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Professor and Class, 

Distinguish between the 3 capital investment techniques of (1) Net Present Value, (2) Internal Rate of Return, and (3) Payback Method.
The three capital investment techniques are net present value, internal rate of return, and payback method. According to Edmonds and olds (2020), the net present value is calculated by taking the cost of the investment and subtracting that from the present value of the item”. The internal rate of return is about balance. What is coming in versus what is going out in terms of cash (Edmonds and Olds 2020). The payback method is based on what it will take to recover what is spent (Edmonds and Olds 2020). For example, it will take five years of profits at $20,000 to payback a $100,000 balance.

Describe what you consider to be the top 2 advantages and 2 disadvantages of each technique and provide an example to support your top advantage of each method.

Net Present Value
The advantages of the net present value method are increased productivity and profit (Edmonds and Olds 2020). The disadvantages of the net present value are if the rate of return is less than 12% (Edmonds and Olds 2020). As an example of the advantages of net present value is an industrial cutting machine for the print shop at Gordon Food Service. The cutter was $7,500 and the company paid in monthly installments. The work before the cutter was done by hand with two people, which required 20 hours of labor. The new cutter eliminated 18 hours of labor. Being able to pay off the cutter in time, with the addition of 18 hours of labor back in the department was factored into this much needed piece of equipment. 

Internal Rate of Return
The advantage of internal rate of return in determining future profits or loses. The disadvantages of internal rate of return are when the company has irregular cash flows (Edmonds and Olds 2020). An example of irregular cash flows would be a seasonal business that has the season cut short or a baseball team that plays outside but cant produce revenue when the weather is bad. As an example of the advantages of internal rate of return, at a previous job we sold large format printing, and we were leasing a machine to produce those signs. The calculation of the machine lease, along with labor, gave us the pricing needed (cashflow), to make a profit on each sign. The internal 

Payback Method
The advantages of the payback method include shorter payback terms and the ease of calculating (Edmonds and Olds 2020). The disadvantages are that it's a simple measurement and does not account for other factors such as profitability or external items that will affect long term (Edmonds and Olds 2020). As an example of the advantages of the payback method, I worked at Gordon Food Service and we had one Xerox printer. The printer was $850,000. The company spent $145,000 in printing each year. The printer would be paid back in just under six years (5.86 to be exact). The greatest advantage was having the payback numbers to show to senior management for approval. The disadvantage was the cost of the ink, paper and maintenance that was not calculated correctly into costs. 

Edmonds, T., Edmonds, C., Edmonds, M., Olds,P. (2020). Managerial accounting concepts (9th ed). New York, NY: McGraw-Hill Education.
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Student 2 Ethel

Hello class and professor, I have been trying to learn more about the three capital investment techniques and here is what I have learned thus far.

Net Present Value-the value in the present of a sum of money, in contrast to some future value it will have when it has been invested at compound interest. Advantages of NPV are Good Measure of Profitability. Assumption of Reinvestment. Disadvantages Ignoring sunk cost, optimistic projections.

Internal Rate of Return-The internal rate of return is a discount rate that makes the net present value (NPV) of all cash flows equal to zero in a discounted cash flow analysis. Advantages or IRR, the simplicity of the IRR, and the time value of money. Disadvantages, assumptions of reinvestment rate and dependent projects.

Payback method-The payback method refers to the amount of time it takes to recover the cost of an investment or how long it takes for an investor to hit breakeven. The advantages of payback method are it’s a more reliable technique and it can enhance liquidity. Disadvantages, this method ignores the time value of money which is an advantage in IRR another disadvantage is it does not take into account the money that is made after they break even.  

Thank you,
Ethel

