Time Value of Money
1. Future Value of a Single Sum
Given:
PV = $200
r = 4%
n = 5 years
TVM Table (FV of $1 at 4% for 5 years):
Factor = 1.217
Calculation (Table):
$200 × 1.217 = $243.40
 Calculator Result $243.33

2. Future Value of an Ordinary Annuity
You invest $200 at the end of each year for 5 years at 4%.
TVM Table (FV of an Annuity at 4% for 5 years):
Factor = 5.416
Calculation (Table):
$200 × 5.416 = $1,083.20
Calculator Result: $1,083.26

3. Present Value of a Single Sum
Given:
FV = $30,000
r = 10%
n = 10 years
TVM Table (PV of $1 at 10% for 10 years):
Factor = 0.386
Calculation (Table): $30,000 × 0.386 = $11,580
 Calculator Result:
$11,566.30

4. Present Value of an Annuity
You receive $3,000 per year for 10 years at 10%.
TVM Table (PV of an Annuity at 10% for 10 years):
Factor = 6.145
Calculation (Table):
$3,000 × 6.145 = $18,435
Calculator Result:
$18,433.70
5. Mixed Investment Scenario
$100 invested at 3% for 1 year
$200 held with no interest
Calculation:
$100 × 1.03 = $103
$103 + $200 = $303
Final Answer:
$303

6. Contract Evaluation Using Present Value
Interest Rate: 10%
Offer 1
$4 million per year for 5 years
PV Annuity Factor (10%, 5 years): 3.791
$4,000,000 × 3.791 = $15,163,148
Offer 2
$8 million today + $2 million per year for 5 years
$2,000,000 × 3.791 = $7,582,000
$7,582,000 + $8,000,000 = $15,582,000
Decision
Offer 2 is better, because its present value is higher.

7. What Is Capital Budgeting?
Capital budgeting is the process used by businesses to evaluate long-term investment opportunities and determine whether a project should be undertaken. This process involves estimating future cash flows, assessing risk, and comparing expected returns against the cost of the investment. In the entertainment industry, capital budgeting is especially important because projects such as films, tours, albums, or Broadway shows require large upfront investments and carry significant financial risk. By using capital budgeting tools such as present value analysis, companies and investors can make informed decisions that maximize long-term value (Block, Hirt, & Danielsen, 2019; Ross, Westerfield, & Jordan, 2022).
8. Disadvantages of the Payback Method
One major disadvantage of the payback method is that it ignores the time value of money, treating all cash flows as equally valuable regardless of when they occur. This can result in misleading conclusions when comparing projects with different timing of returns. Additionally, the payback method does not consider cash flows that occur after the payback period, meaning profitable long-term projects may be rejected simply because they take longer to recover the initial investment. Because of these limitations, the payback method is best used only as a supplementary tool rather than a primary decision-making method (Brealey, Myers, & Allen, 2020; Block et al., 2019).

9. Net Present Value Rule
The Net Present Value (NPV) rule states that a project should be accepted if its NPV is greater than zero. A positive NPV indicates that the project is expected to generate returns that exceed the required rate of return after accounting for the time value of money. If the NPV is negative, the project should be rejected because it would decrease overall value for investors. The NPV method is widely regarded as the most reliable capital budgeting technique because it directly measures how much value a project adds to a firm (Block et al., 2019; Ross et al., 2022).
10. Net Present Value of a Broadway Show
Initial Cost: $17,000,000
Annual Cash Inflow: $5,000,000 for 4 years
Discount Rate: 7%
PV Annuity Factor (7%, 4 years): 3.387
$5,000,000 × 3.387 = $16,936,000
NPV Calculation:
$16,936,000 − $17,000,000 = –$63,944
Decision
The NPV is negative, so the investors should not invest in this Broadway show. The expected returns do not fully compensate for the opportunity cost of capital, meaning investors would be better off earning 7% elsewhere.
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