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Time Value of Money

Money today is more valuable than money tomorrow



Comparing Cash Flows

365 il Careers

Scenario I:
+100 +110
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Today + 1 Year + 2 Years + 3 Years
Scenario Il:
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Today + 1 Year + 2 Years + 3 Years
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-Better-option-

We have to consider
the Time Value of money
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Present and Future Value of Cash Flows

Present

+ Interest rate x Future
Value

Present Value Value

Interest (3% x $100) = S3
5100 =) Bank ) 5103

Today + 1 Year

Future Value = Present Value x (1 + i)

Future Value = 100 x (1 + 3%) = $103



Present and Future Value of Cash Flows

How do we find the Present Value of a Future Cash Flow?

Divide by (1 + i)

Future Value = Present Value x (1 + i)

Future Value _ Present Value x (y(i)
(1+i) (341)
v

Future Value
(1+i)

= Present Value




Present and Future Value of Cash Flows
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