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MAKING FINANCIAL DECISIONS 

 

Financial management involves :- 
 

 Looking after the shareholders’ interests  
 

Trying to increase the value of the company by 

making the best use of the company’s assets 
 

 In all business areas monitoring performance to 

improve company profitability 



PAYING DIVIDEND TO SHAREHOLDERS 

 

The company's was originally funded from a share issue, and shareholders expect a return on their investment, in the 

form of a dividend, related to how well the company is performing. 

 

Any dividend paid  comes out of the cash account, and reduces the value of the business. 

 

The dividend paid to shareholders is one of the key factors that affects the company share price :- 
 

  Insufficient dividend will disappoint the shareholders and have a negative affect on the share price 

  Sufficient dividend will keep the shareholders 'content', with no change in the share price 

  Ample dividend will make the shareholders happy, and have a positive affect on the share price 

 

The affect on share price is determined by the % of the company's current equity value that is paid as a dividend. 

 

The current equity value is the number of shares in circulation multiplied by the current share price. 

Overview Of Decision Making 



Overview Of Decision Making 

THE CAPITAL BASE 

 

The capital base is the company’s investment in infrastructure (plant, equipment, buildings etc), and determines the 

level of work that the company can have in progress at any point in time, which limits the value of work that can be 

won on the Procurement Screen. 

 

Any changes to the capital base affect the cash account.  

 

The capital base can be :- 
  

 INCREASED, reducing cash reserves, in order to support further growth, and to secure more new work on the 

Procurement Screen. There are limitations on the increase possible each period, which can vary by period. 
 

DECREASED, increasing cash reserves, which may be desirable if money is needed for other things, or if the 

capital base is not being fully utilised. There are limitations on the % of the capital base that can be sold off each 

period, which can vary by period. 
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INVESTMENTS 

 

The core business of the company is procuring and progressing contracts, and if done successfully the company will report a 

healthy operating profit, and increase the company’s value. However, there are alternative ways of increasing the value of the 

company, such as by investing in other concerns, which may or may not be construction-related. 

 

There are two ways of increasing the company’s value through investments :- 
 

 INVESTMENT RETURNS, depending upon how well the investment is performing. 
 

 INVESTMENT BENEFITS, that can reduce reduce costs on jobs in progress, namely build or risk costs. 
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MAKING OVERHEAD DECISIONS 

 

Overheads are the non-contract based support services required to 

enable the company to identify, procure and and progress work.  

 

They consist of :- 

  4 key departments; Marketing, Head Office, QHSE and Measurement 

  Non-departmental overheads, such as idle labour and idle project 

managers 

 

The Overhead Manager is responsible for :- 
 

 Setting appropriate staffing levels for each department 

 Directing marketing effort into the 5 market sectors 

 

The non-departmental overheads are the responsibility of others, and 

are related to jobs in progress. 
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MARKETING 

 

The Marketing Department are on the ladder to winning and progressing contracts. 

 

Each period the marketing staff identify new construction jobs in the global market, known as prequalification, which the 

company may then decide to try and win through the procurement process. 

 

All jobs belong to one of 5 market sectors: Industrial, Building and Commercial, Transport, Energy, Water and Sewage. 

 

The value and number of jobs that the company can prequalify for in any period is governed by a number of factors :- 

The size of the Marketing Department (number of company staff) 

The size of the global market (value and number of jobs available) 

Where the marketing effort is directed (5 potential sectors of work) 
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HEAD OFFICE, QHSE AND MEASUREMENT DEPARTMENTS 

 

The staff in these departments perform tasks related to the company’s jobs in progress :-  
 

Head Office staff deal with buying, accounting and IT issues 

QHSE staff deal with quality, health & safety and environmental issues 

Measurement staff (quantity surveyors) ensure that money is recovered from the client 

 

The task of the Overhead Manager is to ensure that the level of staff in each department each period is able to manage the 

company’s jobs in progress without any deterioration in the performance of the jobs. 

 

As the company does more work, or turnover, so the staffing levels in the Head Office, QHSE and Measurement departments 

will need to be increased to cope with the additional workload. 
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MAKING PROCUREMENT DECISIONS 

 

Each period the company is offered a number of jobs for which a bid is invited.  

 

The jobs were identified by the marketing department in the previous period depending upon the sectors into which the 

marketing effort was directed. 

 

There are two types of jobs that can be bid for :- 
 

Build Only, where the client has already had the design produced, and the contractor is only responsible for the build 

Design and Build, where the contractor has responsibility for both the design and the build 

 

In both cases it is assumed that the estimators have produced an accurate assessment of the costs to be incurred in 

completing the job, along with planned labour levels for each period of the planned duration of the job. 
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BIDDING FOR A JOB 

 

A number of  elements make up a bid. 

 

ESTIMATED COSTS 

The estimated design, build and site costs, which cannot be 

altered. 

 

DESIGN CONSULTANT 

Allocating an appropriate design consultant for Design and 

Build (DB) jobs. 

 

ONCOSTS 

Additional costs added to a bid to cover the contract costs over 

and above the design, build and site costs, and includes :- 
 

Project manager allowance 

Contingency for risk  

 

MARK UP 

The margin, or mark up, is the profit  to be made on the job. 

 

The competition for each job comes from a number of known, 

and unknown, rival companies. Each one has their own unique 

profile and bidding history, and a careful assessment of them is 

required to determine the margin to be added. 
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MAKING JOB PROGRESSION DECISIONS 

 

Progressing a job awarded to the company involves :- 
 

Allocating an appropriate project manager to oversee the job 

Allocating labour to progress the job through to completion 
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PROJECT MANAGERS 

 

Project managers are concerned with the overall planning and co-ordination of a project from inception to completion aimed at 

meeting the client's requirements and ensuring completion on time, within cost and to the required quality standards.  

 

A project manager with well-matched experience for a particular type of job will handle available resources more efficiently, whilst 

a project manager with inappropriate experience will impair contract efficiency. 

 

There are a number of project managers that can be recruited with differing levels of expertise in each market sector, as defined 

by the career profile.  

 

Project managers that are employed by the company are either :- 

 In the Idle Project Manager Pool awaiting allocation to a job 

Allocated to an ongoing job 
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LABOUR 

 

It is vital to ensure the workforce (labour) on the sites is sufficient to progress jobs in line with the company's strategy for job 

completion.  

 

A  well-managed job will be one that either completes either early or on time, and not late. 

 

There are two types of labour that can be employed on a job :- 

The company's own labour 

Subcontract labour 

 

Planned labour levels each period were assessed during the estimating stage in order to complete the contracts on time, and 

they can be used as guidelines in setting the labour levels.  


