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Contravention Between NPV & IRR Due to Timing of Cash Flows:

A Case of Capital Budgeting Decision of an Oil Refinery Company
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7. Conclusions

It is evident from the above discussion that for independent
conventional projects there is no contradiction between NPV
and IRR methods, as all profitable projects are selected and
ranking of projects is not relevant. But for mutually exclusive
projects where only the best among similar projects is selected
ranking becomes a necessity. At times NPV and IRR may lead
to contradictions in those cases. So the inevitable question is
raised which of the two methods is best to select. To reach at a
conclusion we can say that if we select white PMOA, the
organization will be richer by additional $421.37 It is better to

be richer with additional cash than to earn higher rate of return.

Net Present Value method is always consistent with share
holder’s wealth maximization principle. For unconventional
projects Internal Rate of Return method gives multiple rates.
To avoid those problematic situations the simple solution is to
apply Net Present Value method. Hence purchase of white
Pellet Mill Oil Adding machine would be a prudent decision
for The Oil Refinery Company.
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