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CAPITAL BUDGETING PROCESS
1.    Six steps that Organizations use to Issue Bonds
Introduction
A business needs financial resources for expansion, and in most cases to pay for the daily operations involved. Organizations gain money through several ways including earning revenue from sale of goods and services, by means of raising capital from the shareholder or, at worst, through borrowing. Organizations or corporations sell bonds to the public as a way of raising funds. Organizations usually consider other parties to sell the bonds for them. 
These steps may include;
I.    Considering internal Financing 
Internal Financing is cheaper compared to external fundraising. Here one conducts an evaluation of the company’s overall financial records to uncover areas where the organization can save money or redirect funds (Kalyebara & Islam, 2014). Some of the regions to look into while diversifying include subsidiaries, executive perks, capital expenditure, and recruitment expenses.
II.    External fundraising option
If there is the need for external funding, then the loan may be acquired or sell stocks. Credit may be charged at a higher rate than the bond. Bonds are not supposed to be issued by organizations with the huge amount of debt.
III.    Consider private placement
Private investment also called non-public offering involves the selling of unregistered bonds to investors. This type of bond has cheaper costs of issuance due to it's smaller regulatory and marketing costs. Private placements are preferable for smaller organizations since the process of issuing is simpler with its minimum size requirements lower.
IV.    Calculate the cost of issuing the bonds
  The organization needs to ensure it is in a place to make expenditures on bonds and this will require a timetable of possible bond disbursements and forthcoming expenses along with earnings of the organization (Bierman & Smidt, 2012). Starting up organizations doesn’t need bonds since their capital is still low.
V.    Decide on the terms for the bond
The basic terms of bonds may include; Bonds issued within a particular time frame and duration payment period depending on individual’s financial need, the interest rate on the bond being determined by the estimated risk based on organization’s risk profile and price on the bond determined by the market analysis (Kalyebara & Islam, 2014).
VI.    The investment banking companies trade the bonds to potential investors at a public auction and they include an offering price, later the trustee provides the net proceeds.
2.    Primary purpose for lending as an alternate solution to traditional equity and debt financing
Leasing is the amount accredited for a particular good in altercation for lease charges and right of proprietorship at the end of the agreement. Leasing involves one person using another person’s equipment (Kalyebara & Islam, 2014). In this contract, the lessee (user) pays some amount to the secondary (owner). The primary purpose of leasing is that both parties benefit since the lessee makes income by using the equipment while the lesser is being paid by the lessee to use the material unlike in traditional equity which involves sale of an ownership interest to raise funds for the business while debt financing is revenue borrowed by a business by selling bonds, bills or notes to institutional investors.
3.    The two primary types of leases
· Capital lease
The capital lease is a contract of business equipment representing ownership and is reproduced on the corporation’s balance sheet. A capital lease is viewed as a purchase by the person leasing and also considered as a loan by the person offering the contract. This type of leases is preferable for long-term contracts and gives the lessee the benefit of ownership hence considered assets and also considered as the debts of the lessee.
· Operating lease
Operating lease, also called service contract is used for short-term purposes, which keep on changing due to external factors such as technology and advanced technology. The lessee uses the property but ends up not enjoying the benefits of ownership.
4.    Terms involved during Short-term borrowing and Long-term financing
[bookmark: _GoBack]Short-term bankrolling involves raising funds to be remunerated within a year or less. It is a fast and flexible way to obtain funds though the company may depend so much on this short-term borrowing (Klammer, Ansari & Bell, 2000). The high rates of interest and banking fees may also affect the profit margin of the company. On the other hand, long-term financing involves liabilities repayable in more than one year. It often takes the form of loan in investing and personal finance payable in more than one year as it is usually needed for expansion of the organization or individual.
5.    Primary sources of equity financing for not-for-profit healthcare organizations
External partners guarantee that there is adequate value bankrolling for non-revenue driven healthcare association consequently for a stake and if the group succeeds they share the prizes (Klammer, Ansari and Ringer, 2000). Value financing does not need to be reimbursed either does it need security. Value fund is additionally raised by associations just with the lawful structure to raise share capital, group interest capital constrained by shares or mechanical and provident society (Klammer, Ansari and Chime, 2000). Social enterprise coalition additionally has materials concentrating on non-stipend account.
6.    Process of Capital Budgeting
Capital accounting is the process of ascertaining and assessing fiscal projects of the corporation. Capital projects are the once where by the cash flows are expected by the business over longer time periods that exceed one year.
· Identify potential opportunities
Projects to be investigated further and those that are not sensible need to be named to avoid costs in the long-term.
· Evaluate opportunities
After classifying the potential opportunities, it is essential to consider those that are realistic at present and others for a later time.
· Cash flow
Decide how much the flow of finances would implement the given project and how much the project will bring in.
· Select projects
Choose the right project that will work for your company immediately and in line with the company’s set goals.
· Implementation
After deciding on the project implement it and review the finances as you oversee to ensure the project is done correctly.
7.    The three discounted cash flow methods
Discounted cash flow is a technique used to value a company by means of approximating the overall value of imminent cash flow and discounting them to find the current value of that money. This evaluates the potential for investments.
 The methods include;
I.    Compounding
Compounding estimates the final and future value of a specified amount that has been invested in present times for a given period. The figure is increased by the amount of interest it would earn over the period.
II.    Discounting
Cash flows are discounted by making the different comparison of flows which must be converted to present day.
III.    Cost of capital
The rate of interest is required. The cost of capital is determined by Net Present Value, calculating discount factors and the Internal Rate of Return.
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