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Example 

For the 1,000 baht which Bruce Wayne deposits with the financial 

institution, find the total amount that he has after 1 year under each 

of the following cases:  

 12% interest compounded annually  

 12% interest compounded semi-annually 

 12% interest compounded quarterly 

 12% interest compounded monthly 

 

 1000(1.12) = 1,120   interest earned on interest = 0 

 1000(1.06)2 = 1,123.6  interest earned on interest = 123.6-120=3.6 

 1000(1.03)4 = 1,125.5 interest earned on interest =125.5-120=5.5 

 1000(1.01)12 = 1,126.825 interest earned on interest = 126.825-

120=6.825 
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Example 

 You deposit money for 5 years. The deposit give you the interest of 5 

percent per annum, compounded semi-annually. What is the 

effective annual rate? 

 (1+0.05/2)2 – 1 = 5.0625% 

 

 

 

 You ask for a 3-year loan from a bank. The effective annual interest 

rate is 16.99 percent. If the interest is quarterly compounded. What is 

the equivalent simple annual rate per annum? 

 16% 
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Example 
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 Mr. Han deposited 240,000 dollars in a saving account 

that pays 5 percent interest, compounded quarterly, 

planning to use it for retirement. Eighteen months later, 

he decided to close down the account and move to 

Europe. 

 PV 240,000 

 I/Y 5/4 

 N 6 

 CPT FV 

 258,571.9633 



1. Example – Single sum 

 Andy needed to pay 500,000 baht for his parents’ medical bill. 

However, he only had 20% cash of what the hospital billed 

him. Thus he borrowed the rest of the amount from a loan 

shark in which he was required to pay back a lump sum of 

608,350 baht in three years from the borrowing date. What 

was the nominal interest rate that the loan shark charged him 

for? 

 

 PV 500,000(0.8) 

 N 3 

 FV -608,350 

 CPT I/Y 

 15% 
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1. Example – Single sum 

 Which amount is worth more at 14 percent: $1,000 in hand 

today or $2,000 due in 6 years? 

 

 

 2000/(1.14)6 = 911.173 

 1000 Today is worth more. 
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1. Example – Single sum 

 Sales of Smoothie SME Co. were 10 million baht in 2005. If 

sales are expected to grow at 8 percent annually, in what year 

will the sales be 17.13824 million baht? 

 PV -10 

 FV 17.13824 

  I/Y 8 

 CPT N 

 7 years 
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1. Example – Single sum 

 Mickey has been given an opportunity to receive $20,000, 6 

years from now. If he can earn 10 percent on his investment, 

what is the most he should pay for this opportunity? Assuming 

the opportunity will not default.  

 FV 20,000 

 I/Y 10  

 N 6 

 CPT PMT 

 11,289.4786 
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Example 
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 Barbie were sold at auction in 2000 by Christie’s International 

PLC for $16,500 each. At the time it was estimated that this 

represented a 18 percent annual rate of return. For this to be 

true, what was the Barbie have sold for new in 1961? 

 FV 16,500 

 I/Y 18% 

 N 39 

 $25.95 

 

 



Example 
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 Homer is selling his house. Charles has offered Homer 

$115,000. He will pay immediately. Kate has offered $150,000 

but he cannot pay until three years from today. The interest 

rate is 10 percent. Which offer should Homer choose? 

 150,000/(1.1)3 = 112,697.22 

 First offer is better 

 



Example 
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 To the closest year, how long will it take your deposited money 

to be doubled, if it earns the following rates? 

 7 percent 

 10 percent  

 18 percent 

 100 percent 

 PV -1 

 FV 2 

 I/Y X  

 CPT N 

You do not need to clear your work!, Just input a new I/Y and 

command CPT N, because your other variables are the 

same. 

 



2. Examples – Ordinary annuity 
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 Danny intends to collect money for retirement. If Danny 

deposits $100 at the end of each period for the next 50 years 

into an account paying 7 percent interest, annually 

compounded, how much money will Danny have in the 

account in 50 years?  

 PMT -100 

 N 50  

 I/Y 7 

 CPT FV 

 40,652.89 

 

 

 

 

 

 



Example 
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 Dre wants to have 100,000 pounds in his savings account five 

years from now; he is prepared to make equal deposits into 

the account at the end of each year. If the account pays 12 

percent interest, annually compounded, what amount must he 

deposit each year? 

 CF (1.125 – 1)/.12 = 100,000 

 CF = 15,740.9731 



2. Examples – Ordinary annuity 
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 Ben wants to have 120,000 pounds in his saving account five years from 

now; he is preparing to make equal deposits into the account at the end of 

each year. If the account pays 12 percent interest, annually compounded, 

what amount must he deposit each year? 

