CAPITAL BUDGETING FOR SMALL BUSINESS

CAPITAL BUDGETING FOR SMALL BUSINESS IS A CRITICAL PROCESS THAT ENABLES ENTREPRENEURS TO MAKE INFORMED DECISIONS
ABOUT LONG-TERM INVESTMENTS. EFFECTIVELY MANAGING THESE SIGNIFICANT EXPENDITURES CAN BE THE DIFFERENCE BETWEEN
STAGNATION AND GROWTH FOR ANY SMALL ENTERPRISE. THIS ARTICLE DELVES DEEP INTO THE INTRICACIES OF CAPITAL
BUDGETING, EXPLORING ITS FUNDAMENTAL PRINCIPLES, VARIOUS EVALUATION METHODS, AND PRACTICAL IMPLEMENTATION
STRATEGIES. UNDERSTANDING HOW TO ALLOCATE FINANCIAL RESOURCES FOR PROJECTS LIKE ACQUIRING NEW EQUIPMENT,
EXPANDING FACILITIES, OR LAUNCHING NEWW PRODUCT LINES IS PARAMOUNT. WE WILL ALSO DISCUSS THE IMPORTANCE OF
CONSIDERING RISK AND RETURN, AND HOW TO NAVIGATE THE CHALLENGES SMALL BUSINESSES OFTEN FACE IN THIS DOMAIN.
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UNDERSTANDING THE IMPORTANCE OF CAPITAL BUDGETING FOR SMALL
BUSINESSES

CAPITAL BUDGETING IS THE STRATEGIC FINANCIAL PLANNING PROCESS THAT SMALL BUSINESSES UNDERTAKE TO EVALUATE AND
SELECT LONG-TERM INVESTMENT PROJECTS OR ASSETS. THESE INVESTMENTS, OFTEN SUBSTANTIAL IN NATURE, ARE CRUCIAL FOR
THE COMPANY'S FUTURE GROWTH, COMPETITIVENESS, AND OVERALL PROFITABILITY. W ITHOUT A STRUCTURED APPROACH TO
CAPITAL BUDGETING, BUSINESSES RISK MAKING ILL-INFORMED DECISIONS THAT COULD TIE UP VALUABLE CAPITAL IN
UNPRODUCTIVE VENTURES OR, CONVERSELY, MISS OUT ON LUCRATIVE OPPORTUNITIES FOR EXPANSION AND IMPROVEMENT.

For A SMALL BUSINESS, THE STAKES ARE PARTICULARLY HIGH. LIMITED FINANCIAL RESOURCES MEAN THAT EACH CAPITAL
EXPENDITURE DECISION MUST BE SCRUTINIZED WITH EXCEPTIONAL CARE. A POORLY CHOSEN INVESTMENT CAN DEPLETE A SMALL
COMPANY'S CASH RESERVES, HINDER ITS ABILITY TO MEET OPERATIONAL NEEDS, AND EVEN LEAD TO INSOLVENCY. CONVERSELY,
WELL-EXECUTED CAPITAL BUDGETING CAN FUEL SIGNIFICANT GROWTH, ENHANCE OPERATIONAL EFFICIENCY, AND PROVIDE A
SUSTAINABLE COMPETITIVE ADVANTAGE IN THE MARKETPLACE. |T'S ABOUT MAKING SMART BETS ON THE FUTURE OF THE
BUSINESS.

THE CORE OBJECTIVE OF CAPITAL BUDGETING IS TO MAXIMIZE SHAREHOLDER WEALTH BY INVESTING IN PROJECTS THAT GENERATE
RETURNS EXCEEDING THEIR COSTS. THIS INVOLVES FORECASTING FUTURE CASH FLOWS, ASSESSING THE RISKS ASSOCIATED WITH
EACH PROJECT, AND COMPARING POTENTIAL INVESTMENTS AGAINST EACH OTHER. IT'S A FORWARD-LOOKING DISCIPLINE THAT
REQUIRES A BLEND OF FINANCIAL ACUMEN, STRATEGIC THINKING, AND A THOROUGH UNDERSTANDING OF THE BUSINESS
ENVIRONMENT.

Key CAPITAL BUDGETING TECHNIQUES FOR SMALL BUSINESSES

SMALL BUSINESSES HAVE A RANGE OF FINANCIAL TOOLS AT THEIR DISPOSAL TO EVALUATE POTENTIAL CAPITAL INVESTMENTS.



