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The Capital Budgeting
Decision Process
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Capital Expenditure Motives?
Capital Budgeting Process?

1. Proposal Generation
2. Review and Analysis
3. Decision Making

4. Implementation
5. Follow-Up



Basic Terminology!
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Indepedent Vs Mutually Exclusive

Unlimited Funds Vs Capital Rationing

Accept Reject Vs Ranking Approach

Conventional Vs NonConventional Cash Flow Patterns

Annuity Vs Mixed Stream Cash Flows




TIMELINE FOR MAJOR CASH FLOW COMPONENTS

Operating
Cash inflows

TABLE 6.2
EXPANSION AND REPLACEMENT CASH FLOWS -

amsion t

Relevant Cash Flows
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International Capital Budgeting and Long
Term Investments

Perbedaan dengan domestic capital budgeting:
(1) arus kas masuk dan keluar terjadi dalam mata uang asing, (2) investasi asing
memiliki resiko politik.

Terdapat:
(1) Exchange Rate Risk
(2) Political Risk
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TABLE 6.3 s
CAPITAL EXPENDITURT DATA FOR
DELTA COMPANY

Project B
Inirial [mvestment

TABLE 6.4
THE CALCULATION OF NPVS FOR DELTA COMPANY'S CAPITAL
EXPLNDITURE ALTERNATIVES
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y FIGURE 6.2
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TABLE 6.5
REINVESTMENT RATE COMPARISONS FOR A PROJECT

MNumber ol
¥ears Esrning
Imterest (r) re Value Futare Value
=il FVIF, E 1) x (6
[£1] “ £1] i)
L]
1100
o 1000
Fature value ai end of year
NPV @ 10% = 518887
IRR = 15%

TABLE 6t N
PROJECT CASH FLOWS AFTER REINYESTMENT

e L] 1 16887
i 1138




ANALYSLS OF DELTA COMF/
CERTAINTY

Required Rate of Return (%)

FIGURE 6.3

REJECTION
UIRR yoyect < Korgiecss NPV < 30)



