


How much money do | need to invest now to have a final value of ©20000 in 1 U A A
time given an AERof 3%?

Whatis the present value of a future payment of 020000 in 1 U A Atiin@ &ssumingan
AERof 3%7?

20000 = P(1.03) ty t,
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What is the present value of a future payment of 020000 in 3 U A A tin® éssumingan
AERof 3%7?

20000 = P(1.03)*
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Example

| am assuming that, in the long run, money can be invested at an inflation adjusted annual rate of
3% AER. | am due to be paid20,000 seven years from now. | wish to collect this debt early, at th
end of 5 years from now.

How much should | expect to collect?

? 20 000
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Present Value

Present Value is the value on a given date of a future payment (or seriesof future

payments) discounted to reflect the time value of money (and other factors such
asinvestment risk).




Present Value

Patrick borrows a sum of money from Angela. He promises to pay Ang€a700 in 8
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(a) Assuming a rate of 6%, paid and compounded annually, how much has he
borrowed from Angela?

M )T v UAAOOG6 OEI A EIl x | OAE xEI Il EA 1 x|
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> 1700
‘n :(1 +0.06)° (1 ©.06)
1066.60~ 1700
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Bonds & Present Value

Angela invested in a savings bond which will be wortt®1700 (i.e. future value) in 8

UAAOOG OEI A8

(a) Assuminga rate of 6%, paid and compounded annually, how much is the bond
worth now?

(What is the present value of the bond? What is the fair market value of the bond
now?)

(b) Inu UA A Omow mudtEnlowdd the bond be worth to Angela?

@ 0 1 2 3 4 5 6 7 8 (b) F=P@1 +)
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1700 = 10,067 (1 ©.06)
1066.60~ __ 1700
= (1+0.06)°
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Bonds: A bond is a certificate issued by a government or a public
companypromising to repay borrowed money at a fixed rate of interest
at a specified time.

": - ' v '. ; "‘ :A;‘ ‘M-ﬁ».w . ._.". .
-_ e Rk R SRR e
w2 b ’ S vy
: J.m",:k.s , .ﬁ'ﬁel'.‘.‘..‘( o [ S o 7

b ool e el ateadil A R

g Ry o s ey < W
o St Sttt s Aot -

l;-..- S T S S SR R G —

The first bonds issued by the Republic of Ireland

The issuer of the bond is the borrower and the holder of the bond is the lender.
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Equal payments of O=each, at equal intervals, for a fixed time

Future value works forwards >
Payment period
>
to ty t, ts < < <
Present Future
Value (P) Value ()
<€ Present value works backwards (back from the future)

If we are investing money into an account,we will be working with the future values of the
payments into the account, since we are saving money for one day in the future . The future
value of an annuity is the sum of the future valuesof eachpayment. It forms a geometric series.

If we are paying off a loan

payments. This is becausewe get the money today, and pay the money back with interest some

time in the future. We also use the idea of present value when deciding the size of a pension
fund.

then we will be considering the present value of a series of



