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ABSTRACT 
 

The automotive industry in Indonesia, especially motorcycles, grows every year. This creates a bright future for 

Indonesia's motorcycle sector in particular. Established in 2000, QRS Company is a business engaged in the motorcycle 

spare parts industry in Tasikmalaya. After seeing the rapid growth of motorcycle users in Indonesia and the significant 

increase of their revenue, QRS Company wants to expand their business by creating a new branch. Feasibility study is 

a study that is conducted to assess whether the project is profitable or not. This research begins by conducting 

projections from financial statements to estimate the QRS Company financial condition in the future. This research was 

made using capital budgeting analysis. This study aims to assess the financial feasibility and also the risk in capital 

budgeting by using sensitivity analysis and simulation analysis. Expansion project carried out by QRS Company can 

be categorized as feasible. The calculation shows that the NPV of the project is positive valued. The payback period of 

the QRS Company expansion project is faster than the maximum return period of 5 years. The IRR is smaller than the 

WACC. In addition, the risk analysis shows that the expansion project of QRS Company has a low risk. 

Keywords : Motorcycle Spare Parts; Capital Budgeting Analysis; Risk in Capital Budgeting. 

 

1. INTRODUCTION  
According to data from The World Bank, Indonesia is the 4th most populous country in the world with over 273 million 

people by the end of 2021. This makes a promising growth for every business in Indonesia, one of them is the 

automotive industry. The automotive industry in Indonesia grows every year. This is part of the positive impact of the 

growth in the number of Indonesia's middle class over the past decade. For the car market in Indonesia, from data from 

the Association of Indonesian Automotive Industries (Gaikindo), Indonesia has produced more than 1.4 million cars in 

2022. The growth in car production has increased quite high, from 2009 to 2019 it experienced an increase of more 

than 270%. As for the motorcycle market, data from the Association of Indonesia Motorcycle Industry (AISI) in 2023, 

Indonesia has produced more than 5.22 million units of motorcycles in 2022. This number increased by 3.24% 

compared to the previous year which amounted to around 5.06 million units. The number of motorized vehicles in 

Indonesia surpassed 148 million units in 2022, based on data from Statistics Indonesian (BPS). In 2022, the number of 

vehicles increased by 6,216,033 units or an increase of 4.4% to 148,212,865 units from 2021 of 141,996,832 units. The 

number of passenger cars reached 17,175,632 units or 11.6% of total vehicles in Indonesia by 2022. This number is 

increasing from 2021 of 16,413,522 units. Motorcycles are the most common vehicles in Indonesia. In fact, the number 

continues to grow every year. Until 2022, the number of motorcycles in Indonesia reached 125,267,349 units. In 2021, 

the number of motorcycles was recorded at 120,045,878 units.  

The suppliers of the parts required to make the motorcycle are directly impacted by the rise in vehicle production in 

Indonesia, which will also result in a rise in production of the necessary parts. Certain parts, such as oil, oil filters, spark 

plugs, and others, are required not only for the production of new vehicles but also for periodic maintenance or routine 

servicing of the vehicle. As a result, this sector is highly promising and has a bright future. On the other hand, this 

bright future threatens established firms and boosts rivalry in the market. So, there are numerous options available to 

end users or motorcycle owners for their spare components. 

QRS Company is a business engaged in the spare parts industry. Currently, QRS Company is located in Tasikmalaya 

and does not have any branch. This main business has made a profit. Because of this, QRS Company wants to expand 

its business by opening a new branch. The main product offered by QRS Company is motorcycle spare parts.  

QRS Company wants to take advantage of the opportunity found in Ciamis by expanding its business in Ciamis and 

will open in early 2024. To make the branch, QRS Company prepared an initial investment of IDR 750,000,000 for 

rent and buying equipment that supports business activities. All costs that will be incurred will be borne 100% by the 

owner of the business.  

