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Building the Business Case - Payback 

Let's calculate our Payback. Unfortunately, there isn't a function or an easy way of 

calculating Payback. There are some formulas that you can use. There are a couple of 

different ways of doing it. I will take you through a few ways that I like to do. You are quite 

welcome to play around and use a combination of different methods. Basically the idea of a 

Payback is that you're wanting to know at what point does your cash flow become positive. 

In order to do that we need to calculate a cumulative cash flow. We will do that down here. 

Put in the text “cumulative cash flow” and we will use a cumulative formula just like before. 

I am going to go here and copy the formatting using format painter. I have gone from the 

second one because that is easier and then I copy that back. Copy it across and you can see 

here that it picks up the cumulative value as it goes along.  

We can see that the Payback year is 2022. What we want to do is pick up the year 2022. We 

could just type it in but of course we want this to be linked and dynamic so that if anything 

changes within our model, it will automatically calculate. What we need to do is look along 

the cumulative cash flow and pick out the year at which it becomes a positive value. What 

we are going to do is look along the range; the criteria that we are looking for is a zero. I 

would like you to pick out the point at which it becomes positive which is the zero and pick 

up the corresponding year. We are going to do that using a LOOKUP function. We will put 

this a Payback 1 and then we will do a longer method in a moment and call that Payback 2.  

For Payback 1, I am going to use a LOOKUP function. I can't use a VLOOKUP because it is 

horizontally orientated not vertically orientated. I also can't use HLOOKUP because it's not 

an exact match that I am looking for and also because what I am looking for is on the lower 

row and what I am returning is on the higher row, so this is why a LOOKUP is a much better 
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function to be using. Use the first one there. My LOOKUP value is a zero. My LOOKUP vector 

is along the bottom here, don't worry about any dollar signs and then just pick up the 

corresponding year. You can see there that it is picking up 2021. The reason for that is 

because with a close match LOOKUP, it always forces it down to the next one. It's actually 

not a close one, it's the next one down. It's always going to be pick up the year below the 

year that you want so you can just say plus one. That is a very simple way of creating a 

payback calculation; the year in which it has been calculated.  

A more detailed way of doing that is to actually take the annual cash flow, convert it to a 

monthly amount and then work out theoretically at what point it becomes positive. It's a 

fairly long-winded way of doing it. I don't mind if you don't need to do this kind of thing for 

your work, that's absolutely fine, you can leave this one. To fulfil the requirements of this 

course, you need to do at least one payback calculation; you can come up with your own 

method if you like. Either do it the way that I've just done or if you want, you can do a full 

detailed one. Either follow along with me, sit back and watch or fast forward this bit. 

Let's go into a bit of detail. There is another tab called Payback for calculating it. What I do 

first is put the years in, so the first year that we want to pick up is 2018 and I will change the 

formatting as it is incorrect. What I will do is copy that down for the first twelve months. 

Then 2018 plus one and copy that all the way down. We are going to go down for about ten 

years. This is all hard coded and this is plus one. As you copy it down, it gives you twelve 

months’ worth for each year.  

Then in the second column pick up the corresponding cash flow, divide by twelve and make 

it cumulative. What I want to know is at any point in time, theoretically of course, how 

much cash have we made. I want to know exactly how many years and how many months it 

takes for us to turn a profit. We want to pick up first of all, what our cash flow is for 2018. I 

will do that by going back to P&L, and to your cash flow here. I am going to pick up the years 

and all this here and cash flow there. I will count it down; a HLOOKUP for the year, my table 

array and the easiest way of doing this is just counting as you go down. I think it's about the 

seventeenth row. Fix your referencing, put in the seventeen and then it's going to be an 

exact match for this one here.  
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What I have done now is picked up the corresponding cash flow for the first year. What I will 

do now is divide that by twelve, copy it down and make it cumulative. I am going to say plus 

B1. I can then copy that all the way down. Get rid of the decimal places. That’s what your 

formula should look like. This is theoretically how much cash we've got divided into months 

and years. By scrolling down, I can see there that is going to take about four years and five 

months exactly. We know that it is going to force it down the next one, so let's look at that 

in a minute. Go back to the P&L and what we are going to do here is to look at our Payback 

and find again the zero. Again we are going to look for a close match. You can use either a 

LOOKUP or a VLOOKUP. I will go with a VLOOKUP. The LOOKUP value is going to be a zero. 

Table array is highlight the whole lot and then it's the second column and close match. So 

we put the true in there and say okay. Four years and four months; we know from looking at 

it is actually four years and five months and you can't just do a plus one in this case. What 

you can do is take that number there and copy it up one, like that. Bit of a cheat there. 

When I go to here, in P&L, it's going to say four years and five months. That is what your 

formula should look like. 

You've now got your project profitability calculations; the NPV, IRR and Payback Calculation. 

 

 


