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(1 + 𝑟) = 𝐹𝑉 ∗ (𝑃𝑉 𝐹𝑎𝑐𝑡𝑜𝑟) 

Table 𝑃𝑉 𝑜𝑓 𝐴𝑛𝑛𝑢𝑖𝑡𝑦 = 𝐴𝑛𝑛𝑢𝑖𝑡𝑦 𝑃𝑎𝑦𝑚𝑒𝑛𝑡 ∗ (𝑃𝑉 𝐹𝑎𝑐𝑡𝑜𝑟) 

EXAMPLE: Your grandmother is giving you a graduation gift, but has given you two options. 

1. She will give you $5,000 one year from now 

2. She will give you $1,000 per year for the next six years, the first payment occurs one year from now. 

Assuming the interest rate is 10%, which is the better option? 

PRACTICE: You have won the lottery! You are given two options for your payout: 

1. You can receive $540,000 today 

2. You can receive $50,000 annually each year for the next twenty years 

Assuming the interest rate is 6%, which is the better option? 



blankA bond has two cash flow streams: 

blankAnnual (or semi-annual) interest payments are an _______________ 

blankThe principal payment at maturity is a ______________ 

blankBonds also have two important interest rates: 

blankThe ___________ interest rate is used to calculate actual cash payments of interest 

blankThe ___________ interest rate is used to calculate the selling price of the bonds and interest expense 

blankNOTE: If bonds pay interest semi-annually, you must do the following before using the PV tables: 

-Divide the interest rates by ________ 

-Multiply the number of years by ________ 

EXAMPLE: Your Company, Inc. issues $100,000 of 10% bonds due in 10 years. The bonds pay interest semi-annually and 

the current market rate of interest is 8%. What is the present value (current selling price) of the bonds? 

PRACTICE: ABC Company issues 1,000 bonds with a face value of $1,000 maturing in eight years. The bonds pay 8% 

interest semi-annually and the current market rate of interest is 12%. What is the total amount of cash received from the 

bond issuance? 



 

 

 

Pesent Value of $1 
Periods 4% 5% 6% 7% 8% 1% 12% 14% 16% 
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