EAcH TECHNIQUE OFFERS A DIFFERENT PERSPECTIVE, AND OFTEN, USING A COMBINATION OF THESE METHODS PROVIDES THE MOST
ROBUST ANALYSIS. UNDERSTANDING THESE TECHNIQUES IS FUNDAMENTAL TO MAKING SOUND CAPITAL ALLOCATION DECISIONS
AND ENSURING THE LONG-TERM FINANCIAL HEALTH OF THE ENTERPRISE.

THe PAYBACK PerioD MeTHOD

THE PAYBACK PERIOD IS ONE OF THE SIMPLEST CAPITAL BUDGETING TECHNIQUES. |T CALCULATES THE TIME IT TAKES FOR AN
INVESTMENT TO GENERATE ENOUGH CASH FLOW TO RECOVER ITS INITIAL COST. WHILE STRAIGHTFORWARD, IT HAS LIMITATIONS
AS IT DOESN'T CONSIDER THE TIME VALUE OF MONEY OR CASH FLOWS BEYOND THE PAYBACK PERIOD.

THe DiscounTep PAYBAcCk PerioD METHOD

AN IMPROVEMENT ON THE SIMPLE PAYBACK PERIOD, THE DISCOUNTED PAYBACK PERIOD ACCOUNTS FOR THE TIME VALUE OF
MONEY BY DISCOUNTING FUTURE CASH FLOWS BEFORE CALCULATING THE PAYBACK PERIOD. THIS PROVIDES A MORE REALISTIC
ASSESSMENT OF WHEN AN INVESTMENT'S COSTS WILL BE RECOUPED.

NeT PresenT VALUE (NPV)

NET PreseNT VALUE (NPV) IS CONSIDERED BY MANY FINANCE PROFESSIONALS TO BE THE MOST THEORETICALLY SOUND
CAPITAL BUDGETING TECHNIQUE. |T CALCULATES THE PRESENT VALUE OF ALL EXPECTED FUTURE CASH FLOWS FROM AN
INVESTMENT, MINUS THE INITIAL INVESTMENT COST. A POSITIVE NPV INDICATES THAT THE PROJECT IS EXPECTED TO BE
PROFITABLE AND INCREASE THE VALUE OF THE BUSINESS, WHILE A NEGATIVE NPV SUGGESTS THE PROJECT SHOULD BE REJECTED.

INTERNAL RATE ofF ReETURN (IRR)

THe INTERNAL RATE oF RETURN (IRR) IS THE DISCOUNT RATE AT WHICH THE NPV OF AN INVESTMENT EQUALS ZERO. IN SIMPLER
TERMS, IT REPRESENTS THE EFFECTIVE RATE OF RETURN THAT AN INVESTMENT IS EXPECTED TO GENERATE. PROJECTS WITH AN IRR
HIGHER THAN THE COMPANY'S REQUIRED RATE OF RETURN (OR COST OF CAPITAL) ARE GENERALLY CONSIDERED ACCEPTABLE.

ProrITABILITY INDEX (PI)

THE PROFITABILITY INDEX (PD/ ALSO KNOWN AS THE BENEFIT-COST RATIO, IS CALCULATED BY DIVIDING THE PRESENT VALUE
OF FUTURE CASH FLOWS BY THE INITIAL INVESTMENT. A P| GREATER THAN 1 INDICATES THAT THE PROJECT IS EXPECTED TO
GENERATE VALUE, WHILE A Pl LESS THAN 1 SUGGESTS IT WILL NOT.

THe CAPITAL BUDGETING PROCESS EXPLAINED

IMPLEMENTING A STRUCTURED CAPITAL BUDGETING PROCESS IS VITAL FOR SMALL BUSINESSES. |T PROVIDES A SYSTEMATIC
FRAMEWORK FOR IDENTIFYING, EVALUATING, AND SELECTING INVESTMENT OPPORTUNITIES THAT ALIGN WITH THE COMPANY'S
STRATEGIC OBJECTIVES AND FINANCIAL CAPABILITIES. WITHOUT A CLEAR PROCESS, DECISIONS CAN BECOME HAPHAZARD,
LEADING TO INEFFICIENT RESOURCE ALLOCATION AND MISSED GROWTH POTENTIAL.

