pose adverse effects to the business’s funds or current cash balance. The table below presents the most common types of financial risks, the outcome associated with each risk, and the consequence for the happening of each respective outcomes.
	Financial Risk
	Adverse Outcome/Event
	Adverse Consequence 

	Liquidity Risk
	The risk that the cash balance of the business will not be sufficient to settle current financial obligations.
	· incur additional interests
· lose a good credit standing

	Credit Risk
	The risk that the business will not be able to recover a number of bad debts. 
	lowers cash balance

	Interest Rate Risk
	The current decrease or increase in interest rates unfavourably affects the business.
	lowers cash balance

	Foreign Exchange Risk
	The current decrease or increase in receivable or payable, respectively, due to currency fluctuations. 
	lowers cash balance





Likelihood and Severity
There are two things that you should essentially be able to assess in the process, and these are the following:
· the likelihood of an outcome/event occurring
· the severity of the consequence associated with the outcome
Likelihood indicates the probability of an outcome from happening while severity indicates how serious the consequence is. It is important to be able to assess these things in order to know how rigorous your approach should be in managing the business’s finances. 

Types of Analysis Performed in the Risk Assessment 
There are two types of analysis involved in a risk assessment:
· Quantitative
In quantitative analysis, you base your risk assessment on facts and tangible data. Mathematical calculations are often factored in, and various quantitative techniques are employed in your risk assessment. 
Quantitative techniques can be as simple as performing basic calculations such as computing for some financial ratios. For instance, you should be able to assess the likelihood of liquidity risk by computing for the current ratio. If the current ratio of the business is lower than the market average, it could be assessed that the liquidity risk is high since a low current ratio also means that the current asset of the business is lower than its current liabilities. On the other hand, there could be other quantitative techniques that can be complex, and which may require an actuary. Actuaries are professionals who use mathematics and statistics in estimating risks. Some of the quantitative techniques they perform involve, probability analysis, expected value of perfect information, sensitivity analysis, trend analysis, Monte Carlo technique, etc. 
· Qualitative
On the other hand, the quantitative analysis does not rely on tangible data. Instead, you base your risk assessment on information that cannot be easily summarised in mathematical figures. When doing qualitative analysis, you must be able to provide explanations as to how you were able to come up with your assessment.


In qualitative analysis, your assessment could be based on:
· Brainstorming
· Series of interviews
· Professional judgment
· Experience/historical data
· Current analysis of the environment
· Delphi Technique – involves a structured interview of a group of individuals who are experts in a particular subject area
Since you are not expected to have the same knowledge and skills as an actuary, you may employ simple computations (as discussed) and qualitative analysis in your assessment. 
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	Financial Risks
	Adverse Outcomes
	Risk Ratings / Likelihood
	Explanation

	Liquidity Risks
	The business cannot pay its current obligations. 
	Possible
	The business is planning to purchase a long-term asset in full cash payment.

	Credit Risks
	The business cannot recover its current receivables.
	Rare
	All of the clients of the business are established and have good credit ratings.

	Foreign Exchange Risks
	The business needs to expend more cash for the supplies purchased in Hongkong dollars. 
	Almost Certain
	The country’s currency value continues to decrease as the inflation rate increases.


	Descriptor
	Definition

	Rare
	Far from occurring 

	Unlikely
	May occur at least once over the life of the business

	Possible
	Might occur at least once a year

	Moderate
	Might occur every quarter

	Almost Certain
	Prone to occur every month


Example Risk Assessment Report / Likelihood
For this example, a qualitative assessment was performed to assess the likelihood of each risk.  Each assessment has a corresponding explanation which provides the basis for each assessment. As you can observe, the explanations are barely based on the current environment and circumstances of the business.  This is what it means to perform a qualitative assessment of risks.
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	Financial Risks
	Adverse Consequence
	Risk Ratings / Severity
	Explanation

	Liquidity Risks
	Because the business cannot pay its current obligations, the business will have to continue paying for interest decreases the current cash balance of the business
	Moderate
	The loan agreement provides for a very low-interest rate, and thus, such interest payments will not be able to decrease the current cash balance by more than ten per cent.

	Credit Risks
	Due to the failure to recover debts, a decrease in the anticipated cash balance can be ascertained 
	Major
	Our current receivables comprise a large portion of the business’s total assets. Failure to recover such will definitely have a major impact on our current cash balance.

	Foreign Exchange Risks
	Due to the decrease in the country’s currency value, the amount of cash that has to be disbursed will increase
	Major
	A lot of the smaterials used by the business in the construction are imported from other countries.


	Descriptor
	Definition

	Insignificant
	No financial impact

	Minor
	Decreases anticipated cash flow by one per cent or less

	Moderate
	Decreases anticipated cash flow by two per cent to ten per cent

	Major
	Decreases anticipated cash flow by ten per cent to fifteen per cent

	Severe
	Decreases anticipated cash flow by more than fifteen per cent


Example Risk Assessment Report | Severity
In this section of the risk assessment report, the adverse consequence of each outcome explained previously was identified. The impact of each consequence is assessed with the assumption that the occurrence of each of the consequences is almost certain. Accordingly, the impact of each consequence is assessed based on the current circumstances of the business.  
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	Checkpoint! Let’s review
1. There are four basic steps in the risk management process: 
a. identify risks 
b. assess risks 
c. execute risk strategies
d. monitor the results of the risk strategies 
2. Risk assessment is important in contingency planning. Contingency planning is performed in every project to ensure that any expenses that were not foreseen but which is necessary for the proper completion of the project are covered in the tender sum. These expenses include those additional expenses anticipated during the risk assessment. 
3. The four most common types of financial risks are liquidity risk, credit risk, foreign exchange risk, and interest rate risk.
4. There are two ways of how you can perform a risk assessment. You have quantitative and qualitative. Quantitative analysis involves mathematics and statistics, while quantitative analysis involves interpretation of information that cannot be literally summarised in numerical figures. 
5. In performing the risk assessment, you first start by preparing the risk assessment report template. After the template is prepared, you now go on with the identification of adverse outcomes and consequences. Afterwards, you can now start with the actual assessment, which can be performed either by doing quantitative or qualitative analysis. 






1.5 [bookmark: _Toc63232594]Interpret the Obligations and Responsibilities of Managing Building and Construction Finances
Financial Management Functions
Many small to medium construction businesses delegate all financial management functions to their home office accounting department. Large construction firms, on the other hand, would most likely have a separate jobsite financial management team. The goal of the job site financial management team is to ensure that every project remains profitable, and there is sufficient cash to support the project’s ongoing operations.
This job site financial management team typically would have the following functions:
· review project budget
· review progress payments
· manage cash flow
· manage payments to suppliers and contractors
· monitor financial condition
· provide recommendations on how to improve the financial condition
· maintain financial records
It is important to remember that your obligations and responsibilities in managing the business’s finances are specified in your job description. If you need further clarification, discuss and clarify your concerns with the person whom you will be reporting to. 
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Obligations and Responsibilities
In the context of this Learner Guide, obligation shall pertain to your duty to the external stakeholders (taxing authorities, local authorities, etc.), while responsibility will be your duty to your organisation. It is important that you know how to interpret your obligations and responsibilities in order to understand how to competently execute these obligations and responsibilities. To properly interpret these obligations and responsibilities, you must identify the required knowledge that you must possess and the tasks that you will be obliged to do in line with these obligations and responsibilities. 
Obligations
There are corresponding tasks that you must do for every obligation you have in managing business finances:
	Obligation
	What You Must Do

	Ensure that the business lodges tax reports on time (tax returns, activity statements, etc.)
	· Coordinate with a tax professional to ensure that the tax reports are complete and accurate
· Take note of the deadlines of all the required lodgements with ATO
· Ensure that the organisation meets all the requirements of the lodgement (e.g., client declaration)
· Keep track of the lodgement’s (i.e., determine the status of the lodgement, whether it is already accepted or still pending)

	Ensure that the business is compliant with the recordkeeping requirements set out in relevant tax laws
	· Read different tax laws and regulations relevant to recordkeeping
· Keep yourself up-to-date with the changes in the relevant laws and regulations
· Implement internal controls on your record-keeping system (e.g., access control)
· Regularly monitor the implementation of the measures established in maintaining relevant records (i.e., determine whether staff are able to do) 
· Read the existing loan agreements of the business 
· Regularly update and review loan amortisation schedules
· Ensure that the business complies with the conditions of the loan agreement, e.g. if the agreement states that a cost summary must be provided before any loan amount is disbursed, your obligation is to ensure that such cost summaries are prepared accordingly. 
· Review invoices before finalising payments.
· Ensure that payments are authorised and accounted for.


Responsibilities
To be able to perform your responsibilities in the organisation, you must have knowledge on:
	Responsibilities
	Required Knowledge

	Monitor the financial health of the business
	Knowledge of the calculation and analysis of different financial ratios

	Review business finances against project budgets
	Knowledge on how to analyse cost variances

	Introduce options to improve the financial position of the business
	· Knowledge on how the consolidation of debts works, and how it can help improve the financial position of the business
· Knowledge on the different measures you can do to recover outstanding debts (e.g., preparation of demand letter)
· Knowledge of the different techniques you can do to rearrange or reduce expenses
· Knowledge on how you effectively implement an increase in prices to help improve the financial position of the business

	Prepare construction schedule
	· Knowledge of the different cost items that should be accounted for
· Knowledge on how to allocate project expenses
· Knowledge on how to properly estimate completion dates

	Keep track of the cash flows
	· Knowledge of different transactions that can affect cashflows
· Knowledge of different tools that can be utilised to keep track of cashflows

	Review insurance covers
	· Knowledge of different insurance requirements
· Knowledge to understand insurance policies
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	Checkpoint! Let’s review
1. In the context of this Learner Guide, obligations pertain to your duties to the external stakeholders while responsibilities pertain to your duties to the organisation.
2. To properly interpret your obligations and responsibilities in managing the finances of the business, you must be able to determine what kind of tasks are you obliged to perform and what topics are you required to be knowledgeable of.




[bookmark: _Toc63232596]II. Manage Business Finances
Being successful in the building and construction industry is not just about how skilled your labourers are, nor is it merely about the competence of your architects. To be truly successful, you will need to know how to manage your finances. Thus, in this chapter, you should be able to learn how to:
· prepare a construction schedule
· keep track of the inflow and outflow of cash in the business
· process payments and receipts
· monitor the financial health of the business
· keep relevant financial records
This chapter starts with a discussion of the basic financial concepts that you should know in order for you to satisfactorily demonstrate your competence in managing the finances of a building and construction business.
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Revenue streams
Revenue stream pertains to the source of revenue of a business. In the case of a building and construction business, there could be three possible revenue streams: project revenue, service revenue, recurring revenue.
· Project Revenue / Contract or Bids – In this revenue stream, revenues are earned through one-time projects. This is the primary revenue stream of businesses engaged in the building and construction industry, whether big or small. Under this revenue stream, it is expected that the revenues earned, and costs incurred for every project will vary since each project will have different contract terms. The revenue from a construction project is recognised in the accounting system based on the percentage of completion method.  Here are some examples of how a building and construction business earns through the project revenue stream:
· Construction of commercial buildings
· Construction of public buildings
· Construction of domestic buildings
· Construction of other infrastructures
· Service Revenue – Under this revenue stream, the business earns revenue from services provided to clients. You could say that this revenue stream is pretty much similar to project revenue, under the service revenue; however, services are rendered in a short-term basis (e.g., per hour) as compared to project revenue where the recognition of revenue is usually spread over a year or longer. Here are some examples of how a building and construction business could earn through the service revenue stream:   
· Maintenance services
· Landscaping services
· Repair services
· Roofing services 
· Plumbing service
· Passive Revenue – Under this revenue stream, the flow of revenue is considered to be ongoing. As compared to other revenue streams, earning through a recurring revenue would require less effort and resources. Here are some examples of how a building and construction business could earn through recurring revenue stream:   
· Renting out equipment
· Dividends earned from owning a stock of other companies
· 

Expenses
Expenses pertain to the costs that you will need to incur in order to generate revenue. The expenses incurred by a business engaged in a building and construction industry would include construction costs and business overhead. 
· Construction costs – The expenses you incur for a construction project pertains to construction costs. Construction costs include:
· Materials – Materials pertain to those items that are to be consumed in the process of building a structure. The total amount of expense incurred for materials should include the purchase price less of discounts, cartage costs, costs for unloading and storage, allowances (e.g., allowances for wastages) and all other costs associated with making the materials ready for use. 
Some examples of materials used in a construction project are the following:
· Concrete
· Fibre cement sheeting
· Plasterboard
· Water pipes
	IMPORTANT: Expenses should be distinguished from cash outflows. All cash outflows relate to some kind of expense, but not all expenses have an associated cash outflow (e.g., there is no outflow of cash when the business incurs a depreciation expense for certain equipment).
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· Direct Labour – Direct labour costs include the wages and salaries paid to employees of the organisation whose functions can be directly attributed to a particular job or project. Direct labour may include, but is not limited to:
· Wages of builders
· Wages and salaries of other job-site staff
· Subcontractor costs

