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Basics and indicators 

› Investment 
› Discount rate  
› Duration of the investment 

 
› Net Present Value (NPV) 
› Internal Rate of Return (IRR) 
› Payback time 
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Basics 

› Investment is a decision involving expenditures and revenues for a 
particular activity that is expected to continue over a period of time 
and usually involves outflows of funds in the early periods and inflows 
in later periods. 
 
 
 
 
 

› Discount rate is the interest rate the investor uses in his investment 
calculations when amounts have to be converted in time 

› Duration of the investment is the expected technical lifetime of the 
implemented technology. 
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Net Present Value (NPV) 

› NPV sums up all payments relating to an investment – positive as well 
as negative – over a certain period of time 

› NPV incorporates the discount rate to the temporal distribution of the 
payments 

› Investment is profitable when NPV is positive  
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Internal Rate of Return (IRR) 

› IRR of the investment is the discount rate at which the present value is 
0   

› Investment is profitable when the IRR is higher than the discount 
rate, thus NPV is positive 

› It can be found by solving the following equation: 
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NPV-IRR-Discount rate relation 
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Payback time 

› Simple payback time is the number of years it takes for the 
accumulated payments to correspond to the amount invested 
 
 
 

› Dynamic payback time calculates how long it takes for the present 
value of the net payments to cover the investment – simple payback 
time with the inclusion of the discount rate 

› Investment is profitable if the payback time is below the lifetime of 
the investment 
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