IDENTIFICATION OF INVESTMENT OPPORTUNITIES

THE INITIAL STAGE INVOLVES BRAINSTORMING AND IDENTIFYING POTENTIAL CAPITAL INVESTMENT PROJECTS. THESE COULD STEM
FROM VARIOUS SOURCES, INCLUDING OPERATIONAL NEEDS, MARKET OPPORTUNITIES, TECHNOLOGICAL ADVANCEMENTS, OR
STRATEGIC PLANNING INITIATIVES. [T'S CRUCIAL TO ENCOURAGE INPUT FROM ALL RELEVANT DEPARTMENTS WITHIN THE SMALL



BUSINESS.

EVALUATION OF INVESTMENT PROPOSALS

ONCE POTENTIAL PROJECTS ARE IDENTIFIED, THEY MUST BE RIGOROUSLY EVALUATED. THIS INVOLVES FORECASTING THE
EXPECTED CASH INFLOWS AND OUTFLOWS ASSOCIATED WITH EACH PROJECT OVER ITS LIFESPAN. FINANCIAL ANALYSIS, USING
THE TECHNIQUES DISCUSSED EARLIER (NPV, |RR, PAYBACK PERIOD, ETC.), IS PERFORMED TO ASSESS THE FINANCIAL VIABILITY
AND POTENTIAL PROFITABILITY OF EACH PROPOSAL.

SELECTION OF INVESTMENT PROJECTS

BASED ON THE EVALUATION RESULTS, THE MANAGEMENT TEAM SELECTS THE PROJECTS THAT OFFER THE MOST ATTRACTIVE
RISK=ADJUSTED RETURNS AND BEST ALIGN WITH THE COMPANY'S OVERALL STRATEGIC GOALS. FOR SMALL BUSINESSES, THIS
OFTEN INVOLVES PRIORITIZING PROJECTS DUE TO LIMITED CAPITAL AVAILABILITY.

IMPLEMENTATION AND MONITORING

AFTER PROJECT SELECTION, THE CHOSEN INVESTMENTS ARE IMPLEMENTED. THIS INVOLVES ACQUIRING THE NECESSARY ASSETS,
UNDERTAKING CONSTRUCTION, OR INITIATING OTHER REQUIRED ACTIVITIES. CRUCIALLY, ONGOING MONITORING OF THE PRO_JECTIS
PERFORMANCE AGAINST ITS PROJECTED CASH FLOWS AND TIMELINES IS ESSENTIAL TO ENSURE IT REMAINS ON TRACK AND TO MAKE
ANY NECESSARY ADJUSTMENTS.

FAcTORrS INFLUENCING CAPITAL BUDGETING DECISIONS

SEVERAL INTERNAL AND EXTERNAL FACTORS CAN SIGNIFICANTLY INFLUENCE THE CAPITAL BUDGETING DECISIONS MADE BY SMALL
BUSINESSES. A COMPREHENSIVE UNDERSTANDING OF THESE ELEMENTS ALLOWS FOR MORE INFORMED AND STRATEGIC INVESTMENT
CHOICES, ULTIMATELY CONTRIBUTING TO THE BUSINESS'S SUSTAINED SUCCESS AND GROW TH.

CosT oF CAPITAL

THE COST OF CAPITAL, WHICH REPRESENTS THE BLENDED RATE OF RETURN A COMPANY MUST EARN ON ITS INVESTMENTS TO
SATISFY ITS INVESTORS (BOTH DEBT AND EQUITY HOLDERS), IS A FUNDAMENTAL BENCHMARK. PROJECTS MUST BE EXPECTED TO
GENERATE RETURNS HIGHER THAN THIS COST TO BE CONSIDERED WORTHWHILE. FOR SMALL BUSINESSES, DETERMINING AN
ACCURATE COST OF CAPITAL CAN BE CHALLENGING BUT IS ESSENTIAL.

Risk AND UNCERTAINTY

ALL CAPITAL INVESTMENTS CARRY SOME LEVEL OF RISK. SMALL BUSINESSES MUST ASSESS THE UNCERTAINTY ASSOCIATED
WITH PROJECTED CASH FLOWS, POTENTIAL MARKET CHANGES, TECHNOLOGICAL OBSOLESCENCE, AND ECONOMIC DOWNTURNS.
TECHNIQUES LIKE SENSITIVITY ANALYSIS AND SCENARIO PLANNING CAN HELP QUANTIFY AND MANAGE THIS RISK.

