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The discounted return period is the capital budgeting procedure used to determine the profitability of a project. The discounted return period shows the number of years it takes to get away from initial expenses by discounting future cash flows and recognizing the time value of money. The metric is used to evaluate the
feasibility and profitability of a given project. A more simplified return period formula, which simply allifies the total cash costs of a project by average annual cash flows, does not provide an accurate answer to the question of whether to accept the project, since it assumes only one initial investment and does not take into
account the time value of the money. The discounted return period is used as part of capital budgeting to determine the projects to be used. More accurate than calculating the standard return period, discounted period of return by time value factors of money. The discounted return period formula shows how long a return
on investment will last based on tracking the present value of projected cash flows. The shorter the discounted return period, it means that the sooner the project or investment generates cash flows to cover the initial costs. When deciding on any project to be embarked on, the company or investor wants to know when
their investment will pay off, which means when the cash flows generated from the project will cover the cost of the project. This is especially useful because companies and investors usually have to choose between more than one project or investment, so the ability to determine when some projects will return compared
to others makes it easier to make decisions. The basic method of the discounted return period is to take the project's future estimated cash flows and discount them to their present value. This compares to the initial capital cost of the investment. The amount of time it takes for a project or investment to have the present
value of future cash flows equal to the initial costs indicates when the project or investment will be settled. After that, cash flows will be higher than the initial cost. The shorter the discounted return period, the sooner the project or investment generates cash flows to cover the initial costs. A general rule to take into
account when using a discounted return period is to accept projects that have a return period that is shorter than the target timeframe. The Company may compare the requested project abort date until the project breaks even according to the discounted cash flows used in the discounted return period analysis to
approve or reject the project. To get started, regular project cash flows must be estimated and displayed by each period in a table or table. These cash flows are then reduced by their current value factor to reflect the discounting process. This can be done by using the current value function and the table in Program.
Furthermore, assuming that the project starts with a large outflow of cash or investments to start the project, future discounted cash flows will be set off against the initial outflow of investments. The discounted return period process is applied to the cash flow of each additional period to determine the point at which inflows
are equal to outflows. At this point, the initial costs of the project were repaid, with the return period reduced to zero. The payback period is the amount of time a project breaks even in cash direct money using nominal dollars. Where appropriate, the discounted period of return reflects the time needed to interrupt the
project, not only on the basis of the cash flows that occur, but also on when they occur and on the prevailing rate of return on the market. These two calculations, although similar, may not return the same result as a result of discounting cash flows. For example, projects with higher cash flows towards the end of the
project life experience greater discounting due to compound interest. For this reason, the payback period can return a positive number, while the discounted return period returns a negative number. Suppose Company A has a project requiring an initial cash cost of $3,000. The project is expected to return USD 1 000 for
each period for the next five periods and the relevant discount rate is 4 %. The discounted return period calculation begins with cash extorties of -$3,000 in the initial period. In the first period, the cash flow will be +$1,000. When calculating a discount on the present value, this number is $1,000/1.04 = $961.54. So, after
the first period, the project still requires $3,000 - $961.54 = $2,038.46 to get to $2,038.46. After discounted cash flows of $1,000/ (1.04)2 = $924.56 in two periods, and $1,000/(1.04)3 = $889.00 over period three, net project balance is $3,000 - ($961.54 +$924.56 + $889.00) = $224.90. Therefore, after receiving the fourth
payment, which is discounted to $854.80, the project will have a positive balance of $629.90. Therefore, the discounted period of return is sometimes during the fourth period. This article needs additional citations for verification. Help improve this article by adding citations to reliable sources. Material without a source can
be attacked and removed. Find resources: Discounted payback period - news · newspapers · books · scholar · JSTOR (November 2010) (Learn how and when to delete this template report)Discounted Return Period (DPB) is the time it takes (in years) the initial cost of a project to equal the discounted value of expected
cash flows, or the time it takes to break away from an investment. [1] This is the period in which the cumulative net present value of the project is zero. Calculation Cumulative discounted cash flows will be started at a negative value due to original investment costs, but since cash is generated each year after the original
investment, discounted cash flows for these years will be and cumulative discounted cash flows will proceed in a positive direction towards zero. When negative cumulative discounted cash flows become positive or recover, DPB occurs. The discounted return period is calculated according to the formula: DPB = Year
before DPB + cumulative discounted cash flow in the year before renewal ÷ Discounted cash flow in the year after recovery[2] Benefits The discounted return period helps businesses reject or accept projects by helping to determine their profitability taking into account the time value of the money. [1] This is done by
means of a decision rule: If the DPB is shorter than its lifetime or any predetermined period, the project may be accepted. If the DPB is larger than the specified project period or lifetime, the project should be rejected. DPB also helps to compare mutually exclusive projects, as a project with a shorter DPB should be
accepted. Disadvantages The discounted return method still does not offer specific decision-making criteria for determining whether an investment increases the value of an undertaking. An estimate of capital costs is required for the calculation of DPB. Another drawback is that cash flows after a discounted return period
are completely ignored by this method. [3] See also Return Period Reference ^ and b Investopedia Employees (2009-12-08). Discounted payback period. Investopedia. Loaded 2017-10-23. ↑ Advantages and disadvantages of using a discounted payback period. Balance. Loaded 2017-10-23. Peterson-Drake, Pamela.
Pros and cons of capital budgeting techniques (PDF). Loaded October 23, 2017. This accounting-related article is with a stub ad. You can help Wikipedia by extending it.vte Loaded from On January 30, 2021, January 30, 2021 / Steven Bragg Discounted Return Period is the period during which cash flows from an
investment repay the initial investment, with a factor in the time value of the money. It is mainly used to calculate the projected return on the proposed investment opportunity. This approach adds discounting to the calculation of the base payback period, greatly increasing the accuracy of its results. It is significantly more
accurate than the basic payback time formula. However, it also suffers from a higher level of complexity, which is what makes the period of return such a commonly used calculation. Formulation of the discounted payback periodThe basic formula for determining the return period is:Invested amount ÷ Average annual
cash flows The discounted return period is derived instead by the following steps:Create a table that shows the expected cash outflow related to the investment in 0.In the following lines of the table, enter the cash inflows expected from the investment in each subsequent year. Multiply the expected annual cash inflow in



each year in the table at the appropriate discount rate using the same interest rate all periods in the table. There is no discount rate on the initial investment, as it occurs at the same time. Create a column on the right side of the table that shows the cumulative discounted cash flow for each year. The calculation in this
final column is the crediting of the discounted cash flow in each period to the remaining negative balance from the previous period. The balance is initially negative as it includes outflows of cash to finance the project. When the cumulative discounted cash flow becomes positive, the time period that has elapsed to this
point represents the period of return. To make the calculation even more accurate, indicate in subsequent periods any additional cash outflows to be played for the project, such as upgrades or maintenance. The difference between the PAYBACK period and the discounted PAYBACK period is the time it takes for cash
flows from a project to return an initial investment. This is not the same as the discounted return period, where these cash flows are discounted back to their present value before the return calculation is calculated. Since no discounting is used to calculate the base return, it always returns a return period that is shorter
than the return period than would have been obtained when calculating the discounted return period. Related coursesCapital Budgeting Financial Analysis 30 January 2021/ Steven Bragg/ Bragg/
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