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4EXAMPLE

NET PRESENT VALUE

YEAR INVESTMENT PROFIT DISCOUNT FACTOR NET PRESENT VALUE

0 - 700,000.00 0 - 700,000.00

1 0 500,000 (1 + 0.20)-1= 0.833 416,666.67

2 0 400,000 (1 + 0.20)-2= 0.694 277,777.78

3 0 300,000 (1 + 0.20)-3= 0.579 173,611.11

Value in use = −700 + 417 + 278 + 174 = 169

So the project is profitable as the value in 
use is positive, DKK 169,000. The invest-
ment in the project yields a higher rate of 
interest than the required 20 % p.a.

As the example above shows, the pro-
ject balances (value in use approximately 0) 
after only two years. The project’s payback 

time is therefore approximately two years 
or, put in another way: break-even point is 
reached after two years.

The calculation also shows the project’s 
cash flow, i.e. the capital requirement of the 
project during its lifetime.

A rationalization project is established and 
during the first year, DKK 700,000 is in-
vested in wages, consultancy services, etc. 
After a year, changes have been carried 
out that lead to a saving of DKK 500,000, 
to a saving of DKK 400,000 the year after, 

and of DKK 300,000 in the third year. An 
analysis of the project’s profitability in 
accordance with the net present value 
method is required, using a discount rate 
of 20 % p.a.

Carrying back a future amount is called discounting. When a future amount
is discounted, the net present value (NPV) of the future amount can be obtained.
The present value (PV) of an amount is calculated as follows:

NPV = NB * (1 + r)−n

Where:
NPV = net present value
NB = the amount that is to be carried back (discounted)
n = number of payments
r = discount interest rate

The value in use of the investment is obtained by deducting the investment from
the profit. If the value in use is positive, this means that the investment yields 
a higher interest rate than the discount interest rate.

Figure 4.14 Calculation of net present value for a rationalization project
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FIGURE 4.14
Calculation of net present value for a rationalization project. © Praxis − Nyt Teknisk Forlag 2020




