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‘TABLE 4-3

Formulas for the Basic Interest Rate Factors

|
DECISION TREE FOF\% PRESENT VALUE AND FUTURE VALUE FORMULAS
(First Payment at End of First Period. No Payment in Year 0.)

Number Time Time Formula
. of between Evaluation  of Formula no. in
payments payments period value Formula name text

R R A
One Terminating < " I (
resent value o
Present  Vp = Vp/(1 +1r)" st M (4-2)
Future value*
181 n ke -
Future |V, = p{(——?——] of a terminating (1)
Terminating < annual series
START _ -n1 Present value !
Annual Present V) = p[#] of a terminating (4-10)
annual series
Future  Vj; = infinity
Perpetual < Present value
Present V, = 4 of a perpetual (4-8)
Series d annual series
Future value*
1+)"—1
Future V), = p[((T#)f—T] of a terminating
Terminating periodic series
1—(+n"n Present value
eriodic Present Vg = p| ————+—— | of a terminating
Periodi (1+n=1
periodic series
Future Vi = infinity
Pefpcwal Present value
Present VQ == W Of a perpe!ual

periodic series

§ r

fixed in nominal terms, r is nominal. See Chapter 5.)

Vo = present value (or initial value)

Vi, = future value after n years (including interest)
n = number of years of compounding or discounting
.O =

t = number of years between periodic occurrences of p

annual interest rate/100. (If payments are fixed in real terms, r is real; if payments are

amount of fixed payment each time in a series (occurring annually or every t years)

*The future value of any terminating series is its present value formula times (1 + r)".

Adapted from Gunter and Haney (1978), by permission.
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