Capital budgeting is a set of practices used to assist make a decision on when to invest in developments. The payback period is a method of capital budgeting that represents the period of time required for the cash flow created by investment to reimburse the original cost of the investment. The result that the payback period provides the user is the span of time till investment capitals are recovered. The limitation of the payback period is that cash flow payments beyond the payback period are not included.Net present value is a method of analysis whereby a stream of future cash flows is discounted back to present value. The Net present value is the amount in which the present value of cash inflows exceeds the present value of cash inflows. Therefore, if the difference is positive then it’s accepted. The result that the net present value provides the user with is the time value of money. The limitation of net present value is that it’s not an easy task to understand the concept of cost of capital. (Delaney & Whittington, 2011)
The internal rate of return is the rate at which the net present value of the investment is zero. i.e., the discounted cash outflow is equal to the discounted cash inflow. This method analyses the rate of interest in which capital invested can be paid out of cash inflows. The result that the IRR provides the user with is the time value of money. The limitation of IRR is that it’s a tedious task to compute. The method that I find most useful in making the best investment decision is the internal rate of return. This is because in IRR there is an assumption that cash flows can be reinvested at the internal rate of return. (Delaney & Whittington, 2011)
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