FV 120,000 

I/Y 12 

N 5 

CPT PMT = 18,889.1678 

 What if the account pays 12 percent interest, quarterly compounded? 

I/Y (1+.12/4)4 -1 = 12.5509% 

CPT PMT = 18,683.6967 

 What if he quarterly deposits the amount and the bank give him quarterly 

compounded rate? 

I/Y 3 

N 5x4 = 20 

CPT PMT = 4,465.8849 

 

 

 



2. Examples – Ordinary annuity 
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 Beginning three months from now, Peter wants to be able to 

withdraw 10,000 dollars each quarter from his bank account to 

cover his personal expenses over the next four years. If the 

account pays 16 percent interest, compounded quarterly, how 

much Peter need to have in his bank account today to meet 

his expense needs over the next four years? 

 

 10,000[1-(1/1.0416)]/.04 = 116,522.96 

 

 

 

 

 

 

 



2. Examples – Ordinary annuity 
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 You’re asked to choose between 2 choices, which would you 

preferred? 

 100,000 Yen at the end of each of the 12 subsequent 

months and to be deposited in an account paying a 15 

percent, compounded monthly  

 1,000,000 Yen now 

 

 100,000 [1-(1/1.1512)]/(.15/12)  

 1,107,931.197 

 First choice is better 

 

 

 

 

 



2. Examples – annuity due 
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 Goofy subscribed to a monthly released journal. His subscription is 

about to run out and he has a choice to renewing it by sending in 250 

pounds a year for a regular rate or getting a lifetime subscription for 

the magazine by paying 3,000 pounds. His opportunity cost is 7 

percent. How many years would he have to live to make the life time 

subscription the better buy? Payments for the regular subscription 

are made at the beginning of each year. 

 2ND BEG 2ND for annuity due function 

 PMT 250 

 PV -3,000 

 I/Y 7 

 CPT N 

 Goofy has to live longer than 22.72 years in order for his life time 

subscription to be worth it.  

 

 

 

 



2. Examples – annuity due 
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 Eric plans to marry Arial in the near future. He saved 40% of his 

annual income in a time-deposit account, which earns 12 percent 

interest, compounded annually. The first and last deposits are made 

today and 1 year before the marriage, respectively. His annual 

income is constant at 100,000 dollars. If the dowry to be paid on the 

wedding day is 786,183 dollars, when will Eric marry Arial? 

 

 PMT 100,000x.4 = -40,000 

 FV 786,183 

 I/Y 12 

 CPT N 

 10 years 

 

 

 

 

 



2. Examples – annuity due 
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 The Queen deposits 5,000,000 baht for the education of Elsa and 

Anna. The princesses are supposed to withdraw an equal amount of 

money from the account once a year for the next 12 years. The first 

withdrawal will be made today. After the last withdrawal is made, the 

account balance is zero. If the account earns an interest rate of 12 

percent per annum, semi-annually compounded, how large is each 

withdrawal the two princesses can share? 

 You need to match interest rate and cash flows  

 EAR = (1+.06)2 -1 = 12.36% 

 I/Y 12.36/2 = 6.18 

 PV 5,000,000 

 N 24 

 CPT PMT = 381,471.02 

 

 

 

 



2. Annuity cash flow – growing annuity 
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 The present value of a growing annuity with the initial 

cash flow, growth rate g per period for a finite time. 

 

 

 

Example 

Ellen considered saving $10,000 per year for her retirement. Although $10,000 

is the most she can save in the first year, she expects her salary to increase 

each year so that she will be able to increase her saving by 5% per year. 

With this plan, if she earns 10% per year on her savings, how much will 

Ellen have saved at age 65 if she’s currently 35 years old? 

PV = 10,000 /(.1-.05) [1- (1.05/1.1)30] =150,463.147 

FV = 150,463.147 (1.1)30 = 2,625,491.979 

 

PV =
CF

(i − g)
 1 −  

1 + g

1 + i
 
n

  



Example 

 You want to begin saving for your retirement.  You plan to 

contribute $12,000 to the account at the end of this year.  You 

anticipate you will be able to increase your annual 

contributions by 3% each year for the next 45 years.  If your 

expected annual return is 8%, how much do you expect to 

have in your retirement account when you retire in 45 years? 

 

 PV = 12,000/(.08-.03) x [1- (1.03/10.8)45] = 211,567.3489   

 FV = 211,567.3489 x 1.0845 = 6,753,324.852 



3. Perpetuity - examples 
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 Pocahontas is considering purchase 40 square yards of land 

for growing corn. This will produce cash flow of 25,000 baht 

per year indefinitely. If Pocahontas requires a return of 13 

percent on this investment, what is the most that she should 

be willing to pay for the land? 