 

 

The 4th International Conference On Economics , Business and Information Technology              

June 10,  2023  pp. 219-233 



   

 

 220 

2. LITERATURE REVIEW 
The purpose of the company is to maximize the value of the company. The company's competitive advantages and how 

well it has the prospect can be used to determine the value of the business. Companies with strong values have a greater 

opportunity to dominate the market (Koller et al., 2020). 

2.1 Feasibility Study 
A feasibility study refers to an analysis that takes every relevant factor of a project into account (legal, economic, 

technical, and scheduling considerations) to determine the possibility of completing the project successfully (Gordon, 

2022). Financial feasibility describes whether or not your project is fiscally viable. An evaluation of the project's costs 

and benefits is part of a financial feasibility report. It also identifies any financial risks and projects an estimated return 

on investment (ROI). The goal at the end of the financial feasibility study is to understand the economic benefits the 

project will drive and a recommendation to the company whether the company needs to take this project or not (Peterson 

& Fabozzi, 2004). The financial section of this study covers the scope of investment, including net working capital, 

production, and marketing costs, sales revenue and return on investment (Hawranek, 1995).  

2.2 Capital Budgeting 
Capital budgeting is the method of estimating the financial viability of a capital investment over the life of the 

investment (Wright, 2013). Capital budgeting is used to evaluate productive asset investments made by companies. 

Companies make investments in factories, real estate, and machinery, among other productive assets. These assets are 

expected to support and provide benefits to the company in the long run (Zutter & Gitman, 2012). 

Capital budgeting is a method for projecting productive asset investments that will be carried out by the company. 

There are several factors that must be considered when using the capital budgeting method, future cash flow, degree of 

uncertainty (Peterson & Fabozzi, 2004).  

2.2.1 Net Present Value (NPV) 
Net present value (NPV) is the difference between the present value of cash inflows and the present value of cash 

outflows over a period of time. NPV is used in capital budgeting and investment planning to analyze the profitability 

of a projected investment or project (Zutter & Gitman, 2012). The calculation of NPV is the outcome of selecting the 

appropriate discount rate to determine the current value of a stream of future payments. In real life, it's a way to figure 

out your return on investment (ROI) for a project or expense. Looking at all of the money you anticipate making from 

the investment and converting those returns to today's money will allow the decision-maker to determine whether the 

project is worthwhile. In general, projects with a positive NPV are worth undertaking while those with a negative NPV 

are not. 

2.2.2 Initial Rate of Return (IRR) 
The internal rate of return (IRR) is a metric used in financial analysis to estimate the profitability of potential 

investments. IRR is a discount rate that makes the net present value (NPV)  of all cash flows equal to zero in a 

discounted cash flow analysis (Peterson & Fabozzi, 2004). The same formula is used for NPV calculations and IRR 

calculations. Keep in mind that IRR does not equal the project's actual financial value. The annual return is what brings 

the NPV to a negative value. 

2.2.3 Payback Period 
The payback period is a method for calculating the time needed by cash inflows from the project’s operation to have 

the same amount equal to initial cash flow expenditure (Weetman, 2006). The payback period is crucial since people 

and businesses invest money primarily to be reimbursed. The payback period helps in determining how long it will take 

to recover the initial expenditures of an investment. This statistic can be useful before making any decisions, particularly 

if the investor needs to evaluate a potential investment rapidly. Everyone may benefit from knowing the payback period, 

which can be calculated by dividing the initial investment by the typical cash flows.  In principle, an investment 

becomes more appealing and desirable the shorter its return period is.  

2.3 Cash Flow 
Cash flow refers to the net balance of cash moving into and out of a business at a specific point in time.  A corporation 

with positive cash flow has more money coming in than going out. Positive cash flow is a sign that a company's liquid 

assets are growing, allowing it to meet commitments, reinvest in its operations, distribute profits to shareholders, cover 

costs, and act as a safety net against upcoming financial difficulties. A corporation with negative cash flow has more 

money leaving than entering it. Cash outflows are caused by investment-related costs. Strong financial flexibility 

enables businesses to benefit from profitable investments. They also perform better during recessions since they don't 

incur the price of financial distress 

2.3.1 Initial Investment 
The relevant cash outflow for a purpose project at time zero (Zutter & Gitman, 2012). Initial investment used to finance 

investment from the beginning and happen in zero year. The initial investment of the project includes installation cost 

for new asset, construction, proceeds (if exist) from the old asset and tax (if exist).  

