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Payback Period
Discuss the payback period and define the primary advantages and disadvantages of the method.
Payback period refers to the time that investment takes to recover its costs. In simpler terms, the payback period is the length of time an investment takes to reach the breakeven point (Deolalkar, 2016). The payback period is important to every investor and depicts the desirability of an investment. An investment is said to be more attractive if it has a short payback period. Additionally, an investor can make better judgments especially future prediction about an investment using the payback period (The Payback Method | Boundless Finance, n.d.). 
The payback period can be calculated for both even and uneven cash flows. For even cash inflows, 
Payback period = Initial Investment/Net Cash Flow per Period
For uneven cash inflows,
Payback Period = A +B/C
Where A depicts the last period with a negative cumulative cash flow
B depicts the absolute net cash flow at the end of period A
C depicts the total cash flow for the period after A
Advantages of Payback Period
One of the most significant importance of the payback period is that it is simple to calculate. An investor can use the payback period to compare a range of investments and then chose the investment with the shortest payback period (Woodruff, 2019). Also, the payback period can be used in companies facing liquidity to rank the projects that would have the earliest money return. 
Disadvantages of Payback Period
First, the payback period fails to take into account the time value of money; hence can lead to poor decision making. Also, this method fails to take into account the cash flow that occurs after the payback period  (Woodruff, 2019). Therefore, any project or investment that could have a very good cash inflow after the payback period may be in one way or the other be ignored. 
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