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Time Value of Money
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Categories of Capital Expenditure

Replacement

Replacement: cost reduction.

Expansion of existing products or markets.
Expansion into new products or markets.
Safety and/or environmental projects.
Other projects.
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Mergers.



Cost Iceberg

Operation

Service & maintenance

Environmental impact

Decommisioning




Capital Budgeting Process

Proposal Generation
Review and Analysis
Decision Making
Implementation
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Follow-Up



Capital Budget Approaches

* Independent and Mutually Exclusive Projects
* Unlimited Funds VS Capital Rationing
* Accept-Reject VS Ranking Approach



Criteria for Deciding to Accept or Reject
Projects

* Regular Payback

* Discounted Payback

* Net Present Value (NPV)

* Internal Rate of Return (IRR)

* Modified Internal Rate of Return (MIRR)



Multiple IRR
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NPV Profile
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