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2) John R. Canada & John A. White, Capital Investment Decision Analysis for Management and
Engineering (Englewood Cliffs, N.J.: Prentice Hall Inc., 1980), p.268.
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3) MmN, ARMBTER(AE: NBEER, 1986), p172.

4) Harold Bierman, Jr. & Seymour Simdt, The Capital Budgeting Decision, (New York: Macmillan
Publishing Company, 1984), pp.146~150.
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5) MR, RMEIHP(4E @A, 1986), pl2s
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6) Eugene F. Brigham, Financial Management(Chicago: Holt Rinehart and Sounders College Pub-
lishing, 1986), p-441.

7) , Fundementals of Financial Management(Hinssdale, Illinois:The Dryden
Press, 1983), p.333.

8) K. Larry Hastie, “One Businessman's View of Capital Budgeting”, Financial Management,
Winter, 1974, pp.68~77. :
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9) Eugene F. Brigham, Financial Management, (Chicago:Holt, Rinehart- and Winston Saunders
College Publishing, 1986), p.445.
10) Ibid, p.44s.
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35l #Bkoh alck f¥e] B TAA TRES REY o o] Ao] ko2 dojrt 5+ ¢
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ek

2. MnuAER
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11) Harold Bierman, Jr. and Seymour Smidt, op. at, p.215.
12) 44 wAENNES] 39 4 Edwin H Neave and John C. Wiginton, Financial Management,
(Englewood Cliffs, N.J.:Prentice-Hall, Inc., 1981), pp.82~92.
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13) John R. Canada and John A, White, aop. >c1't., p-330.
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Summary

A Study on the Capital Budgeting under Risk
and Uncertainty

Lee, Tae-joo*

The purpose of this study is to analyse the risk and uncertainty involved in the capital
budgeting which is executed in long periods and requires massive capital expenditure.
Under risk and uncertainty conditions, the estimates in the capital budgeting are random
variables rather than known constants. '

Two approaches have emerged in performing economic analysis that explicitly incorpo-
rate risk and uncertainty conditions in the analysis. One approach is to develop a descrip-
tive model which describes the economic performance of an individual investment alterna-
tive. But no recomendation would be forthcoming from the model. Rather, the decision-
maker would be furnished descriptive information concerning each alternative; the final
choice among the alternatives would required a separate action. The second approach is to
develop a normative model which includes an objective function to be maximized or
minimized. The output from the model prescribes the course of action to be taken.

Owing to the fact that the normative approach considers the fitness of criteria for
decision-making its reasonableness looks better. But it is almost imposible that we correct-
ly and easily derive the individuals’ utility function. So within we recognize the limits of
the descriptive methods, it is more practicle to analyse the investment alternatives by

sensitivity analysis.

* Full-time Instructor, Dept. of Business Management, Dong-A University.