STRATEGIC ALIGNMENT

CAPITAL INVESTMENTS SHOULD NOT BE MADE IN ISOLATION. THEY MUST ALIGN WITH THE OVERALL STRATEGIC DIRECTION AND
LONG-TERM VISION OF THE SMALL BUSINESS. FOR EXAMPLE, AN INVESTMENT IN NEW TECHNOLOGY MIGHT BE CRUCIAL FOR A
COMPANY AIMING TO GAIN A COMPETITIVE EDGE IN A RAPIDLY EVOLVING INDUSTRY.



AVAILABILITY OF FUNDS

THE MOST SIGNIFICANT CONSTRAINT FOR MANY SMALL BUSINESSES IS THE AVAILABILITY OF CAPITAL. DECISIONS ARE OFTEN
DICTATED BY THE AMOUNT OF INTERNAL CASH FLOW GENERATED, THE ABILITY TO SECURE EXTERNAL FINANCING (LOANS,
EQUITY)/ AND THE OVERALL FINANCIAL HEALTH OF THE COMPANY. THIS CAN LEAD TO TOUGH PRIORITIZATION CHOICES.

EconoMic AND INDUSTRY CONDITIONS

THE BROADER ECONOMIC CLIMATE AND THE SPECIFIC CONDITIONS WITHIN THE BUSINESS'S INDUSTRY PLAY A CRUCIAL ROLE. A
BOOMING ECONOMY MIGHT ENCOURAGE MORE AGGRESSIVE INVESTMENT, WHILE A RECESSION MIGHT LEAD TO A MORE
CONSERVATIVE APPROACH. UNDERSTANDING INDUSTRY TRENDS AND COMPETITIVE LANDSCAPES IS VITAL.

CoMMON PITFALLS IN SMALL Business CAPITAL BUDGETING

W/HILE CAPITAL BUDGETING IS A POWERFUL TOOL, SMALL BUSINESSES CAN FALL INTO SEVERAL COMMON TRAPS THAT
UNDERMINE ITS EFFECTIVENESS. RECOGNIZING THESE PITFALLS IS THE FIRST STEP TOWARD AVOIDING THEM AND ENSURING MORE
SUCCESSFUL INVESTMENT OUTCOMES.

OvVEerLY OpTIMISTIC CASH FLOW PROJECTIONS

A FREQUENT MISTAKE IS PROJECTING FUTURE CASH FLOWS THAT ARE UNREALISTICALLY OPTIMISTIC. THIS CAN BE DRIVEN BY A
DESIRE TO MAKE A PROJECT APPEAR MORE ATTRACTIVE. IT'S CRUCIAL TO GROUND PROJECTIONS IN HISTORICAL DATA, REALISTIC
MARKET RESEARCH, AND CONSERVATIVE ASSUMPTIONS.

IGNORING THE TIME VALUE OF MONEY

USING SIMPLE PAYBACK PERIODS WITHOUT CONSIDERING THE TIME VALUE OF MONEY CAN LEAD TO POOR DECISIONS. MONEY
TODAY IS WORTH MORE THAN MONEY IN THE FUTURE DUE TO ITS EARNING POTENTIAL. TECHNIQUES THAT INCORPORATE
DISCOUNTING ARE THEREFORE SUPERIOR.

LAck oF PosT-IMPLEMENTATION REVIEW

MANY SMALL BUSINESSES FOCUS HEAVILY ON THE EVALUATION AND SELECTION STAGES BUT NEGLECT TO MONITOR THE
PERFORMANCE OF IMPLEMENTED PROJECTS. A POST-IMPLEMENTATION REVIEW IS ESSENTIAL TO ASSESS WHETHER THE PROJECT IS
MEETING EXPECTATIONS AND TO LEARN FROM ANY DEVIATIONS.

INSUFFICIENT RISK ASSESSMENT

UNDERESTIMATING OR FAILING TO ADEQUATELY ASSESS THE RISKS ASSOCIATED WITH A CAPITAL PROJECT CAN LEAD TO
SIGNIFICANT FINANCIAL LOSSES. A THOROUGH RISK ANALYSIS SHOULD BE AN INTEGRAL PART OF THE EVALUATION PROCESS.

Poor DATA QUALITY

THE ACCURACY OF CAPITAL BUDGETING DECISIONS IS ONLY AS GOOD AS THE DATA USED. |F THE UNDERLYING FINANCIAL DATA,
MARKET RESEARCH, OR COST ESTIMATES ARE FLAWED, THE RESULTING ANALYSIS WILL BE UNRELIABLE.



