
 

Solving for unknown interest rate
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Ordinary annuities

An ordinaryannuity is a series ofequal periodic
cashflows CF occurring at theendofeachperiodand
lastingfor n periods
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Annuities Due
Anannuity due simplyshifts all ofthecashflows one
period earlier
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Deferred Annuities

Just like an ordinaryannuity except it has a delayed start
Intuitively itmustbeworthless than a standard ordinary
annuity
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Constant Growth Annuities

Just likean ordinaryannuity except thecashflowsgrow
at a constant rateofg perperiod Irsg
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Workingwith perpetuaties
A perpetuity is an annuity whichgoes on infinitely

1it F I

PVo iFI ntrioI f
Cashflow

Yield r

Different
perpetuitiesDeferredperpetuitiespro

fxiitrit
1Perpetu.ities due

CF



Pro CFt H
Constantgrowth perpetuitieslrsgl
A perpetuity where the regular casii flows are expected
togrow at a constant rateg per period after the first
cash flow ICF1
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