 

 25,000/.13 = 192,307.6923 

 She should not pay more than this amount 

 

 



3. Perpetuity - examples 
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 You want to endow an annual MBA graduation party. You want 

the event to be a memorable one, so you budget $30,000 per 

year forever for the party. If the university earns 8% per year 

on its investments, and if the first party is in one year’s time, 

how much will you need to donate to endow the party? 

 

 30,000/.08 = 375,000 



3. Perpetuity - examples 
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 Monsters, Inc.’s preferred stock has a 100-baht par value. It 

pays quarterly dividend of 6 percent per annum. If the required 

rate of return on this preferred stock is 12 percent, how much 

should it be the price for this stock? 

 

 1.5/(.12/4) = 1.5/.03 = $50 per share 

 

 



3. Perpetuity - examples 
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 Aladdin would like to set aside an amount of cash in the 

specific account that aims to provide an even stream of 

donation to various foundations. If the account pays 5 percent 

interest, annually compounded, and Aladdin would like to 

donate 500 baht per year forever, starting the first donation 

today, what is the appropriate amount he needs to deposit 

today?  

 

 500/.05 = 10,000 



3. Perpetuity – growing perpetuity example 
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 Andy invests in common stock of ABC firm which expected to pay 15 

baht of dividend per share for next year. The ABC firm pledges to 

increase its dividend by 3.5% per year indefinitely. If Andy requires a 

12.5% return on this investment, what is the maximum price Andy 

should pay for this stock? 

 

 15/(.125-.035) = 166.67 
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 You are given the following cash flows. What is the present value if 

the discount rate is 12 percent? 

 

 

 

 

 PV 7,240.42 

4. Finite-life uneven series of cash flows - Examples 

Year 0 Year 1 Year 2 Year 3 Year 4  Year 5 Year 6 

$0 $4,100 $2,000 $2,000 $2,000 0 -$1,400 
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 You are given the following cash flows. What is the future 

value if the discount rate is 12 percent? 

 

 

 

 

 FV 14,291.2956 

 

4. Finite-life uneven series of cash flows - Examples 

Year 0 Year 1 Year 2 Year 3 Year 4  Year 5 Year 6 

$0 $4,100 $2,000 $2,000 $2,000 0 -$1,400 
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 Find the future value of the following cash flow stream, 

discounted at 11.75 percent: year 1, $30,000; year 2, $9,000; 

year 3 to 20, $5,400.  

 FV 607,643.5354 

4. Finite-life uneven series of cash flows - Examples 



Pure discount loan 
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 Loan that the borrower receives money today and 

repays a single lump sum some time in the future 

 Example When the US government borrows money on a 

short-term basis (a year or less), it does so by selling what are 

called “Treasury Bills” or “T-Bill” for short. A T-bill is a promise 

by the government to repay a fixed amount at some time in the 

future. If a T-bill promises to repay $10,000 in 12 months, and 

the market interest rate is 7 percent, how much will the bill sell 

for in the market. 

 10,000/1.07 = 9,345.7994 



Example 
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 Antonio is discussing the loan with Shylock to borrow $12,000 

for one year. The interest rate is 12 percent. Both agree that 

the interest on the loan will be 0.12 x $12,000 = $1,440. So 

Shylock deducts this interest amount from the loan up front, 

called the “discount interest” and give Antonio $10,560. What’s 

wrong here? 

 PV 10,560 

 FV – 12,000 

 N 1 

 CPT I/Y 

 13.6364% 



Example 
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 Prepare an amortization schedule for a 3-year loan of $30,000. The interest 

rate is 8 percent per year, and the loan calls for equal annual payments. 

How much interest is paid in the third year? How much total interest is paid 

over the life of the loan?  

 PV 30,00  

 N 3 

 I/Y 8 

 CPT PMT = 11,641.01 

 Year Beginning 

Balance 

Total 

payment 

Interest  

paid 

Principal 

paid 

Ending 

balance 

1 30,000 11,641.01 30,000x.08 

=2,400 
11,641-2,400 

=9,241.01 

30,000-9,241 

=20,758.99 

2 20,758.99 11,641.01 20,758x.08 

=1,660.72 

11,641-1,660 

=9,980.29 

20,758-9,980 

=10,778.70 

3 10,778.70 11,641.01 10,778x.08 

=862.30 

10,778.70 0 

Total 4,923.02 30,000 P1 = 3 P2 =3  
P1 = 1 P2 =3  
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