An overview of the flow of labour costs in a construction project is provided below:
· The number of hours worked by each employee is logged either through an automated tracking system or through a manual system (timecard)
· The hours logged are then recorded to the payroll register where computations are made for salaries and wages
· The data from the payroll register is posted, and employees are paid for their salaries and wages
· The salaries and wages expenses are then recorded to individual job cost sheets
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· Other direct construction costs – This includes other expenses that were incurred for a specific construction project, but which were not previously included as direct costs incurred for materials and labour. Other direct expenses may include:
· notices, fees, permits, security deposit relating to local authority requirements, water and sewerage authority requirements, Office of Fair Trading requirements, etc
· monetary sums (contingency sums, liquidated damages, security bonds, etc.)
· expenses incurred for hoarding and fences, for scaffolding and gantries, for cleaning and rubbish removal 
· hand over expenses – expenses incurred in the process of handing the property over to the owner (e.g., labelling and handing over keys) 
· site accommodations - expenses incurred for building a temporary toilet, change rooms, office, etc.
· Construction overhead / Indirect Construction Costs – These are construction costs that cannot be practically attributed to one particular project; thus, its total amount is allocated across multiple construction projects. Construction overhead may include:
· rent expense of equipment used in multiple projects
· insurance expense that can be attributed to multiple projects
· salaries expense of project managers, quantity surveyors, architects, etc. who performed tasks for multiple projects
· depreciation expense of equipment used in multiple projects
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· Business Overhead – Business overhead pertains to the administrative expenses incurred by the office. The business overhead expense includes the following:
· depreciation of the office building
· depreciation of the office equipment
· office utilities (electricity, communication, water, etc.)
· office supplies
· salaries of employees working in the office
· interest on borrowings
· bank charges
· accounting fees

	IMPORTANT: Every company may have their own policies on how these expenses are classified. Make sure to read these policies to understand the terms used by the business in classifying each cost, how the business classifies each cost, and how some of the costs should be allocated across multiple projects.
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Profit
Profit can be viewed in a business-level and in a project-level. In a business level, profit is the difference between the revenue earned by the business and of the expenses it has incurred for the period. In a project level, profit is viewed as the difference earned from the project and the cost incurred for the project. Here are some of the important things to remember relating to the profitability of a project:
· It is important to remember that in order to at least breakeven, business overhead should be taken into account when pricing a project.
· In order to generate profit, the price you quote for a project should include:
· the mark-up on the construction costs; AND
· the mark-up on the business overhead
The mark up on business overhead represents the amount that must be charged to the project in order to cover business overhead. The manner on how the mark-up for business overhead is calculated varies depending on the choice of the management. Typically, construction companies compute the mark-up for business overhead based on the proportion of the total business overhead with either of the following:
· total labour costs; or
· total sales
· When assessing the profitability of projects, managers would usually compute for the project’s gross profit margin. To get the gross profit of a project, you simply deduct the total construction cost from the contract price. To get the gross profit margin, you simply divide the gross profit of the project by the contract price.
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	Case Study: Profit
ABC Construction company reports the following information:
	Direct materials
	3,000

	Direct labour
	5,000

	Other Construction Costs
	7,000

	Business Overhead
	2,000

	Desired Profit Margin
	25%


Additional Information: 
· The business computes its mark-up on overhead based on the total direct labour costs.
· Project ALT Homes incurred $500 labour costs, $200 material costs and $800 other construction costs.
Required:
a. Compute for the mark-up on business overhead for Project ALT Homes.
b. How much should be the total contract price in order to obtain the desired margin of 25%?
c. How much should be the mark-rate on the construction cost?
Suggested Answer:
a. The scenario says that the business computes its business overhead mark-up based on the total direct labour cost hence we first need to divide the total business overhead by the total direct labour costs, and this should equal to 40% (2,000/5,000). 
To get the required overhead mark-up for Project ALT Homes, you simply multiply the mark-up rate you just computed by the total direct labour cost incurred for the project (40% x $500). Hence, the business overhead mark-up for Project ALT homes should be $200.
b. To get the correct total contract price, you just need to divide the total construction cost by 75%.  The total contract price for Project ALT Homes should be $2,000 (1,500/75%).
c. (2000 – 1,500 – 200 – mark-up on construction cost) = 300. Accordingly, the mark-up rate on the construction cost is 20%.




Project Costing
Project costing is the process of accumulating costs to a specific project or job. It refers to the process of identifying which costs are attributable to a specific project. Project costing can be understood in the context of accounting and in the context of project cost estimation.
Project Cost Estimation
Project costing is primarily done to provide estimates useful in different aspects relevant to building and construction projects. In this context, project costs may be classified based on the purpose of developing the estimate:
	Type of Project Costing
	Purpose
	When it is Performed

	Feasibility
	Estimates are used in assessing the financial feasibility of the project
	· planning stage o
· conceptual design stage

	Appropriation
	Estimates are used for obtaining project funding.
	· conceptual design stage
· detailed engineering stage

	Capital cost or budget
	Estimates are used for budget control
	· detailed engineering stage
· construction stage

	Definitive
	Estimates are used to predict costs.
	· detailed engineering stage
· construction stage


Project Costing in Accounting
In the context of accounting, project costing pertains to the accumulation of actual costs incurred and other costs attributed to the project. The project costs that will be accumulated will be accounted for and will be summarised in the financial reports presented to external stakeholders. Here is an overview of how the accounting department accounts for them:
· The flow of costs for a specific project is tracked and recorded using a Job Cost Sheet. There is a need to be a different Job Cost Sheet for each and every project. 
· The cost of material is entered into the Job Cost Sheet upon the issuance of the material to the construction site. 
· The direct labour cost is entered into the Job Order Cost Sheet once the pay run is posted.
· Other costs that cannot be directly attributed to a specific project are accounted for by applying an overhead rate.
Overhead Allocation
Construction overhead and business overhead cannot be easily attributed to a particular project, and thus, their total costs should be allocated across multiple construction projects.

Why Do We Allocate These Costs 
Knowing how to appropriately allocate these costs is important for budgeting purposes and in determining how much you need to charge for the construction services or supplies you have provided. If you do not allocate the total overhead of the business to each project, you will not be able to accurately determine each project’s profitability

How to Allocate These Costs
These costs can be allocated with the use of the following methods:
· Rate
· Proportional



2.1 [bookmark: _Toc63232597]Review Project Budgets and Scheduled Progress Payments to Schedule Project Expenses Over the Life of the Project
Project Budget
Project budget is a planning tool that sets out the estimated total costs for each construction project. The data included in the project budget are drawn from the detailed cost estimates made prior to the actual start of construction (i.e., cost estimates made for project bidding or project quoting). 
The structure, content, and format of a project budget may vary from one organisation to another. However, for a project budget to effectively serve its purpose, it should include at least the following information:
	Title
	The title of the project budget should indicate the type of costs being appropriated in the project budget (e.g., project budget for materials, labour, sub-contractor, total project budget).  

	Project Details
	Project details would include the unique code used to distinguish one project from another, client details, and the location of the project.

	Period Covered
	This pertains to the period covered by the budget.
It is important for you to know whether the budget is an annual budget, monthly budget or just a weekly budget.

	Cost Items
	Items that are assigned with costs in the project budget

	Code of Accounts
	Code of accounts is a unique set of numbers used to identify each cost item in the project budget.
Codes of accounts help project managers in distinguishing multiple components of a project budget without the need to remember lengthy names or terminologies.

	Original Budget
	Original budget pertains to the cost estimates made prior the start of the construction. As discussed, this would typically be based on the detailed cost estimates made for project bidding or project quoting.

	Adjustments
	This pertains to any adjustments that have to be made to reflect approved changes in cost estimates (e.g., change orders).

	Current Budget
	The current budget is the sum of the original budget and the adjustments.


Nowadays, project budgets are generated through computer software. Once these projects budgets are approved, the data from the project budgets would then be transposed to the Project Cost Report document. Unlike the Project Budget, Project Cost Report is considered as a living document and thus, updated periodically. The Project Cost Report is updated to reflect the number of costs actually incurred, and resources actually consumed during a period. 
	Project Budget for Equipment
(All figures in Thousands)

	Project Code: 02360
	Period Covered: 1 July 2020 – 30 September 2020

	Major Equipment

	Description
	Account Code
	Original Budget
	Adjustments
	Current Budget

	Compressor
	0020
	$4,523
	0
	$4,523

	Tanks
	0243
	123
	0
	123

	Towers and Reactors
	5320
	6,412
	0
	6,412

	Internals
	4120
	1,563
	0
	1,563

	Heat Exchanges
	2350
	1,422
	0
	1,422

	Pumps and Drivers
	0022
	2,564
	0
	2,564

	Vessels and Drums
	0029
	1,256
	0
	1,256

	Special Equipment
	4765
	5,235
	0
	5,235

	Total Equipment
	23,098
	0
	23,098


Figure 1 - Project Budget 
In this particular project budget, the costs of the total equipment were itemised, and each item was assigned with their specific account codes. This project budget also includes details about the current budget, adjustments, and the original budget. Organisations who prepare their project budget in the same format as the sample project budget above will also need to prepare project budgets for other construction costs such as for materials, labour, etc.


	Total Project Budget

	Project Name
Period Covered
	Wharf Project
20/01/2021 to 15/04/2021

	Category
	Materials
	Sub-Contractor
	Equipment
	Total Cost

	Steel Piling
	$240,147
	$123,759
	$0
	363,906

	Tie-rod
	75,565
	27,856
	0
	103,421

	Anchor-wall
	132,273
	61,759
	0
	194,032

	Backfill
	216, 560
	25,789
	0
	242,349

	Coping
	41,678
	22,165
	0
	63,843

	Dredging
	0
	110,235
	0
	110,235

	Fender
	47,226
	10.231
	1,674
	59,131

	Other
	7,560
	34,165
	0
	41,725

	Sub-total
	761,009
	415,959
	1,674
	1,178,642

	Summary
Total direct costs
Other costs
Overhead
Total Project Cost
	
1,178,642
285,500
146,230
$ 1,610,372


Figure 2 - Project Budget to Construct a Wharf

The above sample project budget is for the construction of a wharf. Unlike the project budget in the previous example, the above project budget does not present a breakdown for the total cost of materials, labour, and other costs. Instead, the costs for materials, subcontractor, and equipment were aggregated and allocated to each category accordingly.



Progress Payments
Due to the long-term nature of construction projects, the project’s total contract price is typically settled in partial payments. These partial payments are referred to as progress payments. The number of progress payments that can be claimed by a contractor is usually based on the progress of the construction project, hence the name. 

Figure 3 – Progress Payments and Contract Price
The figure illustrates how the total contract price can be settled in partial payments. The first payment (the down payment) is paid before the start of construction. Down payment helps the construction project meet start-up costs such as fencing, scaffolding, etc. The succeeding payments then pertain to the progress payments for the construction project.
Contract Terms on Progress Payments
How to progress payments are paid varies depending on the terms of the construction contract. The terms should include the date as to when progress payments can be claimed, the amount of the progress payments that can be claimed, and the conditions before payments can be claimed. These terms are outlined in the Progress Payment Schedule section of the contract (see example below).
	Payment Schedule. CLIENT agrees to pay CONTRACTOR the Total Payment specified below for the Services in accordance with the following schedule:
	Upon execution of the Contract:
	$900

	Upon completion of 50% of the Services:
	$5,100

	Upon execution of the Contract:
	$6,500

	Upon execution of the Contract:
	$13,00


CONTRACTOR agrees to provide the CLIENT with a breakdown of all costs (i.e., materials labour) upon the CLIENT’s request.


Figure 4 – Progress Payment Schedule
The sample progress payment schedule above provides for the details regarding the required advance payment and as well as the amount to be paid upon the completion of the project. The schedule also determines that $5,100 should be paid as progress payment once the construction project is already 50% complete. To determine the percentage of completion of the project, the actual cost incurred to date is usually divided by the total estimated project costs. 

Laws on Progress Payments
The terms of the contract regarding progress payments may vary but, in no case, should these terms be against the provisions of the contract laws of their state or territory. 
	Case Study: Laws on Progress Payments
The total estimated project cost for a proposed project is $8,000. Your project is to develop a residential building in Bunbury, Western Australia.
Required: Your client asked you to determine the required down payment for the proposed construction project.
Suggested Answer:  The required down payment should not be greater than 6.5% of the total contract price. Builders of a home-dwelling in Western Australia are required to adhere to the provisions of the Home Building Contracts Act 1991. As per the Act, home building contracts valued between $7,500 and $500,000 should limit the required down payment to 6.5 % of the total contract price. 



