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Question-Answer Assignment
1. What are the similarities and differences between Net Present Value and IRR?
Some of the similarities between Net Present Value and IRR include: Both are considered to be modern styles of capital budgeting; both styles take into considering the time value of money; both techniques as used as financial tools to determine whether to reject to accept an independent investment proposal (Money Matters, 2018). 
The differences, on the other hand, include: Net Present Value recognizes the significance of the market rate of interest while IRR does not, but prefers to focus on the maximum investment of the rate of interest. Also, in Net Present Value, cash inflows are reinvested at the cut off rate, while on the other hand, in IRR, cash inflows are reinvested at the internal rate of return (Money Matters, 2018).
2. Describe how net present value is used in the financial decision-making process.
Anthony (2018) defines Net Present Value as a method that is used in the business to determine whether a particular project is worth pursuing. According to the author, Net Present Value (NPV) is a quantitative method that managers use to measure the cash inflows, cash outflows and the time value of money (Anthony, 2018). Therefore, a manager will decide on whether to adopt the project based on the above three factors of consideration. As a decision-making tool, after calculating the NPV of the project, managers can use NPV to either accept a project or reject it. According to Anthony (2018), a project can be accepted it its NPV is greater than zero (0). Therefore, any project with a positive NPV is worth taking because it means that the project will be profitable. 
3. Compare and contrast the internal rate of return (IRR) method from the net present value method (NPV).
One of the similarities that exist between the IRR method and the NPV method is that they are both used to make decisions in a business, especially when the firm is undergoing a financial dilemma. The two methods, NPV and IRR, are the most commonly used parameters to determine whether the investment proposal is worth taking (Surbhi (2015).
On the other hand, the two methods have differences that make them unique and distinct from each other. One of the differences is that when used to determine the investment proposal, they give contradictory results. For instance, one project may be acceptable if the NPV method is used while the same project may not be acceptable when IRR is used. However, this difference emanates from the variance in the cash inflows, outflows and the life of the project (Surbhi, 2015). 
4. Explain the capital budgeting process and the different methods managers use to make decisions.
Capital budgeting refers to the process in which businesses analyze and decide on which long-term investments to take. Sometimes, it is known as the capital expenditure decision. It involves using the firm’s financial resources to invest in long-term assets. Managers make decisions in different ways; for instance, some managers may decide to use paired comparison analysis where available options are compared against one another, multiple criteria decision analysis where the manager uses systematic framework to evaluate the available options against the probable success, and decision making tree method where managers visualize different decision problems (Decision Innovation, 2018).
5. Explain the effects of sunk costs and opportunity costs in deciding whether to accept a project.
Sunk cost and opportunity cost are considered in capital budgeting. Sunk costs refer to the costs which the business has already incurred but needs to be reflected in the incremental cash flows used in estimating the NPV and IRR. Opportunity costs refer to the costs in the business that may not involve any cash outflows, but they need to be included in the accounting books because they reflect the foregone profit that could have been realized (Accounting Explained, 2018).  In capital budgeting decisions, managers focus on the current and future incremental cash flows and not the expenses that have already been incurred; therefore, the influence of opportunity cost is regarded more than a sunk cost. In this case, the sunk cost will be ignored while opportunity cost considered (Accounting Explained, 2018). 
6. Explain how inflation and interest rates affect the capital budgeting process
According to Gaffney (2017), when a business decides to undertake large projects like constructing a new building, it must take into consideration the financial information to determine whether the project will be successful. However, this requires well-planned and executed capital budget that puts into consideration the inflation. In this case, inflation has a significant effect on capital budgeting analysis because the market cost is influenced by dynamics of the real cost of borrowing, which fluctuates as the interest rates also change (Gaffney, 2017). 
7. What is the process to perform a break-even analysis? Why is this important step in financial decision making?
Break-even point in business refers to the point at which the organization realizes balanced total revenues and total costs. On one of the processes used to perform a break-even point analysis includes fixed costs and gross profit margin. Break-even point is important step in financial decision making because it helps the managers determine whether the business is profitable or not by looking at how profitable the present product is, how far sales can decline, how many units required to be sold before making profits, and how reduction or increase in prices or volumes can affect the profitability (Business Queensland, 2018).
8. Explain how decision trees are used to value investment alternatives.
Decision trees are important in decision making because they help in choosing the best alternative or option. In a value investment alternative, a manager can use the decision tree to determine which best option is available. As Duff (2018) explains, financial decisions are about making choices on the course of action that can help create the most value based on the costs. For instance, when choosing to buy a piece of machine, one can consider different alternatives such as whether to buy a new machine, buy a used machine, lease it, or use what is already available and not to buy.
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