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N R
NPV(i,N)=> —'—
— (1 + %)t

t- the time of the cash flow

1- the discount rate (the rate of return that could be earned on an investment in the
financial markets with similar risk.); the opportunity cost of capital

Fi- the net cash flow i.e. cash inflow — cash outflow, at time t . For educational purposes,
Ris commonly placed to the left of the sum to emphasize its role as (minus) the

Investment.
If... It means... Then...
NPV > 0 the investment would add value to the firm the project may be accepted
the investment would subtract value from the . .
NPV <0 the project should be rejected

firm

We should be indifferent in the decision whether to accept or

i . . reject the project. This project adds no monetary value
the investment would neither gain nor lose - o .
NPV =0 Decision should be based on other criteria, e.g., strategic

value for the firm L AP .
positioning or other factors not explicitly included in the
calculation
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http://en.wikipedia.org/wiki/Discount_rate
http://en.wikipedia.org/wiki/Rate_of_return

[lustration of Systems Modeling Approach
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Churn rate (sometimes called attrition rate), in its broadest sense, is a measure of the number of

individuals or items moving out of a collective over a specific period of time

Modeling Acquisition & Churn
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The customer base is the group of customers and/or consumers that a business serves. In the most
situations, a large part of this group is made up of repeat customers with a high ratio of purchase over
time. These customers are the main source of consumer spending. In many cases, the customer base is

considered the business's target market, where customer behaviors are well understood through

market research or past experience. All actions the company takes would be through consideration of its
i

customer base.

Modeling Customer NPV
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http://en.wikipedia.org/wiki/Business
http://en.wikipedia.org/wiki/Consumer
http://en.wikipedia.org/wiki/Customers
http://en.wikipedia.org/wiki/Consumer_spending
http://en.wikipedia.org/wiki/Target_market
http://en.wikipedia.org/wiki/Market_research
http://en.wikipedia.org/wiki/Customer_base#cite_note-Solution-1

