


Understand what is meant by "the time value of money."
Understand the relationship between present and future value.

Describe how the interest rate can be used to adjust the value
ash flows — both forward and backward — to a single point

oresent value of: (a) an amount
N flows (an annuity);
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Which would you prefer -- $10,000
today or $10,000 in 5 years?

510,000 10day //
THE (MTEREST RATE y /

//
TIME VALUE TO MONE/



Why Is such an important
element in your decisione

TIME /
WHY TIME? INTEREST //
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Simple Interest

Interest paid (earned) on only the original
orincipal, borrowed (lent).

» Cornpouncdl Inferest
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SIMPLE INTEREST FORAULA /



Assume that you deposit 1,000 in an
account earning simple inferest for
2 Vhat is the accumulated

e 2nd year?

SIMPLE iINTEREST EXAMPLE 07 2 /

i 40)



What is the Future Value (FV) of the
deposite

51,140
» rUTUre Value
SIMIPLE INTEREST (IFV) ///




What Is the Present Value (PV) of the
previous problem®e

~Is simply the
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1st Year 10th 20th 30th
Year Year Year
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D_ 15000 :

(:j;' 10000 7% Compound
; Interest

= 5000 m 10% Compound
C>U Interest
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SINGLEIDEPOSIT(GRAPHIG)

Assume that you deposit & 1,000 at
a compound inferest rate of for

7%
$1,000



[ FUTUREVALUE
SINGLE DEPOSIT(FORMULAY

AL =2 (1+) = 7.000.(1 -}




| Fuile2 20y
SINYIEWEPOSIILOTINUI)

V.. =P, (1+] = $1,000 (1 )
= 51,070

FYo
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- (1+) 41,000 .07 2
$1,144.90

$4.90 ar
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