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EXAMPLE 4.2 Selecting the Planning Horizon with One-Shot Investments

As a second illustration of the planning horizon selection process, consider the two
cash flow diagrams given in Figure 4.5. The two alternatives arc one-shot investments.
‘We are unable to predict what investment altematives will be available in the foture,
but we do anticipate that recovered capital can be reinvested and eam a 15 percent

rewm.
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FIGURE 45
(CFDs for Example 4.2.

For this type of situation, 6-year planning horizon is suggested, with zero cash flows
occurring in years 5 and 6 with Alternative 1. At the end of 6 years, the net future worths for

the two alternatives will be









