PRESENT VALUE

Ex 1:  Suppose we need $5,000 (FUTURE VALUE) one year from today to pay a business loan.  We have some cash available now – how much would we have to invest today (PRESENT VALUE) at an annual rate of 8%, compounded annually, to have the money in one year?

Ex 2:  Suppose we have a 6-year old child and we want to have $20,000 (FUTURE VALUE) set aside for her education when she reaches the age of 18.  How much would we have to set aside today (PRESENT VALUE) if the annual interest rate is 8% and it is compounded semiannually?


Using the TABLE on page 458 requires that we know two things: (1) What is the period interest rate, and (2) How many periods are there in the term of our investment?

Ex 3:  What if the annual rate is 
[image: image1.wmf]1

2

8%

 - in other words, a rate that is NOT on the table?

The first thing we must determine is the period interest rate – in this case 
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(Which is 
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 as a decimal).  Then we need a formula!  

The Present Value of ONE dollar = 
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