2.3.2 Discounted Cash Flow 
Discounted cash flow (DCF) refers to a valuation method that estimates the value of an investment using its expected 

future cash flows. DCF analysis attempts to determine the value of an investment today, based on projections of how 

much money that investment will generate in the future. It may help those who are trying to decide whether to purchase 



   

 

 221 

securities or a firm. Business owners and managers can use discounted cash flow analysis to help them make decisions 

about operational and capital budgets. Discounted Cash Flow also considers risk and cut-off rates (Wachowicz & Van 

Horne, 2008). 

2.4 Weighted Average Cost of Capital (WACC) 
Weighted average cost of capital (WACC) represents a firm’s average after-tax cost of capital from all sources, 

including common stock, preferred stock, bonds, and other forms of debt. WACC expresses the return that both 

bondholders and shareholders require in order to provide the company with capital, making it a frequent method for 

calculating necessary rate of return (RRR). WACC of a company generally speaking required return for the whole firm 

(Zutter & Gitman, 2012). A firm’s WACC is likely to be higher if its stock is relatively volatile or if its debt is seen as 

risky because investors will require greater returns.  

2.4.1 Cost of Equity 
The cost of equity measures the rate of return that investors require before investing in a business (Damodaran, 2010). 

In other terms, the cost of equity is the rate of return needed by a business to determine if an investment meets capital 

return standards. Firms often use it as a capital budgeting threshold for the required rate of return. A firm’s cost of 

equity represents the compensation that the market demands in exchange for owning the asset and bearing the risk of 

ownership. The conventional formula for the cost of equity is the dividend capitalization model and the capital asset 

pricing model (CAPM). The required rate of return on a certain project or investment is determined by the cost of equity 

from the viewpoint of a corporation. 

2.4.2 Cost of Debt 
The cost of debt is assessed by several factors such as paid to bondholders, interest rate, or yields (Block et al., 2019). 

The cost of debt is the effective interest rate that a company pays on its debts, such as bonds and loans. The cost of debt 

may be expressed as either the before-tax cost of debt, which is the amount owed by the business before taxes, or the 

after-tax cost of debt. The fact that interest expenses are tax deductible accounts for the majority of the difference 

between the cost of debt before and after taxes. The cost of debt measure is helpful in understanding the overall rate 

being paid by a company to use these types of debt financing. Due to the fact that riskier businesses typically have 

higher loan costs, the metric can also provide investors with a sense of how risky the company is in comparison to 

others. 

2.5 Liquidation Value 
Liquidation value is the total worth of a company's physical assets if it were to go out of business and its assets sold 

(Damodaran, 2010). The assets of a corporation, such as its real estate, furniture, equipment, and inventory, influence 

its liquidation value. The liquidation value of a corporation does not include intangible assets. Intangibles like a 

company's intellectual property, goodwill, and brand recognition are not included in the liquidation value. However, if 

a company is sold rather than liquidated, both the liquidation value and intangible assets determine the company's 

going-concern value. To decide whether a company's stock is currently a smart investment, value investors compare a 

company's market capitalization to its going-concern value. 

