Part A
The payback period is a traditional technique that is used to evaluate capital projects. It is a period in which the business is able to recoup its initial outlay from the project cash inflows. The rule of the technique is to select the project with the shortest payback period.
 Option A
Payback period =4000/1000 
= 4 years
Option B
Payback period =4000/1000 
= 4 years
An investor is indifferent between the two options as both yield the same payback period of 4 years.
Part B
One critical disadvantage of payback is that it does not consider the cash flow after the payback period. Any cash inflow generated after that does not alter its decision rule. Consequently, even if option A produces additional cash flow in year five while B doesn't, there will be no change in the preference. Lastly, another drawback of this method is that it ignores the time value for money which is an essential aspect of capital budgeting.
