
THE PROPOSED METHODOLOGY FOR CAPITAL BUDGETING GIVEN BY

VENERUS AES CASE STUDY

If Venerus and AES implement the suggested methodology, the projects Does this make sense as a way to do capital
budgeting? Average Cost of Capital ( WACC) using the new proposed methodology. Secondly, in this case we would
need to calculate the business risk using the information given in Exhibit 7a.

As shown in exhibit 6, debt was denominated in USD for the subsidiaries, while they were bringing in
revenues in foreign currencies. Finally we calculate the WACC. His most recent work has examined issues of
dynamic capital structure, impact of macroeconomic factors on corporate decisions and defaults, as well as
zero-leverage behaviour and financial distress. The levered beta has been calculated first of all, which is
calculated to be 0. The Pakistan risk premium is calculated to be 1. A typical capital budgeting process is
focused around following basic principles: 1 Decisions are based on The parent companies also lost cash flows
when depreciation occurred since the money made by subsidiaries was worth substantially less, after
devaluations of foreign currencies. Why are DIP loans granted seniority to firms pre-petition obligations? One
of these effective methods is the calculation of the net present value or NPV. How can that be? Question 1
Explain and comment on the capital budgeting method used historically by AES. The authentication is done
with a secret code. After this, we have used the WACC formula provided in the case to compute the cost of
capital for this project without the business specific risk. What should Cray recommend for Diageo's gearing
when it becomes a pure beverage alcohol business? If you implemented the methodology suggested by
Venerus, what would be the range of discount rates one would use around the world? Agency Cost d. What
information would you collect and what analyses would you conduct in order to determine the appropriate
level of gearing? What is the role of the automatic stay, which prevents creditors from pursuing their claims to
defaulted borrower's assets outside of bankruptcy court? To achieve this goal, you need to have a view on 1
the impact of foreign exchange FX rates on the return and risk of international investments, and 2 the impact
of having Complexity c. Why is it an attractive target? Early research shows that methods such as payback
model was more widely used which is basically just determining the length of time required for the Your boss,
the chief financial officer CFO , has just handed you the estimated cash flows for two proposed projects. I am
trying to replicate an exam experience as much as possible so I will not be answering You will be asked cold
call questions during classes. The market risk premium is 8 percent Decision making process of selecting and
evaluating longterm investments.