BesT PrACTICES FOR EFFeCTIVE CAPITAL BUDGETING

T O MAXIMIZE THE BENEFITS OF CAPITAL BUDGETING AND MITIGATE COMMON RISKS, SMALL BUSINESSES SHOULD ADOPT SEVERAL
BEST PRACTICES. THESE PRACTICES ENSURE THAT INVESTMENT DECISIONS ARE STRATEGIC, FINANCIALLY SOUND, AND ALIGNED
WITH THE COMPANY'S LONG-TERM OBJECTIVES.

o DeveLop A CLEAR INVESTMENT POLICY: ESTABLISH GUIDELINES FOR THE TYPES OF INVESTMENTS CONSIDERED,
ACCEPTABLE RISK LEVELS, AND THE DECISION-MAKING AUTHORITY.

¢ UTiLize MULTIPLE EVALUATION METHODS: DON'T RELY ON A SINGLE METRIC. COMBINE NPV, IRR, AND PAYBACK PERIOD
TO GET A WELL-ROUNDED VIEW OF A PROJECT'S VIABILITY.

o INCORPORATE RISk MANAGEMENT: CONDUCT THOROUGH SENSITIVITY ANALYSES AND SCENARIO PLANNING TO
UNDERSTAND THE POTENTIAL IMPACT OF UNCERTAINTIES ON PROJECT OUTCOMES.

® PeRFORM REGULAR POST-INVESTMENT REVIEWS: TRACK PROJECT PERFORMANCE AGAINST PROJECTIONS AND
INVESTIGATE SIGNIFICANT VARIANCES TO IDENTIFY SUCCESSES AND FAILURES FOR FUTURE LEARNING.

o Seek ExPERT ADVICE WHEN NEEDED: FOR COMPLEX INVESTMENTS OR IF INTERNAL EXPERTISE IS LIMITED, CONSIDER
CONSULTING WITH FINANCIAL ADVISORS OR ACCOUNTANTS.

¢ MAINTAIN REALISTIC PROJECTIONS: BASE FINANCIAL FORECASTS ON SOLID MARKET RESEARCH, HISTORICAL DATA, AND
CONSERVATIVE ASSUMPTIONS. AVOID OVERLY OPTIMISTIC ESTIMATES.

o ALIGN INVESTMENTS WITH STRATEGIC GOALS: ENSURE THAT ALL CAPITAL EXPENDITURES DIRECTLY SUPPORT THE
OVERARCHING MISSION AND STRATEGIC DIRECTION OF THE SMALL BUSINESS.

e EsTABLISH A CLEAR APPROVAL PROCESS: DEFINE WHO HAS THE AUTHORITY TO APPROVE CAPITAL EXPENDITURES AT
DIFFERENT MONETARY LEVELS TO ENSURE ACCOUNTABILITY.

THe RoLE oF TeECHNoLOGY IN CAPITAL BUDGETING

MODERN ACCOUNTING SOFTWARE AND FINANCIAL MODELING TOOLS CAN SIGNIFICANTLY ENHANCE THE EFFICIENCY AND ACCURACY
OF CAPITAL BUDGETING FOR SMALL BUSINESSES. THESE TECHNOLOGIES CAN AUTOMATE CALCULATIONS, FACILITATE SCENARIO
MODELING, AND IMPROVE DATA MANAGEMENT, ALLOWING FOR MORE SOPHISTICATED ANALYSIS AND QUICKER DECISION-MAKING.
LEVERAGING THESE TOOLS CAN LEVEL THE PLAYING FIELD FOR SMALLER ENTERPRISES.

CONTINUOUS IMPROVEMENT

CAPITAL BUDGETING IS NOT A STATIC PROCESS. SMALL BUSINESSES SHOULD CONTINUOUSLY REVIEW AND REFINE THEIR CAPITAL
BUDGETING PROCEDURES BASED ON LESSONS LEARNED FROM PAST INVESTMENTS AND EVOLVING MARKET CONDITIONS. THIS
ITERATIVE APPROACH ENSURES THAT THE PROCESS REMAINS EFFECTIVE AND RELEVANT OVER TIME.

FAQ

Q: \WHAT IS THE PRIMARY GOAL OF CAPITAL BUDGETING FOR A SMALL BUSINESS?

A: THE PRIMARY GOAL OF CAPITAL BUDGETING FOR A SMALL BUSINESS IS TO IDENTIFY AND SELECT LONG-TERM INVESTMENT
PROJECTS THAT ARE EXPECTED TO GENERATE THE HIGHEST POSSIBLE RISK-ADJUSTED RETURNS, THEREBY MAXIMIZING THE OVERALL
VALUE AND PROFITABILITY OF THE BUSINESS.



