IRR (CRITICAL SUM)

PROBLEM

Statement showing computation of NPV at 21%and 22% discount
rates

year Cash Trial at 21% TRIAL AT 22%
inflows | pvf Pv of pvf Pv of
cash cash
inflows inflows
1 30000 .826 24780 .820 24600
2 40000 .683 27320 .672 26880
3 50000 .564 28200 .551 27550
4 40000 467 18680 451 18040
98980 97070
Less- initial 100000 100000
investment
NPV (1020) (2930)




From the above table we see, NPV both at 21%and 22% discount
rates are negative. Let us consider another trial rate of 20%.

Since the IRR of 20.49% is higher than the cost of capital of 15%, the
project will be accepted.

MODIFIED INTERNAL RATE OF RETURN









