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		Abstract

		Discounted Cash Flow (DCF) includes the present value (PV) (or net present value (NPV)) and the internal rate of return (IRR) methods of analyzing cash flows. DCF provides insight into financial management not possible using other techniques. The NPV of the time-phased costs over the economic life of an investment project is the best single-number measure of its life-cycle cost. NPV is used extensively. IRR is used much less so, then only with considerable unwarranted caution. The major reason for IRR not being used centers on the extensive criticism of IRR found in corporate finance and financial management textbooks. These criticisms overstate the minor difficulties associated with IRR, understate the coexistent difficulties with NPV, and are the focus this paper. The aim is to put the criticisms of IRR into perspective and put the two DCF measures into balance. This paper critically examines the professed reasons for the superiority of NPV over IRR in financial decision making. 


	

	

	
		
		


	

	
	

		
		

	
	


	

	
	
	
		
	
	
	

	
	
	

	
    

    
	

	
	
		JEL Classification: G31, G32, G11

	
	

	
	

























    	
	
	
	
   	
	
	
	
	
	            
	















	











    
    










    
    
    
    
















	



    




	
		Suggested Citation:
		Suggested Citation
	

	
		
			Martin,  Ray, Internal Rate of Return Revisited (October 1995).  Available at SSRN: https://ssrn.com/abstract=39520 or http://dx.doi.org/10.2139/ssrn.39520 
		
	

	

	
	
	

	
		
	

	

	
	
		

	










    
    










    
    
    
    





















	


	























	
	

		

		

		
		
		

		
		
			
				
					
						Ray Martin (Contact Author)

					
			
		

		
		
		
		

		
		
			
				
			

			
				
				
				
					
					
					
					
				
					
					
					
						
					
				
			

			
				Independent Contractor & Northwest Vista College,   ( email )

			

			
			
				
				
				
					8711 Sicily Isle Universal City, Texas  78148
210-659-8377 (Phone)
210-659-8377 (Fax)

				

				
			

			

		

		
	

	





	

	

	
	
		
	

	

	
	




				
				
				









	
	    












    
    






    
    







    









    
        
        
        
            
            

            

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    [image: PDF icon]Download This Paper
                    
                
            

        
    
        
    

            
            
                

                

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Open PDF in Browser
                    
                
            

        
    
        
    
            
        

    




















	














	
	    







 



	




	







	







































				

				

				
					
						

						
						

						

						
						

					
				

			


			
				
					
						
						
	










	
	    














	
	    














	
	    







	
		Do you have negative results from your research youâ€™d like to share?

		
			

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Submit Negative Results
                    
                
            

        
    
        
    
		

	



					

				
				
					
					


	












	
	
	








	
		
			Paper statistics

		

	


	
		
		 
			
				Downloads

				    2,539

			

		
		
		
			Abstract Views

			    8,268

		

		
		 
		
			Rank

			   10,269

		

		
	


	
		
            
            	        6 Citations
		

	

	
		
			
				       19 References
		

	



	
		PlumX Metrics

		
			
		

		
			
		

	





				


				
				
				
					


				


				
					
					

















    
        
            Recommended Papers

            	
                        
                        

                        
                        
                        Financial Contracting Theory Meets the Real World: An Empirical Analysis of Venture Capital Contracts

                        
                            By
                                
                                
                                    
                                    Steven N. Kaplan
                                     and 
                                
                                    
                                    Per StrÃ¶mberg
                                    
                                
                            

                        
                        
                    
	
                        
                        

                        
                        
                        Financial Contracting Theory Meets the Real World: An Empirical Analysis of Venture Capital Contracts

                        
                            By
                                
                                
                                    
                                    Steven N. Kaplan
                                     and 
                                
                                    
                                    Per StrÃ¶mberg
                                    
                                
                            

                        
                        
                    
	
                        
                        

                        
                        
                        Venture Capital and the Structure of Capital Markets: Banks Versus Stock Markets

                        
                            By
                                
                                
                                    
                                    Ronald J. Gilson
                                     and 
                                
                                    
                                    Bernard S. Black
                                    
                                
                            

                        
                        
                    


                    
                        	
                            
                            

                            
                            
                            Money Chasing Deals?: The Impact of Fund Inflows on Private Equity Valuations

                            
                                By
                                    
                                    
                                        
                                        Paul A. Gompers
                                         and 
                                    
                                        
                                        Josh Lerner
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            Private Equity Performance: Returns, Persistence and Capital Flows

                            
                                By
                                    
                                    
                                        
                                        Steven N. Kaplan
                                         and 
                                    
                                        
                                        Antoinette Schoar
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            Private Equity Performance: Returns, Persistence and Capital

                            
                                By
                                    
                                    
                                        
                                        Steven N. Kaplan
                                         and 
                                    
                                        
                                        Antoinette Schoar
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            The Returns to Entrepreneurial Investment: A Private Equity Premium Puzzle?

                            
                                By
                                    
                                    
                                        
                                        Annette Vissing-jorgensen
                                         and 
                                    
                                        
                                        Tobias J. Moskowitz
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            Venture Capital and the Professionalization of Start-Up Firms: Empirical Evidence

                            
                                By
                                    
                                    
                                        
                                        Thomas F. Hellmann
                                         and 
                                    
                                        
                                        Manju Puri
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            The Risk and Return of Venture Capital

                            
                                By
                                    
                                    
                                        
                                        John H. Cochrane
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            The Risk and Return of Venture Capital

                            
                                By
                                    
                                    
                                        
                                        John H. Cochrane
                                        
                                    
                                

                            

                            
                            
                        



            
            
                 
            
        

    

				

			

		


		
				
					Feedback
					
				

			

			


	
		
		Feedback to SSRN

		
			
				
					Feedback
					 (required)
				
				
			

			
				
					Email
					 (required)
				
				
			

			
				Submit
				
			
		

		

		If you need immediate assistance, call 877-SSRNHelp (877 777 6435) in the United States, or +1 212 448 2500 outside of the United States, 8:30AM to 6:00PM U.S. Eastern, Monday - Friday.

	







	

	
	
		
		

	




	
	





  
  

	
	
		
	


	
	
		
			
			
		
	


	
	
	






		
		














	
		
			
				
                    

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Submit a Paper
                    
                        
                    
                
            

        
    
        
    
					Section 508 Text Only Pages
				

			
			
				SSRN Quick Links 

					SSRN Solutions
	Research Paper Series
	Conference Papers
	Partners in Publishing
	Jobs & Announcements
	Special Topic Hubs


			

			
				SSRN Rankings 

					Top Papers
	Top Authors
	Top Organizations


			

			
				About SSRN 

					Network Directors
	Announcements
	Contact us
	FAQs


			

			
		

			
	
	


		
			
				
			

			
				
					Copyright
					Terms and Conditions
					Privacy Policy
				

				
					All content on this site: Copyright Â© 2023 Elsevier Inc., its licensors, and contributors. All rights are reserved, including those for text and data mining, AI training, and similar technologies. For all open access content, the Creative Commons licensing terms apply.

					We use cookies to help provide and enhance our service and tailor content.

					To learn more, visit
					Cookie Settings.
					
						
							
							This page was processed by aws-apollo-l200 in   0.079 seconds 
						
					
					

				

			

			
				
			

		

	









	
		
		
		
		


    
        
        
        

        
        
                
                
                    
                
            
    

    

    


		






    























    




    








	


		[image:  ]

		
		
		
		
		
		
		
		
		
		
	
