EXERCISE 1

The construction of a commercial centre has the following economic conditions:

Estimated cost of works: £10 million
Duration: 12 months

Profit: 10%

Retention: 5%

Payments: 1 month after valuation

Month Cost

1 250,000

2 650,000

3 700,000

4 850,000

5 1,300,000
6 2,700,000
7 1,500,000
8 900,000

9 500,000
10 300,000
11 250,000
12 100,000

1. Draw a cash-flow diagram and study the locked-up capital.
2. What happens if the contractors cannot afford this capital and has to borrow it at 7%
rate?



