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Objectives:

Students will learn how the theory of compound interest and the time value of money are
used to compute the present value of future payments. Students will be able to calculate both
the present and accumulated values of annuities, and the price of bonds and other fixed
income investments. They will be able to construct loan amortization schedules under various
payment schedules and interest assumptions. They will be able to set up equations of value to
be solved for unknown yield rates, payment amounts, or payment times.

Syllabus:

-Simple and compound interest: Time unit. Effective rate of interest. Accumulation at
constant rate of interest. Present value at constant rate of interest. Varying rate of interest.
Precision of calculations.

-Cashflows: Accumulation and present values of discrete-time cashflows. Level annuities
certain. Increasing annuities certain. Perpetuities. Notation -- annuities payable times

per time unit.

The yield on a series of cashflows: The equation of value. Existence and uniqueness of
-yields. Finding yields approximately using linear interpolation.

Project appraisal: The discounted cashflow modecl. Internal rate of return (IRR). Net
present values (NPV). Break-even duration. Different borrowing and lending rates.
Measuring rates of return on a fund: Money-weighted rate of return. Linked internal

-rate of return. Time-weighted rate of return.

Loan schedules: Loans repayable by annuities. Capital and interest content of
repayments. Capital outstanding. Alterations to the terms of a loan.

-Fixed interest securities: Overview of fixed-interest securities: Pricing a fixed interest
security for a given yield. Finding the yield on a fixed interest security for a given price.
-Income tax and capital gains tax.

Nominal rates of interest; Interest compoundingtimes per time unit. Relations

between effective and nominal interest rates and discount rates.
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