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Application of NPV Technique
The time value for money is an essential element in capital budgeting decisions. Its core concept is premised on the fact that money today I worth more than the same amount of money in the future. The reason being that the cash available today can be used to earn more income, unlike the future cash inflow. However, time value for money works conversely when dealing with expenditure. That is, it is worth delaying payment of cash expenditure (Shim et al., 2012). 
The net present value of a project is an example that utilizes time value for money for appraising projects for making long term decisions thereon. Although several methods utilize the concept of time value for money, the Net present value supersedes them. In instances where to or more appraisal techniques gives contradicting decision, the net present value prevails. Under this method, the future cash inflow is discounted to the present value using an appropriate discounting factor determined by the company (Shim et al., 2012). The cost of the project is then subtracted from the sum of the discounted cash inflows. When the resulting figure is positive, accept the project otherwise reject it.
Application of NPV Technique
Applying the time value for money concept on the 30,000 to be received in fourth years using a 12% discounting factor results in the following outcome.
	Cash inflow
	Discounting Factor (12% Year 4)
	Present Value

	     30,000.00 
	0.6355
	       19,065.00 



The present value is 19,065 which is less than the future inflow of 30,000
Under the second assessment, the net present value of the proposed project is calculated
by using a 12% discounting factor. The result is as follows.


	Year
	Cash inflow
	Discounting Factor (12%)
	Present Value

	      1
	     10,000.00 
	0.8929
	         8,929.00 

	      2
	     20,000.00 
	0.7972
	       15,944.00 

	      3
	     30,000.00 
	0.7118
	       21,354.00 

	      4
	     30,000.00 
	0.6355
	       19,065.00 

	 
	 
	Total Present Value of inflow
	       65,292.00 

	 
	 
	Initial Outlay
	     (70,000.00)

	 
	 
	NPV of the project
	       (4,708.00)



The net present value is negative centrally to the $20,000 alleged by the new product manager. According to the net present
value, the project should be rejected contrary to the belief of the manager.
 Under the third assessment, the net present value of the proposed project is calculated by using a 7% discounting factor. The result is as follows;
	Year
	Cash inflow
	Discounting Factor (7%)
	Present Value

	      1 
	     10,000.00 
	0.9346
	         9,346.00 

	      2 
	     20,000.00 
	0.8734
	       17,468.00 

	      3 
	     30,000.00 
	0.8163
	       24,489.00 

	      4
	     30,000.00 
	0.7629
	       22,887.00 

	 
	 
	Total Present Value of inflow
	       74,190.00 

	 
	 
	Initial Outlay
	     (70,000.00)

	 
	 
	NPV of the project
	         4,190.00 



[bookmark: _GoBack]When the discount factor is reduced to 7%, the net present value changes to positive and according to the rule, the project should be accepted. Since the two discounting rates give two conflicting decision, the accountant needs to find the most appropriate rate that will ensure a suitable choice is made. One of the best approaches is to compute the weighted average cost of capital of the company and use it as the discounting rate (Shim et al., 2012). However, if the investors expect a certain percentage on return like 8 per cent on their investment, then that rate should be used to find the net present value of the proposed project.
Advantages of NPV Technique
Net present value method has several advantages. For instance, unlike other appraisal, techniques such as the payback period, it takes into account the times value for money by acknowledging a dollar today is worth more than a dollar in future. Second, it shows the amount of value the project will generate. For example, the above project will create a value equivalent to 4190 dollars when a 7% discount rate is applied. Lastly, NPV takes into account the cost of capital and other inherent risks of future cash inflows such as inflation (Shim et al., 2012).
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