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i. Payback method
Payback method is an approach of calculating and evaluating a project by measuring the amount of time it takes to recover the initial funds invested. It is simple and disregards the time value of money. The shorter the time an investment takes to reach the break-even point, the more attractive the deal.
ii. Accounting rate of return method
The accounting rate of return (ARR) is a term which expresses the estimated percentage rate of return on an investment in relation to the initial investment cost. The ARR formula constitutes division of an asset's average return by the company's initial investment to obtain the ratio or return that can be expected over the asset's or project's lifetime.
iii. Net present value
Net present value (NPV) is a method used to calculate the current value of all potential cash flows generated by a project. It is computed by subtracting the cumulative present values from the original capital expenditure. It is commonly used in capital budgeting to figure out which projects are more viable and can turn to the greatest profit.









Exercise 19.10
1.compute the payback period.
Capital outlay=$2,293,200
Cash flows
1.$687960    $ 687,960
2.$687960	$1,375,920
3.$687960	$2,063,880
4. $687960	$229,320/2,293,200=0.1	=3.1 years
5. $687960
2.Compute the project’s accounting rate of return.
ARR=average annual profit/average investment
Annual average cash flow= $687960
Depreciation expense=$2,293,200/5=$458640
Average annual profit=$687960-$458640=$229,320
ARR=$229,320/$2,293,200=0.1*100
=10%
3.Compute the projects net present value assuming the required rate of return of 10%
Cash flows	             	D. F 10% 		present value  	
0.$ 2,293,200			1			($ 2,293,200)	
1.$687960    			0.909			$625,356		
2.$687960			0.826			$568,255		
3.$687960			0.751			$516,658		
4. $687960			0.683		$469,877		
5. $687960			0.621		$427,223		
				NPV			  $314179		
4.Compute the project’s internal rate of return
  Accept if IRR>r accept the investment.
IRR=L+{(NL/NL-NH) * (H-L)}
NPV=0
D.F12%	P.V			
 1	($2,293,200)	
0.893		$614348		
0.797		$548304
0.712		$489827
0.636		$437543
0.567		$390073
NPV		$186,895
IRR=L+{(NL/NL-NH) * (H-L)}
10+ {$314179/ ($314179-$186,895) *(12-10)
10+ {314179/127281}  *2
10+(2.46) * 2
10+4.94=14.936
IRR=14.936%