Q: WHy 15 THe NeT PresenT VALUE (NPV) METHOD OFTEN PREFERRED FOR CAPITAL
BUDGETING IN SMALL BUSINESSES?

A: THE NPV METHOD IS OFTEN PREFERRED BECAUSE IT ACCOUNTS FOR THE TIME VALUE OF MONEY, CONSIDERS ALL CASH FLOWS
OVER THE PROJECTIS LIFE, AND DIRECTLY MEASURES THE EXPECTED INCREASE IN THE VALUE OF THE BUSINESS. THIS MAKES IT A
COMPREHENSIVE INDICATOR OF A PROJECT,S POTENTIAL PROFITABILITY.

QZ WHAT ARE SOME COMMON SOURCES OF FUNDING FOR CAPITAL BUDGETING PROJECTS
IN SMALL BUSINESSES?

A: COMMON SOURCES INCLUDE RETAINED EARNINGS (PROFITS REINVESTED BACK INTO THE BUSINESS), BANK LOANS, LINES OF
CREDIT, SMALL BUSINESS ADMINISTRATION (SBA) LOANS, AND, FOR SOME BUSINESSES, INVESTMENT FROM ANGEL INVESTORS OR
VENTURE CAPITALISTS.

QI How CAN A SMALL BUSINESS WITH LIMITED FINANCIAL RESOURCES EFFECTIVELY
PRIORITIZE CAPITAL BUDGETING PROJECTS?

A: PRIORITIZATION CAN BE ACHIEVED BY RIGOROUSLY APPLYING FINANCIAL EVALUATION METHODS LIKE NPV anD IRR,
CONSIDERING THE STRATEGIC IMPORTANCE OF EACH PROJECT, ASSESSING ITS RISK LEVEL, AND ENSURING IT ALIGNS WITH THE
COMPANY'S AVAILABLE FUNDING AND OVERALL BUSINESS OBJECTIVES.

Q: WHAT IS THE SIGNIFICANCE OF THE “COST OF CAPITAL” IN SMALL BUSINESS
CAPITAL BUDGETING?

A: THE COST OF CAPITAL IS CRUCIAL BECAUSE IT SERVES AS THE MINIMUM ACCEPTABLE RATE OF RETURN FOR ANY INVESTMENT.
PROJECTS MUST GENERATE RETURNS EXCEEDING THIS RATE TO BE CONSIDERED FINANCIALLY VIABLE AND ADD VALUE TO THE
BUSINESS.

QZ How CAN A SMALL BUSINESS MANAGE THE RISK ASSOCIATED WITH CAPITAL
BUDGETING DECISIONS?

A: RISk CAN BE MANAGED BY CONDUCTING THOROUGH MARKET RESEARCH, PERFORMING SENSITIVITY ANALYSES AND SCENARIO
PLANNING, DIVERSIFYING INVESTMENTS WHERE POSSIBLE, AND SETTING APPROPRIATE CONTINGENCY PLANS.

Q: IS IT NECESSARY FOR VERY SMALL BUSINESSES OR STARTUPS TO ENGAGE IN FORMAL
CAPITAL BUDGETING?

A: WHILE STARTUPS MAY HAVE SIMPLER CAPITAL NEEDS, EVEN SMALL BUSINESSES SHOULD ADOPT A STRUCTURED APPROACH
TO EVALUATING SIGNIFICANT EXPENDITURES. FORMALIZING THE PROCESS, EVEN IN A SIMPLIFIED MANNER, HELPS AVOID COSTLY
MISTAKES AND LAYS THE FOUNDATION FOR FUTURE GROW TH.

QI WHAT IS THE PAYBACK PERIOD , AND WHAT ARE ITS LIMITATIONS IN CAPITAL
BUDGETING FOR SMALL BUSINESSES?

A: THE PAYBACK PERIOD IS THE TIME REQUIRED FOR AN INVESTMENT’S CASH INFLOWS TO EQUAL ITS INITIAL COST. ITS MAIN
LIMITATIONS ARE THAT IT IGNORES THE TIME VALUE OF MONEY AND DOES NOT CONSIDER CASH FLOWS BEYOND THE PAYBACK
PERIOD, POTENTIALLY LEADING TO THE SELECTION OF LESS PROFITABLE PROJECTS.
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