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Chapter preview

This chapter looks at the contribution that can be made to effective long-term 
decision making by the use of capital budgeting techniques and contrasts the 
effectiveness of discounting and non-discounting techniques in this regard. The 
taxation implications of capital investment are reviewed, as are the benefi ts that can 
be derived from the post-completion audits of capital projects.

 

The background to capital budgeting

The (normally assumed) principal fi nancial objective of management in the private 
sector is the maximisation of the overall value of the company. In practical terms this 
equates to the maximisation, over time, of dividend payments to shareholders. The 
more successful the company is in generating cash infl ows, the greater the productive 
investments that it can undertake. This, in turn, should lead to the prospect of 
increased dividend payments in the future and a rise in share price.

Investment appraisal is equally important in the public sector, even though some 
commentators have argued that private sector approaches are inappropriate as the 
majority of public sector investments do not produce commercially sold outputs. 
This view is quite wrong. Outputs can sometimes be valued, even when they are not 
sold commercially. Investment appraisals where such values are regarded as very 
important (such as the siting of an airport/hospital or the routing of a bypass) are 
called cost-benefi t analysis (CBA). Even if outputs cannot be satisfactorily valued, 
investment appraisal can still show the cheapest way of providing a given level 
of output; this is called cost-effectiveness analysis (CEA).


