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Topic 3. Discounting 

Future value 

 

 

 

Present value 

 

Discount factor 
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Discount Rate 

 

Net Present Value (NPV) 
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Example  
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Net Present Value Rule 

 

          

        Example: 
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         Solution: 
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Multiple Cash Flows 
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Return definitions 

 Realized return – return earned in the past 

 Discount rate – rate used to calculate the 

present value of future cash flows 

 Required return (fair return, hurdle rate) – rate 

that you require from your investments given 

their level of risk 

 Expected return – return that you expect from 

your investments in the future 

 Opportunity cost of capital – expected return 

that is foregone by investing in a project 

rather than in a comparable financial 

securities 

 

Required return, expected return and 

opportunity cost of capital are different names 

for the same concept. You discount your cash 

flows with the fair return or your hurdle rate 

which is equal to the opportunity cost of 

capital that you could get from alternative 

investments. 

 

 Cost of capital (WACC) – cost of debt and 

equity financing for a company. 
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Perpetuity 

 
Annuity 
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Perpetuity with growth 

 

Annuity with growth 
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Аннуитет 

Каждый месяц без всяких затей 

Я получаю по «тыще» рублей. 

Это не прибыль и не зарплата, 

Это стипендия от деканата. 

Я получаю ее пять лет. 

Это и есть аннуитет. 

Если б она росла с инфляцией, 

Значит, была бы индексация, 

Значит, это звучало бы просто: 

Аннуитет с постоянным ростом. 

                                      (В. Добрынская) 
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Compound and simple interest 

 

     Example: 
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Equivalent compounded rate 

 

Nominal and Real rates 

 

 