Scheduling
Scheduling is the process of planning how resources should be committed to various tasks over a period of time. Scheduling can be done by preparing a Construction Schedule. Preparing a Construction Schedule will help you:
· Coordinate the delivery time for materials 
· Allocate labour hours efficiently
· Anticipate financing needs every period
· In managing payment claims – Most contract terms concerning payment claims require that the progress of the project be determined. Accordingly, the progress of the project can be determined based on the costs incurred to the date of the project. 
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How to Prepare a Construction Schedule
Here is how you can prepare a Construction Schedule for a building and construction project:
1. Prepare and set up the Construction Schedule template.
2. Gather information by reviewing the project budget and schedule of progress payments.
3. Allocate the expenses and enter all relevant data into the Construction Schedule.

Preparing and Setting up the Construction Schedule Template
The first thing to do in preparing a Construction Schedule is to set up the template. Access the Construction Schedule template of your organisation and modify its structure according to the specific requirements of the project.


Here are some of the other things to do when setting up your template: 
· Set up the important dates of the construction project (E.g., start date, completion date, etc.). The important dates of a construction project are indicated in the construction contract and other related documents. 
· List down the tasks to undertake to complete the project. The cost components in the constructions schedule can be presented in a variety of ways. Ideally, the construction cost should be allocated per task. By breaking down the project into specific tasks, you should be able to easily estimate and identify when certain expenses will be incurred over the life of the project since the sequence of the tasks can be easily determined.
· Choose how you want to allocate project expenses. Label each column heading based on how the project expenses will be allocated — whether it is allocated on a daily, weekly, monthly, quarterly or annual basis. As for most small projects, which are anticipated to be completed in a week, the project expenses would be allocated on a daily basis. If such is the case, the column headings should be labelled as Monday, Wednesday, Tuesday, and so on and so forth, plus their corresponding dates.
· The constructions schedule can also include other details about each task. This may include total allocated labour hours, total units of materials to be used in the construction, name of the supplier, estimated delivery time, productivity rate, etc.
	IMPORTANT: Construction Schedules are usually presented using a Gantt Chart, but there are a lot of other tools that you can use when preparing a construction schedule.



Gathering Information
To gather pertinent information for the construction schedule, you will need to review the project budget and schedule of progress payments. The project budget shall tell you the details regarding the costs that will be allocated while the progress payment schedule from the contract should tell you how much of the total contract price should be partially received for each period. Hence, you review the project budget and the progress payment schedule in order to gather the following information:
· the materials, labour, other construction cost associated with each project task
· the quantity of labour and materials needed to complete each project task
· the amount of progress payment that can be claimed upon completing certain tasks


Allocating Expenses
After preparing the template and reviewing all related documents, you now need to enter all relevant data into your Construction Schedule. Take the costs of materials, labour, and other expenses that will be incurred for each project task. To determine when these expenses will be incurred, you will have to provide estimates for the start and completion date of each task. To do this, you will need to demonstrate your knowledge in the inner workings of each task, review historical data (i.e. base your estimates on previous projects) and consult with the team and the subcontractors and ask them to provide for their own estimates.
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	Case Study: Allocating Expenses
After reviewing the project budget and schedule of progress payments, you have gathered the following information for the ABC building project:
	Project Task
	Duration
	Cost
	Progress Payment Upon Completion of Task

	Foundation
	One month
	$10,000
	$17,279

	Structural steel installation
	Two months
	$20,000
	$34,557

	Concrete and masonry
	Five months
	$50,000
	$103,672

	Carpentry
	Three months
	$47,350
	$86,394

	Finishing and paint
	Three months
	$70,000
	$103,672


Additional information: The project starts on October 10, 2021, and the agreed completion date based on the contract is on August 10, 2022.
Required: Prepare a construction Schedule.
Suggested approach:
[image: ]
This construction schedule was prepared in a spreadsheet format following the structure of a Gantt Chart. Because it is already known that the tasks can be completed in months, the expenses are allocated on a monthly basis. This example simply shows you how data are plotted into the construction schedule template.   
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2.2 [bookmark: _Toc63232598]Manage Cash Flow, Pay Supplier and Contractor Invoices and Retain Taxation Records
Cash Flow 
Cash flow is the inflow and outflow of cash. The inflow of cash pertains to all cash received by the business for the current period while outflow of cash, on the other hand, pertains to all of the business’s cash disbursements.
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Description automatically generated]Here are some examples of cash inflows and cash outflows:
	Inflow
	Outflow

	· cash received from services rendered
· settlement of accounts receivable
· cash received from the sale of assets
· cash proceeds from loans
	· cash paid to suppliers
· cash paid for the salaries of the employees
· cash paid to sub-contractors
· cash paid to settle loans
· cash paid for insurance premium
· cash paid for the purchase of assets


[bookmark: _Toc63232599]2.2.1 Manage Cash Flow
Keeping Track of Cash Flows
Keeping track of cash flows is important in answering questions relevant to the decision making of managers, creditors, and investors. Some of these questions include the following:
· Is the business generating positive cash flows from its operations?
· Will the business be able to meet its obligations with its creditors?
· Where did all the money of the business go during the period?
· Does the business need additional financing?
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Cash Flow Status Report
Businesses can keep track of their cash flows by regularly updating a Cash Flow Status Report. Cash Flow Status Report is a living document which contains information about the current inflows and outflows of cash in a specific project. Cash Flow Status Report is typically maintained, updated, and monitored by personnel on-site. Project managers and superintendents are mainly the ones who monitor this type of report because they are the ones who have direct supervisions over the material and labour needs of a project and thus, they need relevant information in determining whether there is a need for additional financing to complete project tasks within the timeframe. Cash Flow Status Report can also help the business in identifying whether progress payments are collected accordingly based on the terms of the contract.
	Costs
7/02
	Charges
8,754,516
	Estimated
65,863,092
	% Complete
13.292
	Projected
66,545,263
	Change
682,171

	Billings
7/01
	Contract
67,511,602
	Gross Bill
9,276,621
	% Billed
13.741
	Profit
966,339
	

	Payables
7/01
	Paid
6,719,103
	Open
1,300,089
	Retention
391,671
	Labour
343,653
	Total
8,754,516

	Receivables
7/02
	Net Bill
8,761,673
	Received
7,209,344
	Retention
514,948
	Open
2,067,277
	

	Cash Position
	Paid
7,062,756
	Received
7,209,344
	Position
146,588
	
	


Figure 6 - Cash Flow Status Report
Payables: The payables row will provide information on the total payments made to suppliers, and sub-contractors (Paid), current total outstanding balances (Open), the amount not yet paid to sub-contractors as part of the retention terms of their contract agreement (Retention) and the amount paid for labour. It is important to note, however, that the content and structure of a Cash Flow Status Report may vary from one organisation to another. Other companies may have different ways of how they present cash inflows and outflows of the project. Some even have a more comprehensive breakdown of each of its project’s disbursements and receipts.
Receivables: The receivables row contains information about the total amount billed to the clients, the total amount received from the clients, and the amount retained in accordance with the retention terms in the contract agreement. From the example above, you will notice that although the total amount billed is 8,761,673, only 7,2016,344 was actually received in the project. Situations like this could impose risks of not being able to meet project target dates that is why you will have to make sure that you initiate the necessary steps in order to recover the outstanding balances of your clients at the earliest time possible. 
Cash Position: Cash Position is the total difference between the cash receipts and cash disbursement of the project for the current period. The cash position balance will tell you exactly whether the project is operating with a negative cash balance or not. The negative balance could indicate that there will be a delay in payments to suppliers, labourer’s, and sub-contractors. Having outstanding balances, ordinarily creates additional expenses for the project, such as interest expense. Some suppliers could also even delay the delivery of materials due to the delay in payments. 


Format and Structure of the Cash Flow Status Report
Organisations may employ different tools and templates when keeping track of the cash flows of the project. Some organisations may even refer to such document with names other than ‘Cash Flow Status Report’. The format, structure, and content of such report accordingly vary depending on the policies of the organisation. Nevertheless, any document used to record the incomings and outgoings of a project should at least be able to report the following information:
· Information regarding the incomings including:
· The date when the cash was received
· The amount of cash received
· The payment method
· Information on the source documents related to the cash receipts, including:
· Payment claim reference number
· Receipt reference number
· Information regarding the outgoings including:
· The date when the cash was disbursed
· The amount of cash disbursed
· The payment method
· Information on the source documents related to the cash disbursement including:
· Invoice reference number
· Receipt reference number
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Payment Claim
A payment claim is a document used to demand and recover payments covered under the security of payment laws of Australia. Each state and territory have their own security of payment laws, but all of which has similar provisions and has the same objective which is to help contractors recover payments from their supply of construction services and construction supplies. According to relevant laws, a payment claim should:
· Identify the related construction work or supplies to which the demand for payment relates to
· Identify the amount of progress payment demanded 
· Indicate that the document serves as a payment request
· Include any other information as required by the contract terms

Payment Schedule
The client may respond to a payment claim either by paying the amount indicated in the payment claim or by sending a Payment Schedule. A payment schedule should:
· be in writing and is addressed to the claimant
· identify to which payment claim it relates
· indicate the amount of payment proposed to make
· state the reason why the proposed amount is different from the amount indicated in the payment claim

	IMPORTANT: A payment schedule is usually sent by the client with other attachments containing detailed explanations as to how the client came up with the proposed amount.
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	Further Reading
Payment claims can be prepared in different formats as long as it follows the requirements of the security of payment law in their state or territory. To see a sample payment, claim and payment schedule templates, access the link below:
Sample Payment Claim





Receipt
A receipt is a type of source document that can serve as a proof of the cash received from a particular transaction. Receipts document the amount of payment received, the date when the payment was received, and other details relevant to the payment transaction. Receipts must always have a corresponding reference number for tracking purposes.  

Statement of Cashflows
A Statement of Cashflows is a type of financial report used to present information about the cash inflows and outflows of not only a particular project but of the whole business itself. A Statement of Cashflows is one of the mandatory financial reports of a company and is prepared by professional accountants. The information provided in this type of financial report can help managers in determining the necessary measures to undertake to manage cash disbursements and to boost cash receipts. In this report, the information about cashflows is presented according to the types of the cash flow activity in the business. Cashflow activities are basically classified into three: operating activities, investing activities, and financing activities. Most activities relating to construction projects will be under operating activities (e.g., purchase of materials). Loans obtained for construction projects will be under financing activities while a purchase of large equipment for construction projects shall fall under the classification of investing activities. 
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	Further Reading
To see a sample Statement of Cashflow for a construction company, browse through an illustrative financial report accessible through the link below:
Sample Statement of Cashflows
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[bookmark: _Toc63232600]2.2.2 Pay Contractors and Suppliers
Payment to Contractors and Suppliers
The specific processes involved in paying contractors and suppliers depends on the policies and procedures of the organisation, but generally, it should involve the following steps:
1. Review the invoices sent by the contractor and suppliers.
2. Secure payment authorisations.
3. Pay contractors and suppliers.
4. Secure proof of payment.
Review of Invoices Sent by the Contractors and Suppliers. 
Upon the receipt of materials from a supplier, an invoice will be received by the business. Sub-contractors will also send an invoice for the payments due once they complete their job. It is important that you first check the accuracy of details indicated in these invoices before finalising any payments to contractors and suppliers. Ensure that you only pay the amount that is rightfully due and demandable. In your review, check for the following details:
· the amount claimed by the contractor and suppliers; to determine whether the payment is due and demandable, you will need to check two things: 
· The contract or any form of agreement that the business had with that supplier or sub-contractor – This agreement will help you determine the payment terms. Checking this agreement is especially essential when reviewing the invoices sent by a sub-contractor since sub-contractors are paid based on the contract terms. On the other hand, payment for supplies shall only be due and demandable once the materials are received unless there is an agreement indicating otherwise. 
· Any proof that those supplies have been received or the services have been rendered – To determine whether materials were already received, you will need to check their respective receiving reports. The receiving report shall tell you information about the materials received, including information about their quality and quantity. To know whether the sub-contractor/s have rendered their services based on the contract terms, you can physically check the site or ask personnel on the site to take pictures of the work of the sub-contractors and ask them to send these to you. 
· the payment terms:
· Will you get discounts if you pay early?
· When is the due date for the payment?
· What are the available payment methods?
Secure Authorisations for Payments
Before the actual payments can be made, it is best practice to first secure authorisations for the disbursements. To observe this practice, most businesses employ a system called the voucher system. A voucher system is simply a set of procedures employed by the organisation intended to regulate the approval of cash disbursements. It can help the business mitigate the risks of fraudulent and erroneous cash withdrawals. 
The procedures involved in the voucher system may include the following:
· A payment voucher is filled out. A payment voucher, also known as disbursement voucher, is an internal document used to request approval of cash disbursement. A payment voucher is filled out once it was ascertained that the payments are due and demandable. Since a payment voucher is an internal document, its format and structure vary in every business. However, for convenience purposes, the document should be properly labelled to identify that such is a payment voucher.
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Figure 7 – Sample Payment Voucher
· Attachments are stapled to the payment voucher. These attachments include an invoice, a receiving report, and the proof that services were rendered.
· The payment voucher, together with its attachments, is submitted to authorising personnel for approval. 
	IMPORTANT: If the business is not employing some kind of a voucher system, you can still take the initiative to ensure that payment is authorised by preparing an authorisation letter requesting for approval of the disbursements. The authorisation letter should include essential information such as the name of the payee, the amount requested, the description of the transaction, the reference number of its related invoice., and most importantly, the signature of the authorising personnel.




