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TIME VALUE OF MONEY
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P=_A ___
(I+K)"
P= present value of sum received or spent.
A= sum received or spent in future.
K= rate of interest.
n= number of years.

U d AR BT Ufdss g7 (Future Value Of Single Amount)
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Where,

FVi = Future Value n year hence.

PV = Present Value.

K= Interest rate p.a.

n= no. of years for which compounding in done.
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A [(1+K)“ — 1]

K
Where,
FVA, = n 39t & foe aritfest 1 wioss geg
K = sHTel & Ufd sfafy
n = A B Ay
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The term| s | = FVIFA_(r,n) & Sgopa 9 ‘RifdTT ts TdeR 81 e 1 (Inverse

of FVIFA, , is called ‘Sinking Fund Factor’).
TP d I BT a9 I (Present Value of a Single Amount )
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PV = FV, [ﬁ]

PVa = FV, (PVIF,y)
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[(1 +K)“] = Present Value Interest Factor

U qIie! &1 9dH11= 94 (Present Value of an Annuity)e
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(LR ] is referred to the present value Interest Factor of an Annuity (PVIFA ) .
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KA+K"1 _ . . .
[m] = inverse of PVIFAy , is called the Capital Recovery Factor (CRF).

Present Value of a Perpetuity

e A perpetuity is an annuity of infinity duration.

P, = A X PVIFAg o,
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A = Constant annual payment

1 1
PVIFA. = Zm ~ X
t=1

e So present value of interest factor of perpetuity is simply 1 divided by interest rate.

e The present value interest factor declines as the interest rate rises and as the length of time

increases.

Present Value of an Unseen series

n

Aq A, Ay Ay
= + + -4+ = —_—
(1+K) (1+K)?2 (1+K)" - 1+ k)t

PV,

Where,
PV, = present value of a cash flow stream.
A =cash flow occurring at the end of year t.
K = discount rate. n = duration of cash flow stream.
o Sometimes cash flows may have to be discounted more frequently than once in a year-
semi-annually, quarterly or monthly. The shorter discounting period implies that,
Q) No. of periods in the analysis increases
(i) The discount rate applicable per period decreases.
e The general formula for calculating the present value in the case of shorter discounting

period is :-

mxn

1
PV =FV,|———
(1+E

m = no. of times discounting is done in a year.



