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(UNDERSTANDING THE FUTURE VALUE (FV) OF AN INVESTMENT IS CRUCIAL FOR INVESTORS, FINANCIAL ANALYSTS, AND ANYONE
PLANNING FOR LONG-TERM FINANCIAL GOALS. W/HEN YOU KNOW THE PRESENT VALUE, THE RATE OF RETURN, AND THE
INVESTMENT PERIOD, YOU CAN DETERMINE HOW MUCH YOUR INVESTMENT WILL GROW OVER TIME. IN THIS ARTICLE, WE WILL
EXPLORE HOW TO CALCULATE THE FUTURE VALUE OF AN INITIAL INVESTMENT OF $875 OVER SIX YEARS, ASSUMING A
REQUIRED RATE OF RETURN OF 70/01 ROUNDED TO TWO DECIMAL PLACES. WE WILL DISCUSS THE FUNDAMENTAL CONCEPTS,
PROVIDE STEP-BY-STEP CALCULATIONS, AND HIGHLIGHT PRACTICAL APPLICATIONS FOR THIS FINANCIAL SCENARIO.

UNDERSTANDING FUTURE V ALUE AND |ITS IMPORTANCE

WHAT Is FUTURE V ALUE?

FUTURE VALUE (FV) IS THE PROJECTED AMOUNT OF AN INVESTMENT AT A SPECIFIC POINT IN THE FUTURE, BASED ON ASSUMED
GROWTH RATES OVER A CERTAIN PERIOD. |T CONSIDERS THE EFFECT OF COMPOUNDING INTEREST OR RETURNS, WHICH CAUSES
THE INVESTMENT TO GROW EXPONENTIALLY OVER TIME. THE BASIC FORMULA FOR CALCULATING FUTURE VALUE WITH
COMPOUND INTEREST IS:

\[
FV =PV \1iMes (1 +Rr)"N
\]

\WHERE:
- PV = PresentT VALUE (INITIAL INVESTMENT)

- R = ANNUAL RATE OF RETURN (EXPRESSED AS A DECIMAL)
- N = NUMBER OF PERIODS (YEARS)

WHY Is FUTURE V ALUE IMPORTANT?

KNOWING THE FUTURE VALUE HELPS INVESTORS AND SAVERS:

- PLAN FOR RETIREMENT OR MAJOR EXPENSES

- EVALUATE THE GROWTH POTENTIAL OF INVESTMENTS

- MAKE INFORMED DECISIONS ABOUT SAVING AND INVESTING

- COMPARE DIFFERENT INVESTMENT OPTIONS BASED ON THEIR PROJECTED GROWTH

CALCULATING THE FUTURE VALUE oF $875 OVer Six Years AT 7%

GiveN DATA

LET'S OUTLINE THE DATA PROVIDED:
- Present VALUE (PV): $875

- RATE ofF ReTurN (R): 7% or 0.07
- TiMe Periop (N): 6 YEARS



STeP-BY-STEP CALCULATION

APPLYING THE COMPOUND INTEREST FORMULA:

\[

FV =PV \1iMes (1 +r)"N

\]

SUBSTITUTE THE KNOWN VALUES:

\[

FV =875\1iMes (1 + 0.07)"6

\]

CaLcuLaTe (1 4+ 0.07):

\[

1+0.07=1.07

\]

Raise 1.07 To THE POWER OF 6:

\[

1.0776 \approx 1.07 \1iMes 1.07 \1iMes 1.07 \TiMes 1.07 \1iMes 1.07 \TimMes 1.07
\]

USING A CALCULATOR OR COMPUTATIONAL TOOL:
\[

1.07"6 \approx 1.503630

\]

NOW MULTIPLY THIS BY THE INITIAL INVESTMENT:
\[

FV =875 \1iMes 1.503630 \aprrox 1314.73
\]

FINAL ANSWER:
THE FUTURE VALUE OF $875 SIX YEARS FROM NOW AT A 79 RATE OF RETURN, ROUNDED TO TWO DECIMAL PLACES, IS
$1314.73.

INTERPRETING THE RESULTS

WHAT Does THIs NUMBER REPRESENT?

THIS CALCULATION INDICATES THAT IF YOU INVEST $875 TODAY AND EARN A CONSISTENT 79, ANNUAL RETURN, AFTER SIX
YEARS, YOUR INVESTMENT WILL GROW TO APPROXIMATELY $13 14.7 3. THIS GROWTH REFLECTS THE POWER OF
COMPOUNDING INTEREST, WHERE EARNINGS GENERATE ADDITIONAL EARNINGS OVER TIME.

IMPLICATIONS FOR INVESTORS

(UNDERSTANDING THIS FUTURE VALUE HELPS IN:
- SETTING REALISTIC INVESTMENT GOALS
- DETERMINING HOW MUCH TO SAVE TODAY TO REACH FUTURE FINANCIAL TARGETS



- COMPARING DIFFERENT INVESTMENT OPPORTUNITIES BASED ON THEIR PROJECTED GROW TH

FAcTors AFFECTING FUTURE V ALUE CALCULATIONS

1. RATE ofF RETURN (R)

- THE ASSUMED RATE SIGNIFICANTLY IMPACTS THE FV.
- HIGHER RATES LEAD TO LARGER FUTURE VALUES.
- RATES CAN VARY BASED ON INVESTMENT TYPE AND MARKET CONDITIONS.