Pay Suppliers and Contractors
After the payment is authorised, you may now pay the invoices using the payment method indicated in the payment terms (if any) or using the payment method required by the organisation’s policies and procedures. Here are some reminders when making the payment:
· Review the payment terms or the policies and procedures of the organisation. Should you have any clarification with the policies and procedures of the organisation, enquire with the policymaker or with the personnel in charge of enforcing the policy.
· There can be different procedures and instructions to follow for every method of payment. For instance, if you are making a payment through an online transfer, you will need to follow the instruction of the bank or financial institution which will process the online transfer.
· When paying the invoices, make sure that you are prepared, and you have the following with you:
· Copies of the related source documents including the invoices and payment vouchers
· Record of the necessary payment details (e.g., bank details)
· Cash, debit card, credit card, etc. (if not paying through electronic transfer)
	IMPORTANT: If you are going to pay physical cash, make sure to keep it secured, especially if you will be travelling.


Secure Proof of Payment
After paying, secure a receipt or any kind of proof payment for the disbursements made. Ensure that the receipt indicates the correct details about the payments and that it has the following information:
· The receiver of the payment
· The amount paid
· The date of the payment
· The reference number of the receipt
· The description of the transaction
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	Further Reading
Visit the page on Business.gov.au through the link below to know more about the different types of proof of payment.
Receipts and Proof of Purchase


2.3 [bookmark: _Toc63232601][bookmark: _Toc63232602][bookmark: _Toc63232603]Manage Receipt of Revenue and Progress Payments, and Action Processes for Outstanding Debt
Importance of Managing Receipt of Revenue
Managing the receipt of revenue is integral to the success of every project. You have to ensure that the business is able to receive the payments according to the terms of the contract. 
Having an effective management of revenue will help the business:
· in improving cashflows
· in avoiding the need to increase construction loan
· in avoiding delay in the project schedule and temporary shutdown
· in preventing issues with the claims of the sub-contractors, suppliers, and other creditors
Ways of Managing Receipt of Revenue
To properly manage the receipt of revenue of the business, you will need to know how to:
· properly process invoicing of clients
· keep track of progress payments
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Invoicing
Invoicing is the process of sending an invoice to a client for services rendered or for supplies provided. An invoice is basically a document used to demand payment from clients. In general, it should indicate the amount payable by the client and the description of the transaction (i.e., the services or supplies provided). Here are some important things to remember when invoicing the clients of the business:
· If you are a project manager, you will have to ensure that the invoices you issue to the clients follow the format required by the contract terms and the policies of the project.
· Make sure to be mindful of the contract terms and take note of the conditions regarding when the business can demand payment. This is important because any delay in invoicing creates problems in the contractor’s cashflows.
· After invoices are issued to the client, the accounting department records the transaction in their accounting system by crediting a ‘Progress Payment’ account and by debiting an ‘Accounts Receivable’ account by the amount indicated in its related invoice. Once these invoices are settled by the client and the progress payments are collected, the accounting department then debit a ‘Cash’ account and credit an ‘Account Receivable’ by the amount equal to the payment received. 
· There are essentially five ways to send invoices to clients:
· Via post mail
· Through email
· Through e-invoicing
· Through a printable web page
· In person
Based on How to Invoice© Commonwealth of Australia 2020, used under Creative Commons Attribution 3.0. business.gov.au

	IMPORTANT: You must send invoices according to what was agreed upon with your client and following the policies and procedures of the organisation. 






Types of Invoices
The two most common types of invoice include:
· Regular invoice – Regular invoice is issued by businesses who are not GST registered.
· Tax invoice – A tax invoice should only be issued by a GST registered business. It is used primarily to indicate the amount of GST charged on the goods or services provided by the seller. A tax invoice is required before a GST credit can be claimed. According to ATO, a tax invoice made for a sale of more than $1,000 should include the following information:
· information that the document is intended to be a tax invoice, e.g., the document is titled ‘Tax Invoice’
· the business’s identity as the seller, such as its business name or trading name.
· the date when the invoice was issued
· the business’ Australian business number
· a brief list of the goods and services provided, including quantity (e.g., hours worked) and the price
· the total goods and services tax (GST) amount payable
· the extent to which each sale includes GST
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	Further Reading
Access the guide on the ATO website through the link below to know more about the requirements for a valid tax invoice:
Tax Invoices




Invoices and Payment Claims
An invoice, regardless of its type, can serve as a payment claim as long as it includes information required by relevant security of payment laws. However, a document labelled as a ‘payment claim’ may not be considered as a valid tax invoice if such document fails to provide information that such is intended to be a tax invoice.
	IMPORTANT: It is important to note that in the actual practice, the terms, invoices and payment claims, may be used interchangeably. This is why it is important to first clarify how these terms will be interpreted in the project engagement by reviewing the terms of the contract and by verifying with the clients of the business. 



Processing Payment Claims and Invoices
The manner of how the business demand payments from its client depend on its internal policies and procedures. There are businesses who would process a separate document for a payment claim and a separate document for an invoice, and there are also businesses who would just issue a tax invoice to serve as a payment claim. 

Demanding Payments with Payment Claims and Invoices
If the business demands payment by processing separate documents for payment claims and invoices, the normal procedures will involve the following:
· The business sends out a payment claim.
· The client reviews the payment claim.
· The business receives either a payment schedule or a Recipient Created Tax Invoice.
If the client disagrees with the amount indicated in the payment claim, they will have to send the business a payment schedule. However, if they approve of the amount indicated in the payment claim, the business will receive a type of invoice known as a Recipient-Created Tax Invoice (RCTI). An RCTI is a special type of invoice that can be used if the payor intends to issue the invoice himself. Payments from the clients will also be received upon the issuance of this RCTI.
	IMPORTANT: It is important to note that RCTIs can only be issued if there is an agreement between the payor (client) and the payee (business that provides the service or product) allowing such issuance. If there is no agreement to such, the business will have to be the one to prepare the tax invoice.
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	Further Reading
To know more about the differences and similarities between an invoice and a payment claim, access the link below:
What is the difference between an invoice and a payment claim? Revisited



Demanding Payments by Issuing Invoices that also Serve as Payment Claims
Here is how you can properly issue invoices to the clients of the business:
· Review the contract agreement in conjunction with the security of payment Act relevant in the state or territory where the business operates. Determine whether there are terms in the agreement that dictates the required format, structure, and content of the invoice.
· Prepare the template of the invoice according to the policies of the organisation and the terms of the contract. 
· Gather your estimates and complete the required fields in the invoice template. The information indicated in the invoice should include the following:
· Information on how the progress payment is computed. It is important to note, however, that the computation for the progress payment should be based on the terms of the contract and should be supported with relevant source documents.
· Essential data to be included in a valid invoice (See the previous discussion).
· Make sure that all necessary attachments are attached to the invoice. For instance, if the contract states that the invoice must be accompanied by a detailed cost summary, then such cost summary must be included when you send out the invoice.
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	Further Reading
To know more about the differences and similarities between an invoice and a payment claim, access the link below:
Invoices and Payment Claims





Keeping Track of Progress Payments
There are different tools that the business can utilise in tracking the progress payments of a building and construction project. Most construction management software, nowadays, has a feature that lets its user monitor the current outstanding balances of the clients, their paid balances, etc. 
Importance of Keeping Track of Progress Payments
It is important to keep track of the progress payments in every project in order to determine:
· whether the invoices are immediately sent to the clients once payments become due and demandable
· whether there are outstanding debts that need to be resolved 
· the amount of cash expected to be received in a given period

Developing Your Own Tracker
If your organisation does not employ any tools for keeping track of progress payments, you can opt to develop your own tracker using a spreadsheet. You can follow the simple guide below when developing your own progress payment tracker:
· Choose software that enables users to create spreadsheets.
· Add columns and rows for the following information:
· total contract price 
· the amount of progress payment that can be claimed as stated in the contract 
· the status of the progress payment (i.e., whether paid, outstanding, or not yet demandable)
· the date when the progress payment was billed
· the date when the progress payment was received
· the reference number of the payment claim and receipts
· the number of outstanding balances
· the number of total progress payments paid
· The amount paid as a down payment
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Figure 8 - Progress Payment Tracker

The sample progress payment tracker above was prepared using Microsoft Excel. The first part of the tracker provides fields for the project name, total contract price, required down payment, the total amount billed, and the total amount of progress payments received as of the period. The columns are properly labelled according to what information is being required in each column. For instance, the first column labelled as ‘Payment Conditions’ requires the personnel who is managing the tracker to review the contract and determine what the conditions are before the progress payments can be claimed against the client.  
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Recovering Outstanding Debts
Business.gov.au identifies six steps on how a business can recover its outstanding debts:
· Review the terms of the contract
· Send a reminder
· Send a letter of demand
· Get legal help with the dispute resolution
· Get assistance from a debt collection agency
· Get legal assistance and explore possible legal actions to undertake
Sourced from What to do when you haven’t been paid © Commonwealth of Australia 2020, used under Creative Commons Attribution 3.0. business.gov.au
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Payment Methods
Giving your clients different payment options can ease the recovery of outstanding debts. The advantages and disadvantages of different payment methods are provided below to help you assess which payment method would be the most appropriate to your clients and to the business. 
	Payment Method
	Advantage
	Disadvantage

	Credit Card
	· Ease of payment 
· Can boost sales 
	· Demands complex bookkeeping system
· Some banks may charge transaction costs

	Direct Debit
	· Ease of payment
· Contactless
· Clients can easily set up this payment method as the default payment method when doing a transaction online
	· Some banks may charge transaction fees
· Requires connection to the internet

	Cheque
	· Attracts clients who are not comfortable with electronic payment methods
· Clients have an option to send cheques through mail when settling invoices 
	· Does not guarantee payment
· Some banks still require manual clearing
· Clients can issue ‘stop payment’
· Some banks may charge transaction costs
· Payments are not transferred immediately as they still have to undergo clearing procedures

	Cash
	· Ease of payment
· No transaction cost
	· Requires direct contact
· Easy to counterfeit
· Requires manual cash count





2.4 [bookmark: _Toc63232604]Monitor Financial Health of the Business Regularly to Identify Potential Problems and Take Appropriate Actions
Monitoring the Financial Health of the Business
You should be able to perform a financial health check of the business by analysing different financial ratios and sales calculations including the following:
· Sales calculations
· Profit ratio
· Liquidity ratio
· Finance ratio

Sales Calculations
You perform a sales calculation if you want to analyse how your business is doing in terms of revenue generation. Examples of sale calculations include the following:
· Break-even Point 
Break-even point (BEP) in dollars determines the number of dollar sales in which the business’s total revenue would equal its total costs. BEP is calculated using the following formula: 
	Break-even point in dollars = Total Fixed Costs ÷ Contribution Margin Ratio


If the total sales of the business are greater than its Break-even Point in dollars, the business would be currently operating at a profit. However, if the total sales of the business would be less than the Break-even Point in Dollars, it would mean that the business is currently operating at a loss.
· Gross Profit Margin
Gross Profit Margin indicates the proportion of gross profit with sales in percentage. Margin can be calculated using the following formula: 
	Margin = (Gross Profit ÷ Sales) x 100.


If the current margin is lower than the target margin for the period, the business would then be considered as underperforming and vice-versa.


