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(Discounted Cash Flows and the Internal Rate
of Return)
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= Arcones Study Manual for SOA
Exam FM/CAS Exam 2, by
Miguel A. Arcones.
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o ‘lefyarniavtugnsd (Net Present Value) Lazamnsn
namnauununia’lu (Internal Rate of Return)
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NPV and IRR
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NPV and IRR

LACUSNIININT U

a2 111 NPV 2a91a59019 Tﬂﬂﬁmumé’mwamammuﬁ
AaIN15INTATINIT LELVNAL | wazasnuiia pv(i) > 0
wialdanTasvn1sfily NPV ANGG

2 11 IRR wad1as9n19 waaamwamammuﬁvﬁ‘lﬁ
NPV aavlasinisvinaugud walrasnuilialasenisil

IRR g¥nIWanauunuisiadinis naatdanlasin15ni
IRR dvdn
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NPV and IRR

NN 1

0 WRTAUINTULFRUEAVI1A5INIS 3 TAgIN1S6a LUl
CF,: (-10,6,6) fi2917an (0,1,2)
CFg,: (-10,1,11) fig2917an (0,1,2)
CFg,: (-10,2,12) figia917an (0,1,2)

i | pva(i) | pup, (i) pus,(7)

0 2 2 2
10% A4 0 1.7
13% 0 —.9 1.2
20% | —.8 —-1.5 0

o0 —10 —10 —10
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NPV and IRR

N 4
Cash Flow A IRR = 13%
6 6 .
0- - |
pv(i)
-10 o
" |
A4 :
0 1 2 00 01 02 03 04
time interest
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NPV and IRR

. Cash Flow A fv(0)=2 fv(10%)

0 1 time 2 0 1 time 2

PV(20%) fv(20%)
B

%o
0- 0_ B \‘B‘
fv(13%) =0

0 1 time 2 0 1 time 2
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NPV and IRR

M8V 1
o vadune

197 lan3zILd N UdNINTA5INT1T A N1nnI1naan LU Feuegin
IRR 21941A39019 A 1Wuunn

0 pv(0)=-10+6+6=2

81 i TGy nssudSudaing asgndnanuiin Faasvinli
NPV finau

O pVa(l) 2 -10asi > «

IRR, = 13%

IRRg, = 10%

IRRg, = 20%
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NPV and IRR

M8V 1
o vadune

3/15/2017

FV aavy1Asyn15zu1nnIndudan i < 13%

FV 212917A59n15 > 0 Wia PV 21291A59n15 > 0

0 fu(i) = (1+)2 x pv(i)

g1ams1ALFg lan1d1nn15adnu = 10%

O pvg=-10+v+11v2=0<pv,=.4 @ 10% p.a.
Al5tdananululasynis A unnninlasinis B1

a1ansALFalan1dann1saInu = 20%

O pvg,=-10+2v+12v2=0>pv, =-.8 @ 20% p.a.
Alstdanamnululasynis B1 uinniilasenis A
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NPV and IRR

= 51728 2

a0 NANFTUINTEULFLNUFR
VaI1ASINTG 3
Tasvn156a Uil
= CF:(-10,1,10,6.53)
Na91an (0,1,2,3)

= CFy: (-10,6,6,3.74) /i
17391781 (0,1,2,3)

i (%) | pe(i) pop(i)
0 7.53 5.74
20 1.56 1.33

24.7 .60 .60
26 .36 41
27 A8 2
28 0 13
29 -.17 0
30 -34 -.13
o0 —10 —10
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NPV and IRR

Cash Flow C
10
0- 1\17 J7 7<L © 1 ©

l 0
v p

0 1 2 3

time D

o -

Cash Flow D \
0- 6<l7 S‘L 447 O N
l -10 \

0 1 2 3 00 01 02 03 04
time interest
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NPV and IRR

Mae1d 2
o vadune
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mamwmtﬁﬂiamaao 1A59N15 D zgnltdanuinnin
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IRR, > IRR,
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-10

: ” 5 _
Cash Flow D pbp=2 \ dpbp=2 |

i=0 -10° i=5%

time time

-10

. # 0 §
L i =20% -10° i =35%

time time
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MEBIGENGRIGRE A RERGSIS(9

1L UAFILA LD

o IRR da6a9
uvuan a1 uLgININAINNUaanN
udud grdutdinAuiiuaan

(3

luay antutgagnintiuaan

BRIV ERERER

a0 flaeN 3

WANsUINseLFdNUFnVNI1ASINTS E
o CFg: (-10,9,7,3,-1,-9) figadiaan (0,1,2,3,4,5)
O pvg =-10+ 9v + 7v? + 3v3 - v4 - Qy°

