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Busi ness School

)" Basics:

Bval uati ng Technol ogy

Furchases ki ng Net Present

Modcdlcentersacgur eneat echnol-
ogyand’ tndnewinitiat veswithc gpitd
dolars Thesnartcdlcenter mrager
knowshowt odevdopaneffed vehsi-
nesc aet oquinapprovaf ort he use of
thexf unds Thisartclewillprovidean
ovav ewof theconogi of netpregnt
vdueandhow t sappledincdahting
payback perial ande vdwating whether
topu daon eeenencdlcentert ech-

nology.

Mbdel s For Deci si on
Maki ng

Cogj i fcaion ot hecdahtionof
swvingd ke ndits can ke acoomplished
evad ways Thetwo noscommon
methalsare eu noninves ment (RO)
andpaybackpeial. Tokecdahted
aoar ady, othof these nodds equr e
thecdahtionof net pregentvaue
(NPV) NPVt akesintoacoountt he
timevdueof moneyand ¢ he ndd
your GFOused oevdlate f aninves-
ment sworthwhilee nought o warrant
the L of thec ompany’s noney.

It'sinportantt oleabld ocdaibte
payback peaialand ROI sing NPVso
youc anevdiatev endor propp slsof
technologypaybadk Somev endor pro-
psls mynot wse NPVint harcdaib-
tions dther kecaset hesaleperson
desitknowvhoat owei tor, more key,
lecaset hetr uepaybackperiad will k2
longai f cdauhtedcorrectlyising he
NPVasungion

Payback And RO Exanpl e
Le't ake heexampleof pur dasngan
autonateddale. Thedialercoss
$N 00t opu dae Weantic pae t
will rakeoutloundcdling nmuch nore
pradud veandacallysavehesdt ount
vaueof gpproxi natdy $500t hd &
yearand $0 00 eachy eaf dllowing

@fterpaying minterancecosy. Witha
s nplifedpaybadkc daibtion wedivide
thepu daspricebyt heavingspe
montht odetermind henunter of
monthg hee qii pment willt aket opay
fort hesysem Int hisexample thepay-
bakperiacdahtes 0 28 nonths

If weevdlatd he eu nort heinvest-
mentovert hreey eers(acommon tinme-
framd orevdwating echnologyinvest-
mentr eu N thet hesavings s
75 000 comparedt @ heinifial invest-
mentof §30 000 whthcdawhtet oa
retw nof 135 percent However, theg
cdabtionsof payback perialand ROI
ignord: hetimev dueof money.

Now et skeal mkat anoreacar de
methad of cdaukting hispaybackbagd
onacdahtionof nepregntvadue

Net Present Va ue
Glcu ation
Thebadcconogt kehind NPVi & Hat
addhbrint hed utu @ sgenerdly worth
lest lanadaolart ahy kecase people
oenedlyprefer pregntconsunmgiont o
futw econsungion ifi htiondet eees
thevadueof ar rencyover ting invest-
mentof tahy'sdolarcaninc ee® &
vaue andany noertantyori kasss -
ated withf utur e noneyr educes tsvaue
Forexample if theassunedr aé s

Peiods % P

1 . Bl . BB
2 .Y .90
3 .80 .34
4 e50) .820
5 .18 . 71638
6 .ABL .62
7 .2 . 7108
8 . 3P .64
9 0%:) . 6461
D .6/ .63

Table 1: Present Value Of $1.
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percent then$lt achyi sworth L 10
oneyeaf romnow. Honever, &L oney esr
fromnow sworth$09lint aysdal-
brskecaset heinteresearnedont he
91 ovet hecow eof ayearatt he
invest ment’sy eldr ateof 10 percent
wouldle 0@ Adling heinterest
earnedduing heyear, 0@ ta henet
preentvaue N9, eqals Honeyear
fromnow At ableshowing hepregnt
vdueof adolarover Dyearsatr aesof
4percentt 0 10 percenti sindudedin
Tablel

Table2showd hecdawhtionof NPV
onaninvest mentof $133 000 f or anew
daler. Thec ompany ha$ orecest net av-
ingsinagentlalorcodsafter minte
rancec ogsarepad. Thereé sasavings
(or st vendcadf loy eachy ear,
whthinc esesag he e of thedalei s
opti mMzdaftet hd r gy ear. Thiseram-
pleassumes a Dpercentr e

Thesavingsandr etu ndependupon
the engthof thearalysspeidal. If a
threey eraralyds sdone thesavings
(%142, 206) willpayf ort he $130 000
invest ment —witht heinves mentt oke
ooveredafter 3B nonths comparedt 0 8
monthsinou sinplerv endor paybadk
etimte The ROIcdahtion would
compareavingd a heinitial invest ment
foran ROl of 10 peroant The otd

6% (7] 10%

AT .88 .6
.24 Y7 . 4661
.10 505 .42410
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NPV of thesavingsovef ou yeard mls
etter withaner ew nof 80015 If the
aalyss sdond or nord harf oo years it
will mkeventettat fant hesavings
shownhee

Therefore thee ngt vityof thetine
framd ort hearalyss saninmortantcon-
sderdion

Purchase \ersus Lease

NPVi softensed ocomparetwo weys
of paying or asolutionsuchasapu dag
ord ea® Becaset heoutflowswillvay
ke tweent hetwopayment nmethals though
thesavingsard kdyt olesinihr, the
NPVi sagood wat oed heinpact of
payind essupf rontand noreeachy eaf or
the essealterrai ve The essec odshave
leenaralyzd, int hearalyss o hei ght
and wec aneehowt hisoioncompares
ta heouti ght pu daseof thedaler.

Thisadditioralc dahtionallowsist o
compard hetwd irandéngogionsovera
fou yearpeial. Whileatt hreeyeard he
NPV of thé ess slettea ($BZ5f ol ee
vaas S2 25 orpu das, the NPV of

Cash Flow PMF @10%
Year 1 $3H 0 QI
Year 2 $700 Q86
Yexr 3 $MQ00 QAL
Year 4 $ Q00 Q63
Table 2: Calculation Of NPV.
Cash Flow PMF @10%
Year 1 $1500 Q9®
Year 2 $17,00 (01325
Year 3 $000 QAL
Year 4 $000 Q6B

Table 3: Purchase Versus Lease.

thepu dashecomesaketterchoceint he
four thands ube quenty ears (B 95 f o
leeeveass A5 orpu das.

Penny Reynolds is a founding partner of
The Call Center School, a company spe-
cializing in training solutions for call cen-
ter professionals. She is the author of Call
Center Staffing — The Complete, Practical
Guide to Workforce Management and
has co-authored several other call center

PVf or Each Year Cunubt ve NPV
$ 31,85 $31, 815
$57,80 0,65
$5350 $142, 26
$47,80 $190, 015

management books. Contact her at
penny.reynolds@thecallcenterschool.com

PVf or Each Year Cunubt ve NPV
$1365 $13 65
$1460 $8 %6
$1K500 3 2
$1360 Risegecs)

or 615-812-8410.

If you are interested in purchasing reprints of
this article (in either print or HTML format),
please visit Reprint Management Services
online at www.reprintbuyer.com, or co MG’
representative via e-mail at reprints@tmcnet.com
or by phone at 800-290-5460.
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