	Case Study: Sales Calculations
You have gathered the following information for the current period:
	Contribution Margin Ratio
	0.20

	Total Fixed Costs
	$35,000

	Current Total Sales
	$189,000

	Current Gross Profit
	$72,000


Required:
a. How much sales should the business be able to generate in order to break-even?
b. Compute for the gross profit margin.
c. Is the business generating enough sales in order to earn a profit?
Suggested answers:
a. Break-even sales in dollars = $35,000 ÷ 0.20 = $175,000
b. Gross profit margin = ($72,000 ÷ $189,000) x 100 = 38.10%
c. Yes. Evidently, the business is operating in a profit since the current total sales of the business is greater than its break-even sales in dollars. Furthermore, it has also been calculated that for every dollar sale, the business earns 0.3810 cents.
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	Further Reading
Further establish your understanding of the concept of the break-even point by watching the video through the link below.
Break-Even Analysis - How to Calculate your Safe Point





Financial Ratios
Financial ratios indicate the relationship that exists between two numbers which are both relevant to the financials of the business. However, it is important to note that it is not enough that you merely know how these financial ratios are computed. The most important thing that you have to be knowledgeable about is how these financial ratios can be analysed so that you can assess the current financial health of the business. 
Financial Ratio Analysis
To be able to make use of your financial ratio computations for your assessment of the business’s current financial health, you must compare these financial ratio computations to either of the following:
· to the respective financial ratios from the previous period (historical data)
· to the respective financial ratios of other organisations in the same industry (Building and Construction)
Profit Ratio
You compute for a profit ratio when you want to analyse how profitable the business is in relation to other aspects of the business like sales, equity, etc. Examples of profit ratios include the following:
· Gross Profit Ratio
The gross profit ratio measures the percentage of gross profit earned for every dollar sale. Gross profit ratio is calculated using the following formula:
	Gross profit ratio = (Revenue – Cost of Goods Services) ÷ Sales


The higher the gross profit ratio is, the better. For instance, if the gross profit ratio last year is 0.35, then the gross profit ratio of the business for the current period should be at least equal or higher than 0.35. If the business’s current gross profit ratio happens to be lower than the last period, then this can be a bad indication of the business’s current financial health. 
· Return on Equity Ratio (ROE)
This ratio measures the rate of return on the resources provided by the owners of the business. Return on Equity Ratio (ROE) is calculated is using the following formula:
	ROE = Net Income ÷ Average Ordinary Equity


This ratio practically indicates the profit that the investors of the business earn for every dollar of their investment. Accordingly, the higher the Return on Equity is, the better.
Liquidity Ratio
You compute for liquidity ratios when you want to assess the current ability of the business to settle its short-term obligations. Examples of liquidity ratios include:
· Current Ratio
The current ratio measures the business’s ability to pay short-term obligations with all of its current assets. 
	Current ratio = Current Assets ÷ Current Liabilities


A current ratio of more than 1.0 is good. If the current ratio of the business is more than 1.0, then that means that the current assets of the business is more than its current liabilities. Evidently, this also means that the business has enough cash or enough assets that are easily convertible to cash, to settle its current obligations. 
· Quick ratio
The quick ratio measures the business’s ability to pay short-term obligations with its quick assets. 
	Quick ratio = Quick Assets ÷ Current Liabilities


As you can see, the only difference between the current ratio and the quick ratio is their numerator. In quick ratio, your numerator shall be quick assets. Quick assets include all current assets except inventories. Inventories are excluded from the computation of quick assets because it is not as liquid as the other current assets. Unlike the other current assets, inventories still need to undergo the manufacturing cycle before it can be sold to consumers and be turned into cash. Accordingly, the analysis of quick ratio is the same with how you analyse current ratio — a quick ratio of more than 1.0 is good. 
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	Further Reading
You can further establish your understanding of the concept of financial ratio analysis and of its relevance to performing a financial health check of the business by watching the video through the link below.
Types of Financial Analysis





Financing Ratio
You compute for financing ratios when you want to analyse how much of your assets are financed by obtaining debt and how much is financed through equity. Examples of financing ratios include:
	Financing ratio
	What is being measured
	Formula
	Analysis

	Debt-to-Equity Ratio
	This ratio measures the riskiness of the business’s capital structure.
	Debt-to-Equity Ratio = Quick Assets ÷ Current Liabilities
	A high Debt-to-Equity ratio indicates that the riskiness of the business’s capital structure is high.

	Loan-to-Value Ratio
(LVR)
	This ratio helps lenders work out if they can get the loan amount back if the business stops making payments
	Loan-to-Value Ratio = (loan amount/property or asset value) x 100
	The lower the LVR, the better.





2.5 [bookmark: _Toc63232605]Introduce Options to Improve the Financial Position of the Business
Options to Improve Financial Position of the Business
There are different ways on how you can improve the financial position of the business:
· Recover outstanding debts
This option must be implemented if there is a number of receivables of the business which are already passed due dates. (See section 2.3 for the steps that you can follow when recovering outstanding debts).
· Reduce expenses
If the actual costs are higher than the budgeted cost of the business, you might need to start planning on how to reduce your expenses. Here are some examples of how you can reduce the expenses of the company:
· Switch to an insurance company that provides for a better policy
· Use energy-efficient equipment
· Build good relationships with your suppliers to be able to negotiate better deals
· Hire multitasking companies
· Avail of purchase discounts
· Sell assets
Selling unused assets may improve the business’s financial position by reducing the storage costs related to the unused asset and by turning long-term assets to highly liquid assets such as cash and receivable.  
· Increase prices
The price increase would be necessary to improve the business’s financial position when there is a hike in construction costs like materials, labour, and equipment.
· Consolidate debts
Debt consolidation is the process of combining different outstanding debts into one loan. Consolidation of debts can help the business in improving the financial position of the business by:
· Allowing the business to settle multiple loans into one single transaction
· Obtaining arrangements from financial institutions that offer a lower interest rate
· Obtaining arrangements with payment terms that are often more manageable


· Track cash flow
The business can track its cash flows by:
· preparing and updating the Cash Flow Status Report
· conducting period cash counts
· monitoring bank statements
· preparing a Statement of Cashflows
· Rearrange expenses
Rearrangement of expense relates to the manner of arranging payment terms and the manner of incurring expenses. Some examples of how you can rearrange your expenses include:
· Paying large expenses in periodic payments
· The schedule for the purchase of materials is aligned with the schedule of progress payments to ensure that the business has sufficient cash to pay the suppliers
· Improve cashflow
Some examples of how you can improve the cash flow of the business include:
	How to Improve Cashflow
	Effect

	Lease Assets
	Decrease cash outflow

	Provide easy payment options to clients
	Increase cash inflow

	Order Just-in-Time
	Decrease in cash outflow

	Offering discounts for early payment
	Increase cash inflow

	Use interest-bearing bank accounts for any surplus cash
	Increase cash inflow





Recommendation Report
To formally introduce said options to the business, you may prepare a document called Recommendation Report. Your recommendation reports should:
· Provide an executive summary (i.e., explain the purpose of the report)
· Justify the purpose of the report and introduce the issue that your recommendations intend to resolve.
· Present the recommendations in a clear and precise manner which means that you need to be able to explain how those options can be implemented by the business. 
· Explain how your recommendations can resolve the problem presented (i.e., how it can improve the financial position of the business)
· Provide for a conclusion. Your conclusion must state the best option among the alternatives you have presented in the report and provide a basis for your conclusion.
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2.6 [bookmark: _Toc63232606]Maintain and Save Accurate Financial Records
Business Records
Business record pertains to any type of document containing an information about a particular business transaction. Business records may include meeting minutes, contract agreements, accounting books, accounting source documents, etc. Keeping business records is especially important if you are a contractor and you want to tax deductions for the payments that you make to your sub-contractors and suppliers. 
Here are some examples of the type of records that you must keep in relation to the payments that you make to sub-contractors and suppliers: 
· contracts or written agreements
· invoices issued and received
· records of the amounts paid
· records of reimbursement made to contractors
· payment summaries or income statements issued
· records of superannuation payments (if applicable)
· voluntary requests made by a contractor if tax amounts from payments are to be withheld
· records of tax withheld from payments when a supplier does not quote their ABN
Based on Contractor and Supplier Records - Business. ato.gov.au

Importance of Keeping Business Records for Taxation Purposes
Keeping business records is integral for taxation purposes for the following reasons:
· to provide written evidence of income and expenses
· to help the business’s tax agent in preparing tax return
· to ensure that the business will be able to claim all your entitlements
· to prove the information you provided in your tax return
· to reduce the risk of tax audits and adjustments
· to improve communication with ATO
· to resolve issues relating to disputed assessments or adjustments
· to avoid exposure to penalties (failing to meet your record-keeping obligation would be equivalent to 20 penalty units)

Sourced from Keeping Your Tax Records. ato.gov.au
How Long Do You Need to Keep Business Records
Here is an outline regarding how long an entity must keep its business records: 
	Based on What Law
	How Long

	Taxation Laws
	Five years

	Corporations Act 2001
	Seven years

	Fair Work Act
	Seven years


Five Recordkeeping Rules
ATO has set out five recordkeeping rules which you must take note of:
· You need to keep all records related to starting, running, changing, and selling or closing your business. 
· Your records should be generated and stored in a way that protects the information from being altered or damaged. Accordingly, it important to secure access controls to your recordkeeping system.
· You need to keep most records for five years. The retention period shall start from the time you have obtained the record or completed the transaction, whichever comes later. 
	IMPORTANT: There are some tax laws that specifically dictate when the retention period for a particular record should start. For instance, under the FBT law, FBT records should be retained for five years starting from the date the FBT return was lodged.


· You need to be able to provide the records whenever obliged by ATO. Accordingly, when you are asked by ATO to provide such records, that means you must also provide all the information required to gain access of such records including encryption keys, passwords, file location, etc. 
	IMPORTANT: It is best practice to have your documents in an easily accessible format and have them properly labelled as well.


· Your records must be in English or can be easily converted to English.
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	Further Reading
To know more about your recordkeeping obligations with the Australian Taxation Office, access the link below:
Keeping Tax Records


Maintaining and Saving Financial Records
Each organisation may implement different measures in maintaining financial records as long as it is consistent with the five recordkeeping rules and with other relevant regulations. Here are some examples of measures that can be implemented when maintaining and saving financial records:
· Generate copies of all source documents such as receipts, invoices, contracts etc. To do this, you can either, scan the documents and save the soft copies in a secure folder in your computer, or make copies of the document and keep them in a filing cabinet with reliable access controls. 
· Properly label each document according to their purpose. Preferably, the name of the document should be located in the upper part of the document for easy identification.
· Number your documents. Ideally, every document must have a reference number. A reference number is a unique set of numbers that can be used to identify documents and differentiate one document from another. 
· Attach together all those documents that relate to a specific transaction. For instance, after a transaction with a supplier, the business should attach together all documents that relate to that transaction including the purchase order sent by the business to the supplier, the invoice sent by the supplier, the payment voucher, and the receipt obtain after paying the supplier. This way, the business can easily trace the flow of the transaction. 
· Organise the documents into files and according to their category. Preferably, you should create a separate file for each client. Each file shall contain all of the documents that must be kept in relation to your transaction with that client. However, if you are keeping these files in physical storage, do not forget to organise the files alphabetically for easy access. 
· Implement access controls. All financial records must be kept in secure storage. When keeping records in a filing cabinet, make sure that only authorised personnel can access that filing cabinet. If the business maintains digital copies of financial records, the folders where the documents are stored should be secured with pin codes.
· Protect your files from possible damages and losses. Make sure to generate back-up copies for your digitally stored documents. For files kept in physical storage, ensure that the storage is located in an area safe from floods, fire, theft, etc. 
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	Checkpoint! Let’s review
1. Project budget is a planning tool that sets out the estimated total costs for each construction project. 
2. The total expense of a project is scheduled based on the sequence of the tasks in the project. A construction schedule is prepared to record the proper scheduling of project expenses. 
3. You can keep track of the cash flow of the business by utilising tools such as a Cash Flow Status Report.
4. You must follow your organisation’s policies and procedures when making payments to contractors and suppliers. 
5. Invoicing is the process of demanding payments from the clients of the business. The two most common types of invoices are the tax invoice and the regular invoice.
6. To be able to monitor the financial health of the business, you must know how to analyse different financial ratios.
7. There are different options on how you can improve the financial position of the business, one of which includes the consolidation of debts.
8. The policies and procedures of the business in maintaining and saving financial records must always be in line with the five recordkeeping rules set out by the ATO.