3/15/2017 Nattawoot Koowattanatianchai

19



\ n1stdRsudeuanainssudUEn

Cash Flow E g-
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MEBIGENGRIGRE A RERGSIS(9

BRI ERHERER

0 $nad 3
&1 i Tdnsin pv<0 1293910 Fuaanianue > 1Sudiianun
a pv(0)=-10+9+7+3-1-9="-1
a1 i dAgy pv <0 Lﬁamﬂﬂszuaﬁuaﬂﬁauuﬁﬂmmu -10
AzdiAudAuInianaudu
a pv() = -10
IRR =11.5% waz 20%
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MEBIGENGRIGRE A RERGSIS(9

BRI ERHERER

a0 flaeIN 3

W15au1 IRR 1 20% wazamns1atadalanidvinny 30%

0 awfiTasvnislinszuddudaiiuuan Unavuazidalannd
avvudnIuan wuauauaﬂ‘LuTﬂwm‘sm‘mwamammum g1
‘m\‘miﬂiam‘s‘mm uaudnfinay iWisuidaliautnanuaiiu
meﬂmﬂmaﬂmﬂ‘luamﬂm

Wa19au1 IRR i 20% llazans1Aldalan1d8inny 5%

0 611'3\11/1Tﬂfsm'15‘1wﬂ5 uadudaatuuin tnanuar lasau
Luaomﬂwumauau‘lu’imomam‘luwamammuaamwwuaﬂ
Lmeﬁwmiﬂ‘wmﬂwﬂ‘s ISR OIRIRE Lﬂﬁﬂﬂtauauuﬂaomun
wum’iﬂalmalmamual‘luamimaﬂmn
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ANITNANAULLNULINAZY

LLUIAF)

5 TA59n15%7 IRR Windy 20% a1sufianininfivee
11N Wsitans13ulamnny 30% wanauunu 20%
Az LiU1Fvaadnsa ld 1513vAuauansINana UL
LAV RIIINWINTUINANTENLAITNLIULAD

Notation

0 F, = efidwdla au 1nan t

o f, = ansdudalugeanseuie t— 1 G t

a0 F, = Fo(1+ f,): F, = F,(1+1,); etc.
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LSRN TINARDUUNULIIZIVAITIAFINT (i)

nATSuAFNA1Se llarnAn i

0 pv(i) = To+ (Fo/F)xTyv + (Fo/F)xTov2 +
(Fo/F)xTov3+...=0 @i,

AuSuuARIsIAiNAY P,

a0 pV (i) = Py + (Fo/F)XT v + (Fo/F,)xT,v2 +
(Fo/F3)xTav3+ ...=0@ i,

Amsunisgarud o 1381 1 ndvSuataaudn

0 pv (i) =-P, + (F/F)xTov + (F/F3)xTve+ ... =0
Q@ i,
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ANITNANAULLNULINAZY

ML 4

0 NAFUITATINIS A 8NN duufan f,= 3% for all t
pva=-10+6v+6v2=0@ i=13.07%
10 + (Fy/F,)x6v + (Fy/F,)x6v2=0 @ i,
10+ (1/1.03)x6v + (1/1.032)x6v2 @ i,

0 v,./1.03 = 1/1.1307 = 1+i = (1+i)/(1+f) > i = 1.1307/1.03 -
1=.098
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ANITNANAULLNULINAZY

MNIDEINN 5
o WR13eu11A59IN1S C anAgy NI f= (4%,5%,6%)
for all t
pv(i)=-10 + v+ 10v2 + 6.53v3 =0 @ i

pv,(i)=-10+ (1/1.04)xv + [1/(1.04x1.05)]x10v? +
[1/(1.04x1.05%1.06)]x6.53v? @ i,

Initial guess = .28 - .05 = .23

0 pv(23%) = -.1337

0 pv(22%) = .0475

o ‘L4935 linear interpolation 1@ i. levinnu 22.262%q 5F43
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Email:
o fbusnwk@ku.ac.th

Homepage:
Co 1 tact M e a http:/ffin.bus.ku.ac.th/nattawoot.htm
Phone:
o 02-9428777 Ext. 1218
= Mobile:
o 087- 5393525
= Office:

z = 1 [~ =3
o 9u 9 fin‘luiaaicuinisgsna u.
INHASANEANS LULTU
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