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ABSTRACT

Capital investment is a fundamental corporate activity that has long term strategic
- implications on any business organisation. Capital investment decisions are
important decisions to be made by a company and are instrumental in the
shaping of the company’s future. A company must therefore make good capital

investment decisions.

This study examines the actual capital budgeting practices of an electric utility
company i.e. Tenaga Nasional Berhad (TNB) and compares them to practices
presented by financial theory. The approach of the investigation is through an
examination of four recently evaluated projects from the various divisions of the
organisation. Findings from the report were supplemented by interviews with

relevant personnel from the organisation.

The study revealed that some of the advocated capital budgeting tools are
currently in use. However, these tools are not being employed universally
throughout the organisation and there is a lack of standardisation in the use of
these capital budgeting tools. Further improvement and standardisation in the.

utilisation of more sophisticated techniques are desired.

—ii-



TABLE OF CONTENTS

ACKNOWLEDGEMENTS. ....c.ooiiiiiieeeeeeeeeeeeeeeeeeeeeeeeeeeeeeeeee i
ABSTRACT ...t i
TABLE OF CONTENTS......ooiiitiiiiteeeeeeeeeee e e iii
LIST OF TABLES.........oooiiiiieeeeeee e v
LIST OF FIGURES........oootiitieeetieeeeeeeeeeee e e oot vi
1.0 INTRODUCGTION. ..ottt 1
1.1 Objectives of StUdY..........eeeeeeeeeeeeeeeeeeeeeeeeeeeeeeeee 2
1.2 Signifance of StUAY........ooueeeeeeeeeeeeeeeeeeeeeeeeeeeeeeeeeeen 3
1.3 Organisation of INVestigation...........ccceeeveeeevvveereeseneeesnnns 4
2.0  LITERATURE REVIEW ...........outteeeeeeeeeeeeeeeeeeeeeeeeeeeeeeesessesnnes 6
2.1 INtrOAUCHION et 6
2.2 Capital Budgeting by Utilities ........cceeevveeeeeeeeereeresennnne 7
2.3  Capital Budgeting Practices:
A N the US. A oo 10
B. In the United Kingdom...........ccoveeveeueveveereesreneenennnn, 17
CLIN JAPAN.cccc e aes 19
D. In Malaysia.......c.ccceeevieeeieiiieeeeeeeeeee e eee e e e e 20
2.4 SUMMANY...ciiiiiiiiireeceieeetee e eeeeeeeeeeeeeeeesneeessnee s 21
3.0 TENAGA NASIONAL BERHAD...........cooeeeeeeeeeeeeeeeeeeeeeeeseseenns 22
0 I (41 (e o [V (T DO SRR RRRR 22
3.2 Historical Perspective..........c.uueeeeeeeeeeeeeeeeeeeeeeeeeeeenn, 22
3.3 Regulatory FramewWork.........c..eeeeeeeeeveeeeeeeeeeeeeeeeeeeseesonn 24
3.4  TNB’s System of Operation........cccoueeeeeeeeeeeeeieeeeeeeeeessins 27
4.5 TNB’s Corporate StruCtUre.............ceeeeeeeeeereeeeeeereeeessnnenns 30
-iii-



4.0 METHODOLOGY......uuutiiiiieeeeeeeeeeeeeeteeeeeeeee e e e e eeeeeaeaaeseeesnnnns
4.1 INErOAUCHION ...t e e e e e
4.2 ThE PrOCESS.ccveieiieeieecitee et e et eeeeeee e
4.3 Methodology FIow Chart...........ccoovveiieeeeeecccceeeeeeeeeeeenns
5.0 RESULTS OF STUDY. ...ttt
5.1 A. Capital Budgeting in the Generation SBU.........................
B. PROJECT 1: Pergau Hydro Electric Project........................
5.2 A. Capital Budgeting in the Transmission SBU......................
B. PROJECT 2: Transmission System Development for
Kulim Hi-Tech & 132kV Transmission line
from Prai-Kota Star.........cccccvveeeeeeeeeeeccnnnneee.
5.3  A. Capital Budgeting in the Distribution SBU........................
B. PROJECT 3: Project to Supply Electricity to a
Housing Scheme in Taman Indah Muhibbah,
SEHAWAN. ...uuviiieeieiiieeeerrrree e e erra e e e e e eanns
5.4  A. Capital Budgeting in the Corporate Services Division.......
B. PROJECT 4: Implementation of a Proposed Highrise
Office Building on Lot P.T. 335,
Section 41, Kuala Lumpur...........ccovvvveennnnnen..
6.0 SUMMARY AND CONCLUSIONS........outvireeeeiieeriererrrneiceeereennnnes
LT B 141 (oo [Tt (o] s TR
6.2  Summary of Capital Budgeting Practices in TNB...................
6.3  Rationale and Reasons for Differences in Practices...............
6.4  Proposals and Suggestions for Future Improvement..............
6.5 Limitations and Proposals for Further Research.....................
6.6 CONCIUSION....cciitiiiiiiiiecceee et eara e e e sanneeaees
BIBLIOGRAPHY ...ttt eeeaannae e e e e e e e s e
-iv-



Table 2-1

Table 2-2

Table 2-3

Table 5-1

Table 5-2

Table 5-3

LIST OF TABLES

=
)

Past Surveys of Capital Budgeting
Practices -

Percentage of respondents using
each technique

Capital Investment Evaluation
Methods in 100 Large UK Firms

Capital Investment Evaluation
Methods in 100 Large UK Firms
- (Frequency of Use in 1992)

Summary of NPV'’s for Pergau
with various Installed Capacities

Details and Cost Summary
for Four Options for
Transmission SBU Project

Results of Economic and
Financial Analyses for
the Four Options for
Transmission SBU Project

11

18

19

46

55

56



Figure

Figure 3-2

Figure 3-3

Figure 3-4

Figure 4-1

Figure 5-1

Figure 5-2

Figure 5-3

Figure 5-4

LIST OF FIGURES

Title

Tenaga Nasional Berhad’s Major Power Stations
and Installed Capacity

Tenaga Nasional Berhad’s National Grid System
TNB’s Corporate Structure

Methodology Flow Chart

Flow Chart on the Process of Implementing
a Generation SBU Project

Flow Chart on the Process of Implementing
a Transmission SBU Project

Flow Chart on the Process of Implementing
a Distribution SBU Project

Flow Chart on the Process of Implementing a
Corporate Services Division Project

-vi-

31

38

40

49

59

67



