Question:

What is present value and how is it interconnected to future value?  Is “value” as used in the term a monetary value, a utility value, or are they the same thing?

Answer:

Present value is the amount that would need to be invested today at the prevailing interest rate to generate the given future value.  



    n power

PV = FV / (1 + i)

For example, when the interest rate is 10 percent, the present value of receiving $1.10 one year in the future is $1.00.