[bookmark: _Toc63232608]III. Process Taxation, Insurance and Payments
This chapter will discuss the skills and knowledge that you must obtain in order to help the business meet its obligations with different regulatory authorities and with its outside creditors. Accordingly, in this chapter, you will learn how to:
· lodge and pay taxes
· pay employee liabilities
· review insurance covers
· monitor loan payments
· review ongoing business finances
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3.1 [bookmark: _Toc63232609]Lodge and Pay Taxes and Employee Liabilities that Apply to a Building and Construction Business 
Taxation
Taxation is the process of imposing contributions for the purpose of raising funds needed in operationalising government plans. There is a tax imposed on almost every transaction that involves earnings and gains. 
The most common types of taxes that businesses have to deal with are the following:
	Type of Tax
	Overview

	Income Tax
	[bookmark: _Hlk61328049]The tax imposed on assessable income and capital gains

	Goods and Services Tax (GST)
	The tax imposed on the sale of GST supplies

	Fringe Benefits Tax (FBT)
	[bookmark: _Hlk61414433]The tax imposed on the fringe benefits provided by the employers to their employees

	Payroll Tax
	The tax imposed on the salaries and wages paid by the employers to their employees


The three main obligations of businesses for each type of tax are to:
· maintain business records
· report taxes
· pay taxes due



Income Tax
Income tax is the tax imposed on the income generated by individuals and businesses. The burden of this tax is imposable upon whoever earned the income. Income taxation in Australia is governed by the following legislation:
· Income Tax Assessment Act 1997
· Income Tax Assessment Act 1997
· Taxation Administration Act 1953
The table below presents the difference in tax treatment among the following business structures:
	Business Structure
	Tax Treatment

	Sole Trader
	The owner is taxed as an individual taxpayer; thus, the owner should report all his business income to his individual income tax return and shall be taxed at the individual tax rate.

	Partnership
	Each partner is taxed as an individual, and thus each partner should report their share from the net income of the partnership to their individual income tax return.

	
	IMPORTANT: Although partnerships are not taxed as a separate legal entity, they are nevertheless required to report their total distributable income in the Partnership Tax Return.

	Company
	Construction businesses that operate as a company are taxed as a separate legal entity and are taxed at either 30% or 27.5%.
Companies shall report their assessable income in the Company Tax Return.





Capital Gains Tax
Capital Gains
A capital gain can be described as the financial gain made either from sale or disposal of assets such as land, buildings, residences, businesses or securities at a price higher than its historical value. Under s102.20 of the ITAA97, a capital gain or loss only arises if a CGT event occurs. It should be further noted that CGT events only involve CGT assets. The different types of CGT assets may be found in Section 108 of the ITAA97. Some examples of CGT assets include:
· Goodwill
· Foreign currency
· Shares
· Collectables

Capital Loss
A capital loss may be written off against other capital gains in the same year of income however if no capital gain occurs in that same year, the loss is carried forward and is offset against a future capital gain. A capital loss that arises on the disposal of a collectable asset can only be offset against a capital gain arising from the disposal of another collectable asset.

Net Capital Gain
A taxpayer’s assessable income includes any net capital gain for the income year. A net capital gain is the total of the difference between the taxpayer’s capital gains and capital losses.
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	Further Reading
You may find more information on the ATO website about the different types of CGT events and CGT assets through the links below:
Types of CGT events
What is a CGT asset?





Goods and Services Tax
Overview
Goods and Services Tax (GST) is the tax imposed upon the goods and services offered by a business. Here are some of the important things to remember about GST. 
· GST is governed by the Goods and Services Tax Act 1999
· Currently, the GST rate for goods and services is at 10%.
· The burden of GST is ultimately borne by the final consumer, and the seller is the one to charge and collect GST for those supplies that are taxable.
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Registration for GST
The business will be required to register for GST if either of the business’s current GST turnover or projected GST turnover amounts to $75,000 or more. Turnover is equal to the total gross income but excluding:
· GST included in the sales
· Input Taxed Sales
· Sales that are not made for consideration
· Sales not connected with the business
· Sales not connected with Australia
Current GST turnover is the turnover for this month plus the turnover for the past 11 months. Projected GST turnover, on the other hand, is the turnover for this month plus the turnover for the following 11 months.
Input-Taxed Supplies and GST-Free Supplies
Here are some of the important things to know about input-taxed supplies and GST-free supplies:
· Input-taxed supplies are not subject to GST. (Part 3-1 Division 40 of the GST Act sets out what supplies are considered as Input Taxed Supplies.)
· No GST can be imposed upon GST free supplies; however, their related input tax credits are nevertheless claimable. (Part 3-1 Division 38 of the Act sets out what supplies are considered as GST free supplies.)
The Amount of GST to Remit
The amount that a business would remit for GST can be calculated by deducting the total amount of input tax credits from the total amount of GST charged. Input tax credits, however, may only be claimed if related to creditable acquisitions and creditable importations. 
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	Further Reading
To know more about how Goods and Services Tax (GST) works, you may browse the guides posted by the Australian Taxation Office about GST through the link below:
Goods and Services Tax


Fringe Benefits Tax
Fringe Benefits Tax is the tax imposed on fringe benefits. The burden of this tax shall be borne by the employer. Fringe benefits are benefits granted by an employer in respect of the employees’ employment to the business, in addition to their basic salaries, which may either be in cash or in kind. Here are some other basic points to remember about GST
· The Fringe Benefits Tax is governed by the following legislation:
· Fringe Benefits Tax Assessment Act 1986
· Fringe Benefits Tax Act 1986
· Fringe Benefits Tax (Application to the Commonwealth) Act 19
· The FBT rate as of 2021 FBT year is 47%.
· FBT year is from 1 April to 31 March. 
· You report all the items relevant to the assessment of FBT in the Fringe Benefits Tax return. The business will have to lodge a Notice of Non-Lodgement if the business, registered for FBT, does not have assessable fringe benefits to report for the current FBT year


Types of Fringe Benefits
The following are the different types of fringe benefits:
· Car fringe benefits
· Car parking fringe benefits
· Entertainment-related fringe benefit
· Expense payment fringe benefit
· Debt waiver fringe benefit
· Loan fringe benefit
· House fringe benefit
· Board fringe benefit
· Living away from home allowance 
· Property fringe benefits
· Residual fringe benefits
[bookmark: _Hlk61414867]
Registration for Fringe Benefits
Employers must be registered for fringe benefits tax (FBT) if they have assessable FBT during the FBT year. Employers can register through the following:
· Through Australian Government Business Registration
· By phoning ATO
· Acquiring help from a registered tax agent
· Through paper form
· By lodging an annual FBT return


FBT Payable
FBT payable can be calculated by multiplying the total grossed-up value of all fringe benefits provided by the current FBT rate. Here is how to calculate the grossed-up value of the following:
· Fringe benefits from which input tax credits can be claimed: the taxable value of the fringe benefit is multiplied by the type one gross-up rate
· Fringe benefits from which input tax credits cannot be claimed: the taxable value of the fringe benefit is multiplied by the type two gross-up rate
	IMPORTANT: The computation for the taxable value of the fringe benefit shall vary depending on what type the fringe benefit is. 



Grossed Up Value
Businesses who provide fringe benefit with a taxable value of $2,000 or more should report its gross-up taxable value on the employee’s payroll summary or through the Single Touch Payroll. The grossed-up value of the fringe benefit which must be reported in the employee’s payroll summary shall be computed by multiplying the taxable value of the fringe benefit by the type 2 gross-up rate (The type 2 gross-up rate as of 2021 is 1.8868).

Differentiating a contractor from an employee
Differentiating a contractor from an employee is important for FBT purposes because said benefits cannot be considered as fringe benefits for FBT purposes if such were provided to contractors. 
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	Further Reading
To know more about how Fringe Benefits Tax (FBT) works, you may access the FBT employer guide developed by the Australian Taxation Office through the link below.
FBT Employer Guide





Payroll Tax
Here are some of the important things to remember about payroll tax:
· Payroll tax is the tax imposed on wages paid or payable by an employer to its employees.
· Payroll tax is imposable upon employers.
· It is described as a self-assessed tax which means that the taxpayers (the employers) themselves determine the amount of their tax obligation. 
· It is a state and territory tax. 
· Businesses who go beyond the payroll tax threshold in their state or territory shall register for payroll tax.

To know more about the administration of payroll tax in each state or territory, access the links below:
	State/Territory
	Webpage title and link 

	Australian Capital Territory
	ACT Revenue Office - Payroll tax

	New South Wales
	Revenue NSW - What is payroll tax?

	Northern Territory
	Northern Territory Government, Department of Treasury and Finance - Payroll tax

	Queensland
	Queensland Treasury: Budget and Financial Management - Revenue and Taxation

	South Australia
	RevenueSA - Payroll Tax

	Tasmania
	State Revenue Office of Tasmania - Payroll Tax

	Victoria
	State Revenue Office Victoria - Payroll Tax

	Western Australia
	WA.GOV.AU - About payroll tax






[bookmark: _Toc63232610]3.1.1 Lodgement of Tax Returns and Other Reports
Tax Returns
One of the most important tax obligations of your organisation is to be able to lodge tax returns on time. A tax return is a type of document where you report all items relevant to the related tax assessment. Your tax reporting requirements for each type of tax are listed below:
	Type of Tax
	Tax Return

	Income Tax
	· Sole Trader: Individual Income Tax Return
· Partnership: Partnership Tax Return
· Partners in the Partnership: Individual Income Tax Return
· Company: Company Tax Return

	Fringe Benefits Tax
	Fringe Benefits Tax Return

	Payroll Tax
	Payroll Tax Return


The normal workflow for the lodgement of tax returns is presented below:

Once the lodgement is completed, a notice of assessment (NOA) will be sent to the business to provide details on the assessment (e.g., refund, errors, amount of tax to pay).


How to Lodge Tax Returns
Here are four ways of how you can lodge tax returns:
· You may lodge on your own with myTax 
If the business is operating as a sole trader, the sole trader may lodge its income tax return through MyTax. MyTax is a web-based application designed to help individuals in their tax compliance processes with ATO, and that includes the lodgement of tax returns. However, do remember that to be able to lodge through MyTax, you will need to have a MyGov account linked to the ATO.
Here are the basic steps of how you can lodge tax returns through MyTax:
· Access MyTax and log in your MyGov account.
· Prepare the return. MyTax lays out several guide questions to help you fill out the information required in return. Ensure that the information reported in the tax return is complete and correct by letting a registered tax agent prepare it for you.
· Secure the necessary declarations. Every approved form lodged with ATO must be accompanied by the necessary declarations. As per section 388-65(1) of the Taxation Administration Act 1953, the necessary declarations that must be included are as follows:
· An assertion that the information presented in the approved form is true and correct
· If the approved form was completed by a tax agent, a statement declaring that the tax agent was authorised by the taxpayer to complete the approved form through the information supplied by the taxpayer
· Lodge the return.
· You may lodge through a registered tax agent. Here is how you can lodge through a tax agent:
· Have the tax agent prepare the tax return.
· Assist the tax agent in filling out important business details.
· Discuss and resolve issues in the tax return.
· Provide client declaration.
· Secure declaration from the agent.
· Instruct the agent to lodge the return

· Lodge on Your Own Through Paper Form. Here is how you can lodge through the paper form:
· Obtain a paper form of the return. You may either:
· Download and print a copy online from the ATO website; or
· Order a copy online or through phone
· Follow the ’Instructions’ that can be found from the ATO website (e.g., Partnership Tax Return Instruction 2020) in filling out all the required fields. 
· Secure necessary declarations.
· Pay service fees.
· Send the tax return to the postal address designated for paper form lodgements.
· Lodging Through an Accounting Software. The general steps in lodging a tax return through accounting software are simple:
· Fill out important business details
· Generate the income tax return that will be lodged
· Review the tax return basic business details to check for errors (e.g., business name, date of the lodgement, reporting period, type of tax return, bank account details, Tax File Number, etc.)
· Obtain necessary declarations
· Lodge the return
	IMPORTANT: To be able to lodge through accounting software, you must check whether your accounting software is Standard Business Reporting (SBR) enabled. You will not be able to use your accounting software for electronic lodgement if it is not SBR-enabled. 
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	Further Reading
Most accounting software provides their users with a comprehensive guide on how they can lodge different tax returns through their system. To learn more about how to lodge tax return through accounting software, access the link below and read the guide provided by XERO on their website:
Xero: Return workflow and lodging a return




Activity Statements
With activity statements, taxpayers are able to report many of their tax liabilities all in one form to ATO. There are two types of activity statements:
	Type of Activity Statements
	What can be reported on it
	Who can use the form 

	Business Activity Statements
	· Goods and service tax instalment
· PAYG instalment
· PAYG withholdings
· FBT instalment
· Luxury car tax
· Wine equalisation tax
· Fuel tax credits
	GST-registered taxpayers 

	Instalment Activity Statement
	· Goods and service tax instalment
· PAYG instalment
	All taxpayers even if not GST registered


The general process involved is presented below:


Receiving Activity Statements
Once the business receives the Business Activity Statement from ATO; the business will then have to complete the form and lodge the same regardless of whether the business has anything to report. The manner of how you will receive the next fillable form of activity statements for the coming reporting period depends on how you have lodged your previous activity statements. For instance, if you lodged through Business Portal, your next BAS shall be sent through the Business Portal. In any case, ATO shall notify its taxpayers through email whenever the next activity statement has become available for lodgement. That is why it is important to always have your contact details up to date.


