FUTURE VALUE (FV) AND PRESENT VALUE (PV) Worksheet

1. The amount to which your investment will grow, is refers to:

A. compound value
B. annuity value

C. future value

D. present value

2. The amount of money that would have to be invested today at a given interest rate
over a specified period to equal a future amount is referred to as:

A. compound value
B. annuity value
C. future value
D. present value

3. The situation in which interest paid on an investment during the first period,
interest is earned on the original principle plus the interest earned during the first
period

Compound interest

Simple interest

Future interest

Present interest

Sowp

4. If you only earned interest on your initial investment, it would be referred to as:
Compound interest

Simple interest

Future interest

Present interest

SCowp

5. Principle 2 states that “money has a time value” Explain this statement.

6. How does compound interest differ from simple interest? Give an example of
each.

7. Why is the present value of a future sum always less than sum’s future value?



You must show formula and computation for the following questions to receive full credit.

8. If we place $500 in a savings paying 4% interest compounded annually how
much will our account accrue to in 5 years? Analyze your results. (See example
5.3)

9. If you put $500 into an investment paying 10% compounded annually, how much
will your account accumulate to in 7 years? Analyze your results.

10. What is the present value of $7000 to be received 8 year from today of our
discount rate is 7%? Analyze your results. (See example 5.4)

11. You are given a $500 savings bond for a graduation gift. What is the present value
of $500 to be received 8 years from today if your discount rate is 6%? Analyze
your results. (See example 5.5)

12. What is the present value of an investment that yields $1100 to be received in 2
years, $2500 received in 4 years, and $3500 in 6 years discounted rate of 6%?
Analyze your results. (See example 5.6)



13. What is the present value of an investment that yields $1500 to be received in 8
years, $2000 received in 10 years, and $2500 to be received in 12 years if the
discount rate is 5 percent? Analyze your results.

14. Assuming two investments have equal lives, a high discount rate tends to favor
A) the investment with large cash flow early.
B) the investment with large cash flow late.
C) the investment with even cash flow.
D) neither investment since they have equal lives.

15. U.S. Savings Bonds are sold at a discount. The face value of the bond represents
its value on its future maturity date. Therefore,

A) the current price of a $50 face value bond that matures in 10 years will be
greater than the current price of a $50 face value bond that matures in 5
years.

B) the current price of a $50 face value bond that matures in 10 years will be less
than the current price of a $50 face value bond that matures in 5 years.

C) the current prices of all $50 face value bonds will be the same, regardless of
their maturity dates because they will all be worth $50 in the future.

D) the current price of a $50 face value bond will be higher if interest rates
increase.

16. Suppose you are considering depositing your savings in one of three banks, all of
which pay 5% interest; bank A compounds annually, bank B compounds
semiannually, and bank C compounds daily.

a) Which bank would you choose?

b) Why?



