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KATA2 ALUAN DARI NAIB CHANSELOR

Saya uchapkan tahniah kepada sidang pengarang yang berjaya mengeluarkan
majallah *“BUSINESSCOPE”. Perniagaan adalah satu kegiatan yang banyak pengaroh
dalam masharakat kita dihari ini. Saudara perlu mempunyai saluran2 dimana fikiran
dan komen2 ahli dapat dikemukakan kepada masharakat umum dan majallah adalah

satu saluran yang terpenting untuk tujuan ini.

Saya yakin dengan pengeluaran BUSINESSCOPE ini maka dapatlah masharakat

umum mengetahui kegiatan dan pendapat2 ahli pengarang.

Dengan ini saya uchapkan selamat majujaya dan berharap majallah
“BUSINESSCOPE™ akan terus maju dengan pesatnya.

( PrRorESsorR UNGKU A. AZIZ)
Naib-Chanselor.




HOW TO EVALUATE CAPITAL INVESTMENTS?

by

GURUPRASAD MURTHY*

Objective of Business

EVERY BUSINESS has as its first dimen-
sion an economic dimension. Manage-
ment decisions should therefore aim
at economic performance which implies
not only maximisation of profits today but
also for the future. It implies the maxi-
misation of the present value of future
benefits. It means planning today for
future success. And future success
depends on the wisdom with which invest-
ment decisions are made. Tnvestment
decisions are defined as those acts of
management which result in the commit-
ment of resources, made in the hope of
realising benefits that are expected to
occur over a reasonably long future
period of time. The problem is one of
evaluating the profitability of new invest-
ments to accomplish the intended purpose
of planning for future success.

The modus operandi of the investment
evaluation process has ranged from highly
subjective-intuitive-judgment based ap-
proaches to objective quantified approach-
es. Any evaluation of the future requires
a modicum of subjective elements-judge-
ment, intuition, and conjecture. Where
formerly intuition used to be translated
into decisions. today they are required
to be developed in to precise quantitative
explicit estimates of benefits (duration and
timing) and costs. These explicit esti-
mates are transformed into indices that

indicate the profitability of the invest-
ment proposals.  The acceptability of
investment  proposals prima facie is
determined by assaying the profitability
indicates against the cutoff point i.e. the
fundamental standard of financial per-
formance. Ultimately varying measures
of intuition. judgment and experience
influence the final decision. Formerly
subjective judgement exclusively deter-
mined the future of business. Today
objectivity greatly influence all business
decisions.

Preamblie
It is the purpose of this paper, with
the aid of the data in Exhibit One, to

a) offer a comprehensive review of the
indices used to assess and rank in-
vestment proposals,

b) provide a comparative study of the
indices and attempt to identify and
resolve to the possible extent the
causes of conflict in rankings of
investment proposals,

e) develop out of the above conflict
an understanding as to which group
of indices gives a best measure of
investment profitability and where
necessary which particular index
within a group is perferable to the
other/s and the reasons thereof.

* T acknowledge with thanks the assistance offered by my student, Mr. Sanjay Choudhuri in the preparation of the

Exhibits presented in this paper.
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