Deadline of Lodgement
The deadline for the lodgement will be stated on the form sent by ATO. Business Activity Statements are lodged on a quarterly basis unless the business’s GST turnover is $20 million or more. Businesses that have a GST turnover of $20 million or more are required to lodge. BAS monthly while businesses who only registered for GST voluntarily may lodge their BAS annually. 

Instalment Notice
The taxpayer will receive an instalment notice instead of a fillable form of BAS or IAS if the taxpayer:
· Report and pay GST or PAYG instalments quarterly.
· Pay the instalment amount determined by ATO
· Has no other reporting requirements
Instalment notice indicates the amount that the taxpayer has to pay to ATO and as well as the due date for the payment.
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	Further Reading
To know more about how Business Activity Statements work, refer to ATO’s guide through the link below.
How to lodge your BAS



How to Lodge Activity Statements
There are three ways to lodge a Business Activity Statement:
· Lodge online. 
· Sole traders can lodge their BAS through MyGov. They just have to:
· Go to ato.gov.au.
· Sign in to their myGov account
· Access the ‘ATO’ from ‘My member services’
· From the main menu, select ‘Tax’, then ‘Activity statements’
· Select ‘Lodge activity statement.’
· All business structures other than sole traders can lodge their BAS through the Business Portal. To lodge through the Business Portal, just follow these steps:
· Go to the Business Portal.
· Log in to the Business Portal using your myGovID
· Select ‘Activity Statement’.
· Select the activity statement from the ‘Not lodged’ list to prepare a new activity statement.
· Click ‘Edit’ and fill out the required fields. Make sure to ask assistance from a tax professional when filling out the activity statement. Once you are done, click ‘Save and continue’.
If you have nothing to report in the activity statement for the current period, click ‘Prepare as Nil’. If you want to reverse this action, select ‘Undo Nil’.
· Once you are ready to lodge the activity statement electronically, read the declaration, check the checkbox, and click ‘Lodge’.
To view all the activity statements that were processed, lodged, and/or cancelled in the last two years, you may check ‘History’.
· Businesses may also opt to lodge their BAS through their SBR-enabled accounting software. To know how to lodge a BAS through the accounting software utilised by your organisation, enquire with your software provider and ask for an instruction manual.  
· Lodge through a BAS agent. You may avail of the services of a BAS agent and let the agent lodge the BAS on your behalf. Just make sure that:
· you prepare the required declarations 
· you have checked the TPB Register and verified whether the tax agent is duly registered.
· Lodge by mail.
· Complete the BAS paper sent to you by ATO. You may ask a tax professional when doing this step. If you have not received the BAS paper from ATO yet, you may phone ATO and directly request for a copy.
· Attach other necessary documents and review the BAS.
· Secure declarations, as necessary
· Mail you completed BAS using the pre-addressed envelope included in the BAS package provided by ATO.
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	Further Reading
Business entities who lodge their quarterly activity statements online may be eligible for a two-week lodgement concession. Access the link below to know more.
Two week lodgment concession – terms and conditions 



Taxable Payments Annual Report
The Taxable Payments Annual Report (TPAR) can be used to report the payments the business makes to its contractors or subcontractors regardless of their business structures. The payments your report in the TPAR can help ATO in checking whether contractors duly comply with their tax obligations. Here are some of the important things to remember about TPAR:
· The business will have to lodge a TPAR if 50% or more of its business income or business activity is from building and construction services.
· TPAR is lodged every 28 August of the year.
· The details you should include in the report are the following:
· the contractor’s Australian business number (ABN), if known
· the contractor’s their name and address 
· the gross amount you paid to them for the financial year (including any GST)
How to lodge a TPAR:
· Lodge online through myGov if the business is a sole trader. Just access myGov, sign-in to your account, select Tax > Lodgements > Taxable payments annual report. 
· If the business is not a sole trader, the business may lodge their TPAR through the Business Portal. Just access and sign the Business Portal, select Online forms from the main menu then select Taxable payments annual report.
· Lodge through a registered agent.
· Lodge through paper form. To lodge through the paper form:
· You will need to order a paper copy of the TPAR (NAT 74109) either online or through the phone. It is important to note that ATO will not accept any other forms of TPAR except the original one provided by ATO. 
· Complete the report and submit to ATO’s postal address.
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	Further Reading
TPAR is an important tax reporting requirement of businesses engaged in building and construction services. Building and construction services cover a wide range of activities. To know whether the business conducts activities relating to building and construction services, visit this ATO webpage through the link below:
Taxation Administration Amendment Regulation 2012 
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	Checkpoint! Let’s review
1. The following are the most common reporting obligations of a building and construction business:
a) To lodge tax returns 
b) To lodge activity statements 
c) To lodge TPAR 
2. Businesses engaged in the building and construction industry have to include the payments they make to contractors in the Taxable Payments Annual Report.
3. There are different ways on how you can lodge tax returns, activity statements, and other reports required by ATO:
a) Lodge on your own through myTax
b) Lodge on your own through the Business Portal
c) Lodge on your own by mail
d) Lodge on your own through SBR-enabled accounting software
e) Lodge through a registered tax agent.





[bookmark: _Toc63232611]3.1.2 Payment of Taxes
Frequency of Payment 
Income tax is paid either:
· Annually: Income tax can be paid annually upon the lodgement of the income tax return and upon the receipt of the notice of assessment. The notice of the assessment shall provide payment advice indicating the amount currently owing to ATO.
· In PAYG instalments: In the PAYG instalments scheme, the total annual income tax payable by the taxpayer is settled in partial payments throughout the financial year. Accordingly, an instalment amount has to be determined every instalment period. Here are some of the other important things to remember about PAYG instalments:
· the instalment amount is either based on: 
· the calculation of ATO; or
· the calculation of the taxpayer (but using the instalment rate provided by the ATO)
· The table below outlines the different circumstances where a business would be required to pay income tax in PAYG instalments:
	Base
	The Threshold for Individuals and Trusts
	The Threshold for Companies and Super Funds

	Instalment income from the taxpayer’s latest tax return
	$4,000 or more
	$2 million or more

	Tax payable on the latest notice of assessment
	$1,000 or more
	n/a

	Estimated notional tax
	$500 or more
	$500 or more

	The taxpayer is the head of the consolidated group
	n/a
	$0 or more


· You pay PAYG instalments upon your lodgement of the activity statements. 


The business should complete its activity statements and report all its PAYG instalments for the tax year before lodging the income tax return so that the business would know whether there are still outstanding tax dues or whether there are refunds that can be claimed by the end of the year. 
	IMPORTANT: Other tax liabilities of the business would be settled upon lodgement of activity statements.



Remittance of PAYG Withholding
PAYG Withholding is the process of withholding a certain amount from specific types of payments, the most common type of these, being salaries and wages. Here are some of the important things to remember about PAYG Withholding:
· Employers remit PAYG withholding to ATO upon the lodgement of the Business Activity Statement. Remittance can be done the same way as to how you pay taxes to ATO.
· Upon remittance, taxpayers may be required to lodge payment summaries to ATO for data matching purposes. Payment summaries include a report of the amounts withheld by the payor and as well as the amount received by the payee. 
	IMPORTANT: You may refer to Section 10-5(1) in Schedule 1 of the Tax Administration Act 1953 to see the list of all other various withholding events.



	[image: ]
	Further Reading
To know more about what PAYG withholdings are and how PAYG withholdings are reported in the activity statement, read this guide on the ATO website through the link below:
Pay as you go (PAYG) withholding





How to Pay Taxes
Businesses pay taxes as they lodge tax returns and activity statements with ATO. ATO will let the taxpayer know of their payment options upon the receipt of the lodgement. Here is the general process that you can follow when paying taxes:
· Review the amount of taxes due and as well as the due dates for the payment. You can check the details of the pending payments through ATO online services. ATO also helps their taxpayers know how much they owe by sending notice of assessments, statement of account, or instalment notices.
· Get the correct Payment Reference Number (PRN). PRN is a unique set of numbers used by ATO to:
· identify who made the relevant payment
· identify what the payment was for (e.g., income tax, fringe benefits, BAS, etc.) 
To get the correct PRN, you may:
· Log in to the Business Portal. From the left menu, select ‘Payment Options’
· Find the relevant PRN from the list
· Choose from your payment options and gather all of the important details you need in processing the payments:
	Payment Option
	Important Details and Other Requirements

	BPAY® 
	You can pay with BPAY through online or mobile banking. Upon logging in to your bank account online, select BPAY and enter the following details:
· Biller Code: 75556
· The correct PRN

	Credit/Debit card
	You can pay with your credit/debit card through the ATO online, through BPAY, in person, or via phone service. Here are some of the important details to remember:
· You should have a Visa, MasterCard or American Express card
· You should have with you the correct PRN
· You should know about the payment processing fee
· Government EasyPay service number: 1300 898 089




	Payment Option
	Important Details and Other Requirements

	Electronic transfer
	You can pay your taxes through the electronic transfer services offered by various financial institutions. Just have the following details ready:
· Bank: Reserve Bank of Australia
· BSB: 093 003
· Account number: 316385
· Account name: ATO direct credit account
· Reference: the correct PRN 

	In-person
	You can pay in person at the Australia Post with cash, debit card/debit card, or check. Here are some of the important things to remember:
· You need to have the correct payment slip for the tax you want to pay. Payment slips are attached together with the notice of assessment or statement of account you received from ATO. 
· Make sure that your cheques are:
· In Australian dollars
· Payable to ‘Deputy Commissioner of Taxation’
· Not a post-dated check
· Crossed ‘Not Negotiable’


· Secure payment receipts or any other kinds of proof for the tax payments made (e.g., confirmation from ATO, receipt generated by the bank, bank statements, etc.)
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	Further Reading
You must know how to navigate through the online interface of the financial institution where you will be processing your tax payments (if paying through online banking and electronic transfer). Financial institutions usually publish specific instructions on how their clients can make tax payments through their platform. Instructions vary from one bank to another. An instructional guide from Westpac is provided below for your reference:
Westpac: Payments, BPAY and Transfers
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	Checkpoint! Let’s review
1. Tax liabilities should be settled upon lodgement of related tax returns or activity statements. You may also be required to pay taxes in prepaid instalments (PAYG instalments). If paying through PAYG instalments, taxpayers receive either an activity statement or an instalment notice indicating the instalment amount and due date for the payment.
2. There are several modes of payment to choose from when paying your tax liabilities: BPAY, debit/credit card, electronic, electronic transfer, etc.
3. When processing tax payments, it is important to have the Payment Reference Number (PRN) which you can find by navigating through ATO online services (myTax and Business Portal)
4. It is important to secure any proof of payment once tax payments are successfully transferred to ATO.



[bookmark: _Toc63232612]3.1.3 Employee Liabilities
As an employer, a building and construction business will have the following obligations:
· Pay the Salaries and Wages of the employees
· Remit PAYG Withholdings to ATO (as discussed previously)
· Make superannuation contributions to the superannuation provider
· Process Single Touch Payroll (STP) and submit other reports
How to Pay Employee Salaries and Wages
· Review the payroll records. 
· Choose a payment option. You can pay your employees either:
· Through direct deposit, which can be done: 
· By making the payments directly in the bank
· Through online or mobile banking
· Through payroll software with integrated banking services
· In-person with cash or cheques 


· Process the payments. The specific steps to follow when processing the payments for salaries and wages will vary depending on which payment option you choose. 
· If you are paying in person, you will have to follow your organisation’s policies and procedures which may likely require you to:
· Secure payment vouchers
· Withdraw cash from the bank and secure withdrawal receipts
· Print payment slips
· If you are paying through direct deposit, you will need to:
· Follow your organisation’s policies and procedures
· Follow the instructions specific to the mode of payment you choose to employ (e.g., payroll software, online banking, bank)
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	Further Reading
As discussed, you will need to follow the instructions specific to the mode of payment you choose to employ. As an example, the link to the instruction on how you can pay your employees through XERO is provided below:
Xero: Pay employees using Pay Run



Superannuation (Super)
Under the Australian legislation, employers are required to make superannuation contributions amounting to 9.5% of their employee’s Ordinary Time Earnings (OTE). These contributions are intended to help employees save up for their retirement. 
The superannuation contributions required to be shouldered by the employers are appropriately referred to as the Super Guarantees (SG). The following employees are entitled to a Super Guarantee:
· An employee who is 18 years of age, AND who is earning $450 or more (before tax) per month
· An employee who is under 18 years of age, BUT works for more than 30 hours per week AND earns $450 or more (before tax) per month




	IMPORTANT: Contractors are also entitled to Super Guarantees. The minimum amount of super that you have to pay to contractors is the same as the amount you pay to your employees. This is because, contractors are treated as employees for superannuation purposes, except if they are operating as a company, trust, or a partnership.
Nevertheless, it is important to remember that you need to calculate the SG you pay to contractors based on the labour component of the contract. If you cannot determine the labour component of the contract, you can make the SG computation based on the current market value available or the current industry practices. 
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SuperStream
Employers may pay SGs by means of SuperStream. SuperStream pertains to the required electronic processing of superannuation payments and records. Here are some of the important things to know about Super Stream:
· If the system employed by your business has a SuperStream feature, you will be able to:
· Transmit payments and information electronically and consistently across your system and the system of the superannuation fund provider and ATO.
· Make your superannuation contributions to different super funds in a single transaction
· Process contributions more efficiently and with fewer errors and ensure that your superannuation report follows a standard format
· SuperStream is available on:
· selected payroll systems (Refer to the ATO’s SuperStream Certified Product Register to know which payroll systems are SuperStream compliant:)
· the online system of the superannuation provider
· the super clearing house’s system
· messaging portal
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	Further Reading
You may refer to the flowchart provided by ATO through the link below to help you assess whether the current system you employ is SuperStream-compliant or choose the right one for your business.
SuperStream decision tool






Superannuation Information
Here is some important information that you will have to gather from your employees when reporting superannuation:
	Category
	Required Information

	Employees without self-managed super fund (SMSF)
	· TFN of the employee
· the ABN the employee’s superannuation fund
· the unique superannuation identifier (USI) of the employee’s superannuation fund

	Employees with the self-managed super fund (SMSF)
	· TFN of the employee
· the ABN the employee’s SMSF
· the bank account details of your employee’s SMSF 
· the electronic service address of your employee’s SMSF

	
	IMPORTANT: If the employee does not respond within a reasonable period, you can ask them to complete a Superannuation Standard Choice Form and have them return it to you within 28 days from the receipt. If the employee does not complete the form within the allotted time, the employer could send the relevant contributions to their default fund.


