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Topic: Net Present Value 
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Danny agrees to pay Christine 1000 today.  In return, Christine agrees to pay Danny 500 at the 

end of one year and 700 at the end of two years. 

 

Determine Danny’s Internal Rate of Return on the arrangement. 

Solution: 

2 2

2

1000(1 ) 500(1 ) 700 10(1 ) 5(1 ) 7 0

( 5) ( 5) 4(10)( 7)
Using the quadratic ==>(1 ) 1.12321 0.12321

(2)(10)

Using the Calculator

0 1000; 01 500; 02 700; 12.321%
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Freija Industries invests 1,000,000 today to build a new plant.  Freija expects to earn cash flows 

of 500,000 at the end of one year and 800,000 at the end of two years.   

 

Based on this investment and these cash flows, calculate Freija’s internal rate of return on her 

investment. 

Solution: 

1 2

This problem can be done using your BA II + or using algebra.

Using the BA II+

0 1,000,000

01 500,000

02 800,000

17.8709%

Using algrebra

1,000,000 (500,000)(1 ) (800,000)(1 ) 0

Let (1 )

CF

C

C

IRR CPT
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1,000,000 (500,000) (800,000) 0

500,000 (500,000) 4(800,000)( 1,000,000)4
(1 )

2 2(800,000)

0.848385976 (0.848385976) 1 0.178709
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