EXERCISE 5

We want to apply for a tender process for the construction of a new hospital in Swansea. We
have already made our first approach to this project and distributed the cost in 18 months as we
consider this is the time we need for completion. We want to see our financial results as our bank
offers 11% interest rate. The rest of information is as follows:

Estimated cost of works: £8.6 million
Duration: 18 months

Profit: 9%

Retention: 5%

Payments: 1 month after valuation

Month Cost (£)
1 50,000

2 130,000
3 350,000
4 500,000
5 850,000
6 700,000
7 320,000
8 650,000
9 700,000
10 900,000
11 800,000
12 800,000
13 700,000
14 500,000
15 350,000
16 200,000
17 50,000

18 50,000

1. Draw a cash-flow diagram and study the locked-up capital.
2. Calculate our final profit with this works and decide whether it is a good decision to apply
for this tender or not (we are looking for at least £600,000 profit).



