https://www.investopedia.com/terms/n/npv.asp

What Is Net Present Value (NPV)?

Net present value (NPV) is the difference between the present value of cash inflows
and the present value of cash outflows over a period of time. NPV is used in capital
budgeting and investment planning to analyze the profitability of a projected

investment or project. NPV is the result of calculations used to find today’s value of
a future stream of payments.

the Intemal Rate of Retum s the mterest rate that makes the Net Present Value zero.



https://www.mathsisfun.com/money/net-present-

value.html#NetPresentValue
NPV Example

Example: A friend needs £$500 now, and will pay you back $570 in a year.
Is that a good investment when you can get 10% 00 elsewhere?

Money Out: $500 now

You invested $500 now, so PV = -$500.00

Money In: $570 next year

PV = $570 / (14+0.10) = $570 / 1.10 = $518.18 (to nearest cent)

The Net Amount is:

MNet Present Value = $518.18 - $500.00 = $18.18

So, at 10%0 interest, that investment is worth $18.18

(In other words it is $18.18 better than a 10% investment, in today’'s monay. )
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Example: Same investment, but try it at 15%0.

Money Out: $500

You invested $500 now, so PV = —-$500.00

Money In: $570 next year:

PV = $570 / (14+40.15) = $570 / 1.15 = = $495.65 (to nearest
cent)

Work out the MNMet AMmount:

MNet Present Value = $495.65 - $500.00 = -$54.35

So, at 15% interest, that investment is worth - $4.35

It is a bad investment. But only because yvou are demanding it earn 15% (maybe yvou can

get 15% 0 somewhere else at similar risk]).
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the Intemal Rate of Retum is the mterest rate that makes the Net Present Value zero.

Example: Invest $2,000 now, receive 3 yearly payments of $100 each,
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Calculate IRR
10%%
Time Cash Flow Present value Presentvalue
0 - 2000 = 2000y CeCe0e0 (52,000.00)
1 100 90. 9091 590.91
2 100 g2 6446 5B2.64
3 2600 1953.4185 51,853.42
MNP 1269722014 1269722014
MNP 126972
Calculate IRR
12%
Time Cash Flow Present value Presentvalue
0 - 2000 - 20000 OoOeDr0 (52,000.00)
1 100 g9 2857 589 29
2 100 79.7184 57972
3 2600 1850.6286 51,B50.63
158 63374636 15 63374636
MNPY 19 634
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25
26
27 | Calculate IRR Bu/ll »
28 12 4%

29 |Time Cash Flow Presentvalue Present value IRR

30 -2000 -2000.0000 (52,000.00)
3 100 89.2857 588.97 12.382%
32 100 79.7194 579.15
33 2600 1850.6286 51,830.94

3 e | = | =

33 5 19.63374636 0937757416

36 | NPV -0.938
37 / J/
|
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