2.6 Capital Budgeting Risk Assessment 
2.6.1 Sensitivity Analysis 
Sensitivity analysis determines how different values of an independent variable affect a particular dependent variable 

under a given set of assumptions. Sensitivity analysis is a financial model that determines how target variables are 

affected based on changes in other variables known as input variables. It is a technique for forecasting a decision's 

outcome given a set of relevant factors. An analyst can determine how changes in one variable affect the result by 

generating a specific set of variables. When performing a sensitivity analysis, both the target and input, or independent 

and dependent variables, are thoroughly examined. The analyst looks at how the variables change as well as how the 

input variable affects the target. Numerous aspects, including economic conditions, customer preferences, taxes, and 

other potential factors, must be taken into account in the sensitivity analysis. In this case, managers must consider how 

sensitive they are to these assumptions (Zutter & Gitman, 2012).
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3. RESEARCH METHODOLOGY 

3.1 Research Framework 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

Figure 1. Research Framework 

 

 

3.2 Data Collection 
Thomas Pyzdek (2009) proposed the use of Project Charter and Pareto Chart Analysis to identify the problem statement, 

Both primary and secondary sources of data were used to collect the information for this study.  To develop assumptions 

regarding the projection of income statements and balance sheets, primary data is used. To assess the internal state of 

the business, QRS Company's owners provided this main data during interviews. The primary data consist of the cost 

of investment, sales forecast, expenditures, operating and maintenance costs, and the economic assumptions such as 

exchange currency rate and inflation. The secondary data is used to become a company benchmark and mostly about 
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the academic theory of feasibility study. This secondary data was acquired from literature research that is pertinent to 

the feasibility study's theoretical foundations.   

4. RESULT/FINDING  

4.1 Financinng Requirement  
 

Table 1. Financing Requirement 

Financing Requirement (in rupiah) 

Buying house 2.300.000.000 

Computer 20.000.000 

Iron Rack 20.000.000 

CCTV 3.000.000 

Office Supplies 3.600.000 

Table & Chair 15.000.000 

Mobile Phone 3.500.000 

Wood Rack 10.000.000 

Inventory – Oil 125.000.000 

Inventory – Tire 125.000.000 

Inventory – Spare Parts 150.000.000 

Total  2,775,100,000.00 

 

4.2 Stage 1 – Constructing Pro Forma Financial Statement 
4.2.1 Determine the Assumption in Pro Forma Financial Statement  
In making a pro forma financial statement, an assumption is needed. To make this research more accurate, the researcher 

uses the owner’s assumption. The assumption are as follows:  

 
Table 2. Yearly Assumption for Income Statement 

Account  Amount Assumption 

Ratio % 

Total Sales  Historical 

Growth 

12% The increase in total sales is based on historical information 

from QRS Company 

Total Payment to Supplier Historical 

Growth 

12% The increase in total sales is based on historical information 

from QRS Company 

Operational Expense 
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Salaries 

Minimum 

Salaries 

Growth in 

Tasikmalaya 

City 

7.42% Minimum salaries growth is the factor that affect the most 

of employee salaries 

Office Supplies 

Inflation rate 2.89% Office supplies are fixed costs that must be issued by the 

company each year. Inflation is the factor that affects office 

supplies the most.  

Maintenance 

Inflation rate 2.89% Maintenance cost allocated to repair/repaint the properties 

that were allocated by the company each year. This cost 

will be influenced by inflation.  

Electricity 

Inflation rate 2.89% Electricity tariffs are fixed costs that must be paid by the 

company. In this study, tariffs are projected to increase 

using the inflation rate of water and electricity.  

Telecommunication 
Inflation rate 2.89% Telephone usage is used for calling customers and 

suppliers. This cost increases following the inflation rate. 

Transportation 

Inflation rate 2.89% Transportation tariffs are fixed costs that must be paid by 

the company. In this study, tariffs are projected to increase 

using the inflation rate of fuel.  

Rent Expense  

Land and Warehouse 

- - There is no increase in rental fee because the land and 

warehouse owned by the owner 

Depreciation 

Assume to be 

zero 

-  

Interest Expense 

- - There is no interest expense because the company does not 

have long term debt 

Tax 

 10% Based on the result of the interviews with the company 

owners. This increase includes the payment of tax 

consultant service.  