Paying Super
Here is the general process that you can follow when paying for Super:
· Check your superannuation set-up and make sure that you have recorded the correct superannuation details in your system. Check whether you have indicated the correct superfund of each employee, their correct TFN, the correct ABN or SUI of their superannuation fund, bank details, etc.
· Process the pay run how you normally would. (i.e. set payment frequency, review timesheets, process employee net pay, send STP report, process payments, send out payment slips, etc.)
· Lodge superannuation contribution reports and make sure to include all of the required information. These can be generated through a system that is SuperStream-compliant. Upon the lodgement of contribution reports, payments to superannuation are automatically processed using the details you have entered into the system. 
· Secure proof of payment. Make sure that you keep records of any kinds of document which you can use to prove that the payments for supers were processed accordingly. This may include confirmation receipts, screenshots of the online transfer, bank statement, etc.
Single Touch Payroll Reporting
Through STP reporting, the payroll information of each employee processed automatically and reported to ATO every time a pay run is processed. Thus, employers will no longer need to complete an annual payment summary every end of the year. Here are some other important reminders about for STP reporting:
· Starting 1 July 2021, all employers will be required to report payroll information through STP. This means that businesses will be required to employ a payroll solution that will enable them to report payroll information with STP.
· STP should be processed on or before payday. 
· To know how to process STP reporting with your current payroll software, enquire with your payroll solution provider and ask for an instructional guide. 
· The normal process of STP reporting would involve:
· processing of pay run
· generation the required report
· securing of necessary declarations/authorisations
· sending of the report
Once you have filed the report, your payroll software should let you know about its status (i.e. whether it is sending, accepted, rejected, etc.)
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	Further Reading
To give you an idea on how STP reporting is processed through a payroll solution, an instructional guide for sending STP reports in MYOB AccountRight is provided through the link below:
MYOB AccountRight: Send Single Touch Payroll reports after processing payroll





3.2 [bookmark: _Toc63232613][bookmark: _Toc63232614][bookmark: _Toc63232615][bookmark: _Toc63232616][bookmark: _Toc63232617][bookmark: _Toc63232618][bookmark: _Toc63232626][bookmark: _Toc63232627]Review and Adjust All Insurance Cover to Accommodate Business Growth or Changes to Business Operation 
How Insurance Works
Basically, what happens here is that the insurance company promises the business to receive a certain amount of insurance benefit if certain conditions in the insurance policy are satisfied and as long as regular insurance premiums are paid to the insurance company. A business can get an insurance policy in order to protect itself from possible financial losses associated with the occurrence of different types of adverse events (fire, accidents, etc.)

Different Types of Insurance Policies
There are different insurance policies available to businesses:
	Type of Policy
	Purpose
	Required or Not

	Public Liability
	This insurance policy serves to cover the damages and financial burden arising from the negligence brought upon by the business against a third party.
	Mandatory

	Builder’s Risk
	This insurance serves to cover the loss and damage to property in the course of the construction.
	Depends on the contract terms

	Loss of Income
	Loss of Income insurance policies serve to protect the business from the possible loss of income brought upon by events such as fire, other fortuitous events, illegal acts of directors, employee theft or fraud, etc. 
	Depends on the contract terms

	Workers Compensation
	This policy serves to protect the company and its employees from financial loss due to work-related accidents or illnesses.
	Mandatory

	Commercial Vehicles
	The coverage provided by commercial auto insurance is intended to help policyholders avoid high vehicle repair costs, medical expenses, or lawsuits resulting from auto accidents.
	Depends on the registration requirements of the State/ Territory





Review and Adjust Insurance Covers
Here is the general process involved in reviewing and adjusting the existing insurance covers of the business:
· Read the terms of the insurance policies. Ask the assistance of a legal professional if you need some help in interpreting and understanding the terms of the policy. Accordingly, you must take note of the following details in your review:
· the type of policy
· the insurance carrier
· the policy number – this is the unique set of numbers used to distinguish one insurance policy from another
· issuance date
· premium payments required – this refers to the regular payment that is required to be paid in order to avail of the insurance benefits states in the policy
· the conditions of the policy, including what items are excluded from its coverage
· Understand the circumstances of the business. As the business grows, your insurance coverage should also be adjusted and increased accordingly. For example, if the business’s income continues to increase rapidly, the coverage of your current Loss of Income policy should also be updated. For instance, a business that has an average annual income of $70,000 should have a coverage of at least $70,000 in its Loss of Income policy.
· Once you have determined the necessity to adjust your current insurance covers, you must then enquire with an insurance broker for your options. Make sure not to make a hasty decision; do your research and identify the additional costs to incur for availing such increase in your insurance coverage.


3.3 [bookmark: _Toc63232628]Process Payments to Employees on Time and Contractors and Suppliers by the Due Date 
Ensuring Payments are Made on Time
To ensure that you will be able to pay your employees, contractors, and suppliers on time, it is integral that you take note of all the relevant due dates. Here are some other tips on how you can ensure that you process these payments on time:
· Manage funds. One of the common reasons why there are delays in payments is the lack of funds. To ensure that the business has enough cash to settle these payments, the business may undertake the following measures:
· Have a separate fund for payroll. If the business is making extra cash, make sure to appropriate a portion of it to the payroll fund. 
· Factor the invoices of the business. You may factor the invoices of the business in a factoring company who can immediately pay the invoice amount. The amount that you receive from the factoring company can then be used to settle your obligations with your contractors, suppliers, and employees. However, remember that once your client finally settles the invoice, you will need to remit the payment to the factoring company and also pay for the factoring fee.
· Assess whether you need to obtain a loan. Assess whether you can obtain a loan agreement from a financial institution that offers a lower interest rate than the rate already agreed upon with a supplier or a contractor. 
· Make use of a time management tool. There is a variety of management tools that you can use when keeping track of due dates. Fortunately, most payroll and accounting software nowadays have a feature that can automatically send a notification whenever a particular payment falls due.
· Communicate with your team to ensure that you will meet the deadlines. If you are working with a team, make sure to monitor how they are doing with certain tasks. For instance, to ensure that payments to employees are not delayed, touch base with the person-in-charge of the payroll records and ask if there are current issues that can cause a delay in the payroll processing. This way, you can address the issue ahead of time and avoid the delay.


Consequences of Delay in Payments
Delay in payments can have the following consequences:
· Delay in payments can negatively affect the credit standing of the business. Maintaining a good credit standing is important in obtaining new loans, especially if obtaining loans from banks.
· The business may encounter legal disputes if a delay in payments will not be avoided. This is especially true because there are legislation and regulations protecting the rights of the suppliers, sub-contractors and employees to receive payments on time.
· Delay in payments increases the total interest payments made to the creditors. Until the business settles its obligations to suppliers and creditors, the business will have to continue paying for interest.
· Delay in payments can negatively affect your relationship with your suppliers, sub-contractors and employees. Your supplier might no longer offer you discounts on your next transactions. Your sub-contractors and employees might no longer be motivated to perform quality work. 
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3.4 [bookmark: _Toc63232629]Monitor Loan and Interest Repayments 
Loan Amortisation Schedule
One way to effectively monitor loan and interest repayments is by preparing a loan amortisation schedule. When preparing a loan amortisation schedule, you must ensure that you have first thoroughly reviewed the loan agreement. In your review of the loan agreement, you must be able to identify:
· The amount of the loan proceeds
· The conditions of the loan
· The corresponding interest payments
· The maturity dates
· Other payments terms
There are a lot of templates of loan amortisations schedule that are accessible for free. You may use these templates when monitoring interest and loan repayments. Just ensure that you modify the template according to the payment terms of the loan agreement and according to the policies and procedures of your organisation.

Importance of Monitoring Loan and Interest Repayments
Monitoring loan and interest repayments are important for the following reasons:
· Monitoring them allows you to ensure that you comply with your obligations with your outside creditors.
· It allows you to avoid possible legal disputes that can be brought by late loan payments.
· It allows you to avoid having a negative credit standing.
· It allows you to ensure that you do not pay more than the amount that is currently due and demandable.


3.5 [bookmark: _Toc63232630]Review Ongoing Business Finances Against Project Budgets 
Reviewing Project Budget Against Cost Reports
By the end of every period, the project budget should be reviewed against relevant cost reports. A cost report is a living document that should be updated regularly to reflect the actual costs incurred by each project for the current period.
The difference between the actual cost and the budget cost is referred to as the cost variance. This also means that the actual cost incurred for the project is not equal to its related budgeted cost. These variances can occur for a variety of reasons, including the following:
· normal spoilages were not taken into account in the estimate for the budgeted cost
· changes in the market price
· changes in delivery costs
· untimely purchase of supplies
· loss of purchase discounts
· changes in taxes and duties
· use of substitute materials
· careless handling of materials
· changes in the basic wage rate
· unplanned overtime payments
· revision of wages due to new rewards entitlement 

Cost Variance Analysis Report
To properly document these cost variances, you must prepare a Cost Variance Analysis Report. You can start by using a template, but make sure that your report follows your organisation’s policies and procedures. There is no standardised format for this type of report, but as a minimum, your report should include the following information:
· the cost items being reviewed
· the amount of actual cost incurred for each item
· the amount of budget cost for each item
· the difference between the actual cost and the budgeted cost (cost variance)
· the analysis for each variance (i.e. determine the cause of the variances)
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	Checkpoint! Let’s review
1. To properly adjust insurance covers, you must know the different insurance requirements of the business.
2. There are different ways on how you can ensure that you settle the payments to employees, sub-contractors, and suppliers on time. One of the most effective ways is to ensure that you manage your funds and that you appropriately apportion excess cash for future payments.
3. One of the best ways to monitor loan and interest repayments is to prepare a loan amortisation schedule.
4. A variance analysis report must be prepared to properly review ongoing business finances against project budgets.
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Tax return is prepared by a tax professional


Tax return is reviewed to verify completeness and accuracy
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An Act relating to competition, fair trading and consumer
protection, and for other purposes

Part I—Preliminary

1 Short title

‘This Act may be cited as the Competition and Consumer Act 2010.

2 Object of this Act

The object of this Act is to enhance the welfare of Australians through the promotion of
competition and fair trading and provision for consumer protection.

24 Application of Act to Commonywealth and Commonywealth authorities

(1) Subject to this section and sections 44AC, 44E and 95D, this Act binds the Crown in
sight of the Commomvealth in so far as the Crown in right of the Commonwealth carries
ona business, either directly or by an authority of the Commomvealth.
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ABC Building Project ‘Completion
Start date
Tasks Construction schedule Date
Oct-21 | Nov-21 | Dec-21 | Jan-22 | Feb-22 | Mar-22 | Apr-22 | May-22 | Jun-22 | Jul-22 | Aug22

Foundation

Conrete and masonry.
Carpentry
Finishing and paint

Structural and steel installation

Cost: $47,350

Progress Payment | 345,574

$17,219

Agreement

5%

$103,672 $86,394

$103,672
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Payment Voucher

Reference No.:

Date:
Method of Payment | Cash 0 Checklist 01
Amount:
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Approved by: Paid By:
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