Chapter 24: Project Cash Flow (FPM2ed p.304)
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The following questions have been designed to test your knowledge of the chapter and prompt discussion. Please note that each question could have one or more correct answers.

24.1: Which one of the following relates to the Project Cash Flow? (FPM2ed p.304)

a. Project cash flow relates to the project’s profit and loss account.

b. Project cash flow relates to the project’s financial return on investment.

c. Project cash flow relates to the project’s cash flow statement that integrates the project’s cash flow and schedule.

d. Project cash flow relates to the depreciation of the project’s equipment over the duration of the project.

24.1 Answer: C is correct. The project cash flow summates the project’s income and expenses and presents it as a monthly table or graph plotted against the project’s timeline. A is incorrect as the profit and loss account does not relate to the project’s cash flow. B is incorrect as the project cash flow is not related to the project’s return on investment. D is incorrect as depreciation is not a flow of cash. Company assets should not appear on a project cash flow statement as they do not represent a movement of cash. Although appreciation and depreciation might represent a flow of value, they do not represent a physical inflow or outflow of cash. 

24.2: Which three of the following relate to the Benefits of using the Project Cash Flow statement? (FPM2ed p.304)

a. The project cash flow statement shows the money flowing through the project’s accounts.

b. The project cash flow statement gives an early warning of negative cash flow that needs to be financed.

c. The forecast rate of invoicing (FRI) shows the project’s income flow.

d. The project cash flow statement shows the depreciation of the project.

24.2 Answer: A, B and C are correct. D is incorrect.
24.3: Which one of the following Cash Flows relates to the Project Manager? 
a. The project manager’s cash flow is based on project finance (investment and return). 

b. The project manager’s cash flow is based on the project’s progress payments and expenses.

c. The project manager’s cash flow is based on the country’s economic cycle.

d. The project manager’s cash flow is based on the company’s economic cycle.

24.3 Answer: B is correct. A, C and D are incorrect. The project sponsor and project manager have different objectives. The project sponsor’s cash flow objectives are derived from the business case and the project manager’s cash flow objectives are derived from the project charter and project plan. 
24.4: Which one of the following relates to Incurred Costs? (FPM2ed p.306)
a. Incurred costs calculate the cost-to-complete.
b. Incurred costs configure the build-method.
c. Incurred costs do not consider the cash flow timing.

d. Incurred costs consider the cash flow timing.

24.4 Answer: C is correct as incurred costs are based on liability not cash flow. For example, if the procurement orders a component the project is liable to pay for the component and, therefore, it is an incurred cost. A, B and D are incorrect.

24.5: Which three of the following relate to Project Cash Flow Timing? (FPM2ed p.308)
a. The work force is usually paid monthly.

b. The payment for the procurement of outside materials and components is usually between one and three months after delivery.

c. The depreciation of the project team’s equipment is usually quantified as a month or yearly cash flow.

d. The income is usually calculated from monthly project progress payments.

24.5 Answer: A, B and D are correct. Project accounts are usually collated at the end of the month. This certainly applies to the in-house resources. Contractors will probably be given one month’s credit and procurement could be longer. On the income side this will be either progress payments or stage payments. C is incorrect as depreciation is not a flow of cash. Company assets should not appear on a project cash flow statement as they do not represent a movement of cash. Although appreciation and depreciation might represent a flow of value they do not represent a physical inflow or outflow of cash. 
24.6: Which two of the following explain why maintaining a positive Project Cash Flow is important?

a. A positive cash flow indicates that the project budget has sufficient funds to pay for the project’s expenses.

b. A positive cash flow indicates that the project does not need to borrow any money.

c. A positive cash flow indicates that the project will make a positive return on investment.

d. A positive cash flow indicates that the project will come in under budget.

24.6 Answer: A and B are correct. A positive cash flow indicates that, at timenow, the project’s account has sufficient funds to pay for the labour, procurement and the contractors without the need to borrow. C is incorrect as the cash flow is not related to the company’s return on investment. D is incorrect as the cash flow is not related to the project’s budget.
24.7: Which three of the following correctly outline the actions the Project Manager should take to address Negative Cash Flow?
a. Delay expenditure payments.

b. Arrange longer credit period. 

c. Look into ways of starting activities earlier.

d. Bring forward income progress claims.

24.7 Answer: A, B and D are correct. The project cash flow statement should forecast the possibility of any periods of negative cash flow. A, B and D are the three classic actions project managers can use to address negative cash flow, the premise being that the project will eventually be completed within budget. C is incorrect as starting activities earlier is likely to increase the negative cash flow. However, this needs to be qualified as there might be activities where the income from the client is received before the expenses associated with the cost of making the work packages are due to be paid. 

24.8: Which two of the following relate to the Cost S Curve? (FPM2ed p.312)

a. The project’s cost S curve starts from zero to the total cost at the end of the project.

b. The project’s cost S curve is developed from an integration of cost and time.

c. The project’s cost S curve follows the Z curve.

d. The project’s cost S curve is also known as the S bend.

24.8 Answer: A and B are correct. When the project’s costs are plotted against time the graph usually forms the classic S curve. This is an important graph because it is used in the earned value calculation. C is incorrect as there is no such thing as a Z curve. D is incorrect as the S bend is usually associated with a household appliance.

24.9: You are managing two projects. Project A is over budget while Project B is under budget. Which two of the following actions should the Project Manager perform?

a. Transfer funds from Project B that is under budget to Project A that is over budget.

b. Leave the two projects budgets as they are and manage each one separately.

c. Audit both projects.

d. Crash project A to reduce the project’s costs.

23.9 Answer: B and C are correct. The two projects should be managed separately as, by definition, they are unique. Conducting a project audit might identify why one is successful and the other not so. A is incorrect because if the budgets are fudged then the company will not learn any lessons and the closeout report will be compromised. D is incorrect as crashing the project is likely to increase the project’s costs.
24.10: Which three of the following relate to Project Life Cycle Costing?

a. To show when the project manager will be paid.

b. To enable the project sponsor to see the accumulated income and expenses over the life of the project.
c. To enable the project sponsor to trade off the cost of the design and construction with the cost of maintenance, upgrading, expansion and disposal over the life of the facility.
d. To enable the project sponsor to see the breakeven point and the payback period.

24.10 Answer: B, C and D are correct. Looking at income and expenses over the life of a project gives a more realistic picture and essential feedback for strategic planning. A is incorrect as the project manager’s salary is unrelated to project life cycle costing.
