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Net Present Value Function in MS Excel

MS Excel offers a function called the NPV function to find the net present value of a combination of investments and incomes given the Discount Rate or MARR, Values of the Investments/Incomes, as long as these values occur at regular time periods (say once a year or once a month).

1. Suppose we have an investment/income series as shown in the picture below:
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2. The Cash Flow Diagram for these values would look like the picture below. You can make simple diagrams in Excel like this by using the drawing toolbar. You can find the drawing toolbar by clicking on View > Toolbars > Drawing. 
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You then have to manually draw the lines/arrows and type the numbers in to show a scale.

3. Highlight the cell in which you want to calculate the NPV Value.
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4. To invoke the NPV function or any other Excel function click on the ‘fx’ button next to the text input area.
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5. You will get an ‘Insert Function’ dialogue box. Enter the term ‘NPV’ in the search box and click the ‘GO’ button.
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6. When it finds the NPV function, select it and click ‘OK’.
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7. You will be prompted to input Rate and some Values in the next dialogue box that pops up.
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8. Enter the Discount Rate that applies to the Investments/Income that you want to apply in the calculation. Enter 8% for example.
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9. One way to input the net income value at the end of each year is to enter each value one by one under ‘Value 1’ , ‘Value 2’, ‘Value 3’, etc. (more rows will appear as you enter each value). A simpler way is to click the input button at the right extreme of the Value 1 row. 
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10. You will see a dialogue called ‘Function Arguments’. You can move that box around the screen by clicking and dragging the box by the blue title bar. Move it away from the numbers you want to work with. Next select the values ONLY FROM YEAR 1 TO THE END (in that order, i.e., from top to bottom) that you want to perform the NPV function on by clicking and dragging from the first to the last (i.e., from $75,000.00 to $60,775.31). Do not include the value for Year 0, as Excel puts the first value out at 1 year, second value out at 2 years and so on. We do not want the discount rate to affect our year 0 values. We will simply adjust the NPV calculated in Excel with the Year 0 Net Income as shown in the following steps.
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11. After making you selection hit the ‘Enter’ key on your keyboard and the NPV function dialogue box will reappear, with the range of cells that you selected displayed in the ‘Value 1’ bar.
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12. Click ‘OK’ to execute the NPV function. The resulting value will be displayed in the selected box.
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13. Now to adjust the calculated NPV for the Year 0 values, simply add your Net Income for Year 0 to your NPV.
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14. This calculated value is the NPV that will be realized through this investment series
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15. That concludes the tutorial on using the NPV function in Excel. Excel also offers functions to calculate Annual Value, Future Value and Discount rate given corresponding parameters. You should explore these functions as well. You can search for them in the function dialogue box, as we did for the NPV function. 







Click here and drag to move this window around.
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