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Capital Budgeting Techniques
 	Capital budgeting techniques are procedures a company uses to determine whether a project that has been proposed can be approved or rejected. For instance, a company would use capital budgeting technique to examine a proposed investment in a computer system or a production line. There are several budgeting techniques which include the following two.
Payback period
This is a technique best used to determine a project that is profitable. This technique of capital budgeting is arrived at by dividing the first investment by the annual cash flows. It is done by calculating the number of years required to retrieve the amount of investment done. Paybacks that are shorter are more preferred than the paybacks that are extended, hence beneficial to the organization (Sarwary,2019).
Profitability index
[bookmark: _GoBack]This is a capital budgeting technique used to categorize projects on the basis of their profitability. It is arrived at by dividing the present value of all the cash flows by the initial investment. Companies prefer projects with high profitability index(Sarwary,2019).A company benefits from this technique since there are high chances of increasing profits.
There are other capital budgeting techniques besides payback period and profitability index, which include Net Present Value and Internal Rate of Return. These techniques are both used to determine whether an investment should be taken or not. Internal Rate of Return is used together with Net Present Value to determine whether a project is profitable.
The capital budgeting techniques are similar in the essence that they both contribute to the growth of an organization. The techniques help us determine investments that are profitable to an organization.
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