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|RR function in Excel - Usage and examples

In Excel financia functions, users cannot ignore IRR - the function that returns the internal rate of return for a
series of cash flows. So how does the function structure and usage of the IRR function? Please read the article
below.
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What istheinternal rate of return?

In corporate finance, the Internal Rate of Return (IRR) is a ratio of profits used in capital budgeting to measure
and compare return on investment. More specifically, the discount rate at which the net present value of the
investment (negative cash flow) is equal to the net present value of the investment (positive cash flow).

Internal rate of return is often used to assess the necessity of an investment or project. The higher the internal
rate of return for a project, the more desirable it is to execute the project. Assuming all projects require the same
amount of investment, the project with the highest IRR level will be considered best and executed first.

IRR calculation formula:
(NPV =sumlimits_{t =1} " n{frac {{{C_t}}} {{{{(1+n} " t}}}} -{C_C} =0)
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. t: isthe time to calculate cash flow.

n: isthe total time of project implementation.

r: isthe discount rate (IRR).

. ({{C_t}}): isthe net cash flow at time't.

. ({{C_0}}): istheinitia cost to implement the project.
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Specific example: If an investment project can be put in place by the sequence of cash flow.

Year (n)

Cash flow ({{C_n}})
0

-4000

first

1200

1410

1875

4

1050

The IRR isthen given by the formula:

(NPV = - 4000 + frac {{1200}} {{{{(1 + N} ~ 1}}} + frac {{1410}} {{{{(1 + n)} * 2}}} + frac {{1875}}
{{{x+n} " 3}}} +frac{{1050}} {{{{(1+ N} "4}}} =0)

Inthis case, after 4 years, thereturn rate r = 14.3%.

Function structure and usage

Grasping the needs of users, Excel has created a calculation formulafor the quick IRR function.
Function structure: = IRR (values, [guess] ).
Inside:

1. IRR: The function name used to calculate the internal rate of return.
2. Values: Required value. An array or reference to cells containing cash flow data ({{C_n}}).



3. Guess. An estimated% that is close to the result of IRR (). The optional value if ignoring the default value
is10%.

Note:

The value must contain at least one negative value, which istheinitial cost of the project.

Value values must be entered in the correct chronological order of cash flow to give the correct results.
If Value contains one or more non-numeric data, the function will ignore those values.

The IRR function returnsthe #NUM! Error value . If you do not have at |east one negative value in the
Value string or you find no meaningful results after 20 attempts.

In case the IRR function returnsthe #NUM! or if the result does not match the expected value, try again
with adifferent guessvalue.

6. ThelRR functionis closely related to the NPV function, because the rate that the IRR function returnsis
the interest rate that makes NPV = 0.
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[ llustration

With the above example, if you use a manual calculation formula, it will take alot of time to solve this problem.
But if you use Excdl, the result is just after 1s, you can even calculate the rate of return after 1 year, 2 years, 3
years.

Y ou enter the above data sheet into the worksheet:

A B C D E F
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-

2

3 |Niam (n) Dong tién C, Cong thiee |Kétqua |Mob ta

a 0 (4,000) =[RR(B5:B8)| 14.30%|Ty suit hoan von sau 4 nim

5 1 1,200 =[RR(B4:B5)| -70.00%|Ty suit hoan vn sau 1 nim

6 2 1,410 =[RR(B4:B6) | -23.76%|Ty suit hoan vdn sau 2 nim

7 3 1,875 =[RR(B5:B8) | #NUM! |B4o 13i do khong cé gi tri 4m
8 4 1,050
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Excel will calculate the rate of return after any year you need.

In addition, you can enter the number in the IRR function, type any cell in the Excel worksheet = IRR ({-
4000,1200,1410,1875,1050} , 10%). The result is still 14.3%.

Good luck!

Y ou finished reading the article "I RR function in Excel - Usage and examples’ edited by the TipsM ake team.
We hope this article has provided you with many useful tech tips and tricks. Y ou can search for similar articles
on tips and guides. Thank you for reading and for following us regularly.

© 2019 TipsMake.com


https://tipsmake.com

