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Chapter 7 

Lecture # 2-3

• Cash Flow Diagrams (CFD)
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Cash Flow Diagrams

Shows money flow as a function of timeShows money flow as a function of time

xx--axis is time and axis is time and yy--axis is magnitude of axis is magnitude of 
money.  money.  
both positive and negative payments are both positive and negative payments are 
shown as arrows with upward or shown as arrows with upward or 
downward directions .downward directions .
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Cumulative CFD
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Example

Invest 5K, 1K, 2K at End of Years 0, 1, 3, Invest 5K, 1K, 2K at End of Years 0, 1, 3, 
and take 3K at End of Year 4and take 3K at End of Year 4

0

$3000

$2000
$1000

$5000
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How much is in account at end of Year 7 How much is in account at end of Year 7 
if i = 8% p.a. if i = 8% p.a. 

What would investment at Year 0 be to get What would investment at Year 0 be to get 
this amount at Year 7 this amount at Year 7 

( ) ( ) ( )
( )

84.9097$
08.013000

08.01200008.01100008.01000,5

7

3

467
7

=
+−

+++++=

F

F

( )
50.5308

08.1
84.9097

7 ==P



18
Cash Flow Diagrams

AnnuitiesAnnuities

1    2    3 n

Uniform series of equally spaced – equal value cash flows
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What is future value What is future value FFnn = ? = ? 

Geometric progressionGeometric progression
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Discount Factors

Discount Factor for X/Y = (X/Y, i, n) = f (i, n)

X and Y could be F, P or A 
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Table 7.1: List of Discount Factors
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What should my annual monthly car payment be if interest rate isWhat should my annual monthly car payment be if interest rate is
8% p.a. compounded monthly for 60 months?8% p.a. compounded monthly for 60 months?

Example

$20,000

A
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You could directly use the discount factor (A/P) from Table 7.1You could directly use the discount factor (A/P) from Table 7.1
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