 
Table 3. Yearly Assumption for Balance Sheet 

Account  Amount Assumption 

Ratio % 

Assets 

Current Assets 

Cash Cash is the sum of excess cash and required cash. The 

increase in cash is based on historical information from 

QRS Company 
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Required Cash Historical data 30% The percentage of required cash is based on the owner level 

of confidence to provide the cash needed for company 

business activities. Based on the historical data, the 

required cash increased 30% per year.  

Excess Cash  - - Excess cash obtained from cash is reduced by the required 

cash.  

Account Receivable 

- - Since QRS Company only receives direct payments for 

each product sold, the amount of account receivable at the 

end of each month will be zero.  

Inventory 

Historical 

Growth 

3.5% Inventory consists of products that are not sold yet. Based 

on the historical growth, the inventory will increase 3.5% 

per year.  

Office Supplies 

Historical 

Growth 

7% Office supplies consist of stationary and bill notes. Office 

supplies will be purchased every month. Based on the 

historical growth,  the office supplies will increase 7% per 

year.  

Payment in Advance - -  

Fixed Assets 

Iron Rack 
Assume to be 

zero 

- Fixed assets are obtained from reducing the initial value in 

a monthly depreciation expense. The value of the 

depreciation expense will depend on the initial value of the 

assets.  
Mobile phone 

Table 

Wood Rack 

Liability and Equity  

Short term Liabilities 

Account Payable 

Historical data 70% 

from 

inventor

y 

The account is payable containing the QRS Company’s 

debt to the supplier. The account payable at the end of the 

year will only contain debt in the 12th month which will be 

diluted at the beginning of the new month. The owners 

assume that the account payable is 70% from the total 

inventories.   

Tax Payable  

 10% Tax payable is a tax debt collected by the company but has 

not been deposited to the government. Based on the 

interview with the owner, he assumes that the tax payable 

will grow 10% per year.  

Long term Liabilities 

Long term Liabilities 

  Since QRS Company uses 100% equity from company 

owners, QRS Company does not have long-term debt.  
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Equity 

Retained Earnings 

- - Retained earnings are profits earned by the company and 

then reinvested for the purpose of the business growth.  

Owner’s Equity 

- - Owner equity shows the investment value that must be 

prepared by the company to meet the needs of the 

company.  

 

4.2.2 Yearly Pro Forma Income Statement and Balance Sheet  
The monthly assumptions from the income statement and balance sheet are used to create the yearly pro forma income 

statement and balance sheet. Following that, the data is created utilizing the presumptions about the factors influencing 

each account. 

4.2.3 Free Cash Flow to the Firm (FCFF)  
Data from the income statement and balance sheet can be used to calculate the firm's free cash flow.  The firm's free 

cash flow will be calculated from the initial year to the 5th year. 

4.2.4 Cost of Capital using WACC 

4.2.4.1  Cost of Debt 
QRS Company does not have debt because of QRS Company chooses to fund 100% of its business using capital owned 

by the owner.  

4.2.4.2  Cost of Equity 
The feasibility analysis of QRS Company's proposal to open a new branch uses the Hurdle Rate to calculate the cost of 

capital. The Hurdle Rate technique was selected for this study because it takes into account the company's size and is 

appropriate for businesses that cannot be compared to publicly traded corporations or are classified as small to medium 

enterprises.  

 
Table 4. Assumption for Cost of Equity Calculation 

 Value Assumption 

Risk free rate 6.16% Obtained from IBPA rate for 5 years. 

Beta 1.12 Obtained from the IPO company engaged in the 

similar industry  

Market return 14.82% Using Compound Annual Growth Rate of JCI return 

 

                                               Table 5. Cost of Equity Calculation 

Re =6.16% + 1.12(14.82% - 6.16%) = 15.86% 

 

Table 6. WACC Calculation 

 

 

 

 

 

 

 

As shown in the table, the weight of equity is 60%. This value will be used to calculate the cost of equity using the 

WACC formula. The calculation is shown below:  

WACC = 0 + [60% × 15.86} 

WACC = 9.52% 
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Figure 2. Yearly Pro Forma Income Statement 
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Figure 3. Yearly Pro Forma Balance Sheet 
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Figure 4. FCFF Calculatio



   

 

 230 

4.2.5.3  Liquidation Value 
The net value of a company's tangible assets, if it were to go out of business and sell its assets, is known as the 

liquidation value. The worth of the company's real estate, furnishings, equipment, and inventory is the liquidation value. 

