
 

ADMS 2500 - Introduction to Financial Accounting 
Time Value of Money 
  

1. Basics 

2. Cash Flow Types 

a. Single Dollar Cash Flows 

b. Annuity Cash Flows 

c. Annuity Due Cash Flow 

3. Formulas To Know 

4. Practice Problems 

 

Time Value of Money - Basics 
 

▪ Time value of money refers to the opportunity cost associated with receiving funds in the 

future.   

▪ The implication of TVM is that a $1 promised today has more value than $1 promised in 

the future 

▪ The $1 received today can be invested at a given rate of interest and grow to more than $1 

in the future. 

        

 

 

 

 

 

 

▪ TVM tells us that in order to compare cash flows that happen in different time periods we 

must look at them in the same time period by either compounding or discounting the cash 

flows.   
 

▪ In this topic we are going to learn different tools to move a cash flow along a time line so 

that we can compare cash flows, which occur in different time periods. 

 

 

 



 

Types of Cash Flows 
 

Single Dollar Cash Flow Problems 

What is the future value of $1,000 invested today for 5 years in an investment account earning 

5% compounded annually? 

 

 

 

If you know that you want $5,000 saved for a new car purchase in 5 years, what should you 

invest now if current rates are 5% compounded annually? 

 

 

 

Annuity Cash Flow Problems 

How much can be accumulated in a savings account if $1,500 is invested yearly for 4 years at 

5% compounded annually? 

 

 

Annuity Criteria 
▪ Regular cash flows of the same amount 
▪ Same/consistent frequency of cash flows 

▪ Finite period of time 

 

Annuity due Cash Flow Problems 

How much can be accumulated in a savings account if $1,500 is invested yearly for 4 years 

starting today at 5% compounded annually? 
 

 

 

 

 



 

Formulas to Know: 

Single Dollar Formulas: Annuity Formulas: 

PV = FV(Factor) PV = C(Factor) 

FV = PV(Factor) FV = C(Factor) 

  

Single Dollar Cash Flow 

  

Example 1 - Solve for Future Value 

What is the future value of $1,000 invested today for 5 years in an investment account earning 

6% compounded annually? 

  

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

Example 2 - Solve for Present Value 

If you know that you want $5,000 saved for a new car purchase in 4 years, what should you 

invest now if current rates are 6% compounded semi - annually? 

 

 

 

 

 

 

 

 

 



 

Formulas to Know: 
 

Single Dollar Formulas: Annuity Formulas: 

PV = FV(Factor) PV = C(Factor) 

FV = PV(Factor) FV = C(Factor) 

 

Annuity Cash Flow 

  

Example 3 - Solve for Future Value 

How much can be accumulated for retirement if $15,000 is deposited annually and the account 

earns 8% interest compounded annually for 4 years? 

  

 

 

 

 

 

 

Example 4 - Solve for Present Value 

What is the present value if $8,000 is deposited semi - annually for 3 years if the appropriate 

interest rate is 8% compounded semi-annually? 

  

 

 

 

 

 

 

 

 

 

Example 5 - Solve for Annuity Cash Flow (C) 

If you need $1,000,000 saved up for when you retire in 20 years, how much do you need to 

deposit in a savings account annually if interest rates are 8% compounded annually? 

  

 

 

 

 

 

 

 

 

 



 

Formulas to Know: 
 

Annuity Formulas: Annuity Due Formulas: 

PV = C(Factor) PV = C(Factor)(1+Rate) 

FV = C(Factor) FV = C(Factor)(1+Rate) 

 

Example 6 - Annuity Due 

What is the present value of if $5,000 is deposited annually for 5 years starting today. The 

appropriate interest rate is 8% compounded annually. 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 



 

 
 

 

  

 

 

 



 

 

 

 


