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WHERE WE ARE 

 

 I modified the syllabus to remove assignment 3 and to move the final examination to 

Sunday Nov 18. 

 Assignment 4 is now due Nov. 4. 

 I need to prepare your final examination soon. 

 We may or may not meet prior to the end of the semester. 

 

 

RELEVANCE OF TIME-VALUE OF MONEY TO CAPITAL PROJECTS 

 

https://en.wikipedia.org/wiki/Time_value_of_money 

 

http://www.studyfinance.com/lessons/timevaluegrid/ 

 

See table 2 below. 

 

https://highered.mheducation.com/sites/0072994029/student_view0/present_and_future_value_ta

bles.html 

 

Here is part of the table above. 

 

 
 

 

This is not about interest rates, although one’s time-value of money is likely to be related to 

current interest rates for available investments and loans. 

 

This may be relevant to understanding. 

 

https://www.youtube.com/watch?v=Yo4WF3cSd9Q 

https://en.wikipedia.org/wiki/Time_value_of_money
http://www.studyfinance.com/lessons/timevaluegrid/
https://highered.mheducation.com/sites/0072994029/student_view0/present_and_future_value_tables.html
https://highered.mheducation.com/sites/0072994029/student_view0/present_and_future_value_tables.html
https://www.youtube.com/watch?v=Yo4WF3cSd9Q


 

A city or other organization also has a sense of its subjective discount rate (time value of 

money). 

 

I think this concept is usually used when comparing two similar capital investments (or projects) 

that DIFFER FROM EACH OTHER IN THE PATTERN OF COSTS AND BENEFITS. 

 

A benefit from a project in the far distant future has A LOWER PRESENT VAUE than a benefit 

sooner. 

 

Project 1: 

 

Costs in the first year are $600,000 and there is an anticipated stream of benefits of $50,000 for 

each of the next 20 years. 

 

Project 2: 

 

The costs are spread evenly over the first three years ($200,000 a year) and the stream of 

anticipated benefits is $20,000 a year for the next 40 years. 

 

Which is the better investment if the subjective TIME VALUE OF MONEY is taken into 

account? 

 

Well, reduce all costs and all benefits back to present value using the table above.  

 

The PRESENT VALUE of a cost of $200,000 in year 3 is $200,000 * .86384 = $173,768 

 

For purpose of COST-BENEFIT ANALYSIS, adjust all costs and all benefits back to PRESENT 

VALUE and then calculate by how much benefits (hopefully) exceed costs. And then compare 

the two projects. 

 

Realize that cities do things for reasons other than to make a “profit” and that the determination 

of a discount rate (time-value of money) is subjective.  

 

Someone who prefers one project over another may use this kind of analysis to advance his/her 

case for the preferred project, MAKING WHAT IS SUBJECTIVE APPEAR TO BE 

OBJECTIVE. 

 

THE DISCOUNT RATE CHOSEN MAY “FLIP” THE PROJECT THAT APPEARS TO BE 

“BETTER.”  

 

If the calculation is based on a very high discount rate (maybe 10 percent), the analysis and the 

result may be misleading. 

 

 