The liquidation value of a corporation does not include intangible assets. This study uses liquidation value assuming 

the owner of the company will sell all assets in the 5th year. 

 

                      Table 7. Liquidation Value 

Asset Value Disc

ount 

Value Before Tax Tax Value After Tax 

Cash 124,363,373.65 0% 124,363,373.65 0% 124,363,373.65 

Inventories 475,074,522.26 50% 237,537,261.13 10% 213,783,535.02 

Plan & 

Equipment, 

Net 2,199,258,811.43 50% 1,099,629,405.72 10% 989,666,465.14 

Liabilities 340,604,715.58 0% 340,604,715.58 0% 340,604,715.58 

Total  

1,668,418,089.39 

4.3 Stage 2 – Feasibility Analysis using Capital Budgeting Technique 
 

Table 8. Result of Financial Feasibility Study 

 Result  Decision Criteria Decision 

Net Present Value  2,210,313,516.63 More than 0 (has positive value) Feasible  

Internal Rate of Return 23.13% Higher than the Cost of Capital  Feasible  

Payback Period 2.83 years Less than 5 years Feasible  

Profitability Index 1.8 Greater than 1 Feasible  

According to the table above, the project will be executed by QRS Company can be categorized as feasible because the 

project has a positive Net Present Value of 2,210,313,516.63 and the payback term is in line with the owner's estimate 

of a payback period of less than five years because the payback period for this expansion project is 2 year 303 days. In 

addition, the Internal Rate of Return (IRR) of QRS Company expansion plan is 23.13%, this value is greater than the 

Weighted Average Cost of Capital (WACC) and has profitability index 1.8. This value is considered acceptable because 

the value is exceeding the lowest acceptable value (greater than 1). 

4.4 Sensitivity Analysis 
The author performs a sensitivity analysis to take into account the risk of unpredictability in future situations after 

performing a financial feasibility analysis. To identify factors that are sensitive to the Net Present Value (NPV), 

sensitivity analysis was employed.  
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Figure 2. Sensitivity Chart 

Based on the sensitivity chart above, we can conclude that:  

• Total sales and total payment to suppliers are the variables that have the highest effect on the net 

present value. 

• For every increase of 10% in the total sales variable, the NPV will increase 82.39%. 

• For every increase of 10% in total payment to supplier variable, the NPV will decrease 129.89%. 

• For every decrease of 10% in the total sales variable, the NPV will decrease 127.19%. 

• For every decrease of 10% in total payment to supplier variable, the NPV will increase 81.29%. 

• The other variables (salaries, office supplies, maintenance, electricity, telecommunication, and 

transportation) are not giving a significant effect on the net present value because every increase or 

decrease of 10% in those variables, the increase or decrease of NPV will lower than the input 

variables swing (10%). 

5. CONCLUSION AND RECOMMENDATION  
The financial feasibility analysis of QRS Company 's expansion plan can be classed as viable based on the calculations 

in chapter 4. The capital budgeting study, which uses NPV, IRR, and Payback Period, shows the feasibility. The 

project's initial rate of return is 23.13% or higher than the WACC of 9.52%, and its Net Present Value is 

2,210,313,516.63. Additionally, the payback period for this expansion plan is 2 year, 303 days. The time required is in 

line with owners' expectations who want a payback period of less than five years. Based on the result of the financial 

feasibility study conducted, QRS Company should execute the expansion plan. This is because according to the 

financial feasibility, the result of executing the expansion plan will generate profits for the company
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