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Definitions

CAPEX (Capital Expenditures)

 Capital Expenditures (CAPEX) refers to a company's spending on physical assets that will be used 
for longer than one year. These investments are made to improve, maintain, or expand a 
company's operations. CAPEX examples include purchasing property, buildings, machinery, 
equipment, or investing in infrastructure. These expenditures are recorded on the balance sheet 
as assets and are depreciated over their useful life.

As opposed to OPEX (Operating Expenditures)

 Operating Expenditures (OPEX) are the ongoing costs a company incurs to maintain its day-to-
day operations. These expenses are typically recurring and necessary for the business to function. 
OPEX examples include employee salaries, rent, utilities, marketing, advertising, and general 
administrative costs. Unlike CAPEX, OPEX is expensed immediately on the income statement, 
reducing the company's net income for the period



Features 

ExampleDescriptionFeature

Buying new machinery for a 
manufacturing plant.

CAPEX involves the purchase of 
assets that will be used for more 
than one year.

Long-Term Asset

Building a new distribution 
center to expand market 
reach.

CAPEX is aimed at improving 
future operations or increasing 
revenue.

Future Benefits

Purchasing a new fleet of 
delivery trucks.

CAPEX expenses are recorded 
as assets on the balance sheet 
and depreciated over time.

Capitalized on Balance Sheet

Investing in new software that 
will benefit the company for 
several years.

CAPEX allows for depreciation 
deductions, spreading the tax 
burden over multiple years.

Tax Implications

Building a new research and 
development facility to 
innovate new products.

CAPEX decisions are often 
strategic and require careful 
planning and analysis.

Strategic Investment



Challenges

DescriptionChallenge

CAPEX projects often involve multiple stakeholders, lengthy approval cycles, and intricate 
procurement procedures, leading to delays and inefficiencies.

Complex Procurement 
Processes

The acquisition of specialized equipment or construction materials can take significant time, 
impacting project timelines and overall costs.Long Lead Times

Unforeseen expenses, changes in project scope, or supplier price increases can contribute to 
significant cost overruns.Cost Overruns

Selecting reliable and reputable suppliers is crucial, as supplier performance can directly impact 
project success.

Supplier Risk Management

CAPEX contracts are often complex and require careful negotiation to protect the organization's 
interests.

Contract Negotiation 
Complexity

Adhering to local, national, and international regulations can be challenging, especially for cross-
border projects.Regulatory Compliance

Implementing new equipment or systems can require significant organizational change, which can 
be disruptive and time-consuming.

Change Management

Fluctuations in exchange rates, commodity prices, and interest rates can impact the overall cost 
and feasibility of CAPEX projects.Economic Uncertainty



Features of  Capex

DescriptionFeature

Involves purchasing assets with a lifespan of more than one year.Long-term Investment

Directly linked to the organization's long-term strategic goals.Strategic Alignment

Requires substantial capital expenditure.Significant Financial Commitment

Often involves multiple stakeholders and lengthy approval cycles.Complex Procurement Processes

Requires careful consideration of potential risks, such as supplier performance, 
economic fluctuations, and technological obsolescence.

Risk Management

Focuses on the entire lifecycle costs, including acquisition, operation, and disposal.Total Cost of Ownership (TCO) Analysis

Building strong relationships with suppliers is crucial for long-term success.Supplier Relationship Management

Involves detailed contract terms, including pricing, payment terms, performance 
metrics, and dispute resolution.Contract Negotiation

Adherence to local, national, and international regulations is essential.Regulatory Compliance

Implementing new assets often requires significant organizational change.Change Management



Tasks involved in Capex Purchases

DescriptionTask
Pre-Procurement

Identifying specific requirements and specifications.Needs Assessment

Securing necessary funds from finance.Budget Approval

Researching and evaluating potential suppliers.Supplier Identification and Qualification

Sending out RFIs to gather information from potential suppliers.RFI

Creating and issuing RFPs to qualified suppliers.RFP

Procurement Process

Evaluating proposals and selecting the best supplier.Supplier Selection

Drafting and negotiating contracts.Contract Negotiation
Creating and issuing purchase orders.Purchase Order Creation

Monitoring order status and resolving issues.Order Tracking and Expediting

Post-Procurement

Verifying invoices and processing payments.Invoice Verification and Payment

Evaluating supplier performance and taking corrective action.Supplier Performance Management

Assessing the success of the CAPEX purchase.Post-Implementation Review