2. TiMe Periop (N)

- LONGER TIME HORIZONS ALLOW FOR MORE COMPOUNDING.
- THE EFFECT OF COMPOUNDING IS EXPONENTIAL, SO SMALL INCREASES IN N CAN LEAD TO SUBSTANTIAL GROW TH.

3. COMPOUNDING FREQUENCY

- THE STANDARD FORMULA ASSUMES ANNUAL COMPOUNDING.
- MORE FREQUENT COMPOUNDING (E.G., SEMIANNUAL, QUARTERLY) CAN SLIGHTLY INCREASE FUTURE VALUE.

How To AbjusT THE CALCULATION FOR DIFFERENT SCENARIOS

CHANGING THE RATE OF RETURN

- |F THE EXPECTED RATE OF RETURN DIFFERS, REPLACE 0.07 IN THE FORMULA WITH THE NEW RATE.
- FOR EXAMPLE, FOR AN 8% RETURN:

\[
FV =875 \7iMes (1 + 0.08)"6 \approx 875 \TiMEs 1.58687 \aprrox 1388.46

\]

ADJUSTING THE INVESTMENT PERIOD

- MODIFY N TO REFLECT THE NEW NUMBER OF YEARS.
- LONGER PERIODS INCREASE F\/, SHORTER PERIODS DECREASE IT.

CONSIDERING DIFFERENT COMPOUNDING FREQUENCIES

- USE THE FORMULA:

\[
FV =PV \1imMes \LerT(1 + \FrAC{R}{M}\RIGHT){N \TIMES M}
\]

\WHERE M IS THE NUMBER OF COMPOUNDING PERIODS PER YEAR.



PrRACTICAL APPLICATIONS OF FUTURE VALUE CALCULATIONS

RETIREMENT PLANNING

- ESTIMATING HOW MUCH TO SAVE TODAY TO ACHIEVE A DESIRED RETIREMENT CORPUS.
- ADJUSTING SAVINGS BASED ON EXPECTED RETURNS AND TIME HORIZON.

EDUCATION SAVINGS

- CALCULATING HOW MUCH TO INVEST NOW TO FUND FUTURE EDUCATION EXPENSES.

BUSINESS INVESTMENTS

- PROJECTING FUTURE EARNINGS FROM CURRENT INVESTMENTS.
- COMPARING DIFFERENT INVESTMENT OPPORTUNITIES BASED ON PROJECTED GROW TH.

CoNcLUSION

CALCULATING THE FUTURE VALUE OF AN INVESTMENT IS A FUNDAMENTAL ASPECT OF FINANCIAL PLANNING AND INVESTMENT
ANALYSIS. FOR AN INITIAL INVESTMENT OF $875 OVER SIX YEARS WITH A REQUIRED RATE OF RETURN OF 7%, THE FUTURE
VALUE IS APPROXIMATELY $1314.7 3, ROUNDED TO TWO DECIMAL PLACES. THIS FIGURE DEMONSTRATES THE EFFECT OF
COMPOUND INTEREST OVER TIME AND UNDERSCORES THE IMPORTANCE OF CONSISTENT INVESTING AND UNDERSTANDING RETURN
RATES. W/HETHER YOU'RE SAVING FOR RETIREMENT, EDUCATION, OR OTHER FINANCIAL GOALS, MASTERING FUTURE VALUE
CALCULATIONS EMPOWERS YOU TO MAKE INFORMED DECISIONS AND OPTIMIZE YOUR FINANCIAL GROWTH.

SUMMARY OF KEY POINTS

e THE FUTURE VALUE FORMULA IS FV =PV x (1 +Rr)"N.

WITH $875 INVESTED AT 7% OVER SIX YEARS, FV = $1314.73.
® FACTORS INFLUENCING FV INCLUDE THE RATE OF RETURN, TIME PERIOD, AND COMPOUNDING FREQUENCY.
® ADJUSTING ASSUMPTIONS ALLOWS FOR FLEXIBLE PLANNING BASED ON DIFFERENT SCENARIOS.

e UNDERSTANDING FV HELPS IN SETTING REALISTIC SAVINGS GOALS AND EVALUATING INVESTMENTS.

FOR ANYONE INVOLVED IN FINANCIAL PLANNING, GRASPING HOW TO PROJECT FUTURE VALUES IS ESSENTIAL. USE THESE
PRINCIPLES TO STRATEGIZE YOUR INVESTMENTS EFFECTIVELY AND ENSURE A SECURE FINANCIAL FUTURE.

FREQUENTLY AskeD QUESTIONS

WHAT IS THE FUTURE VALUE OF $875 SIX YEARS FROM NOW AT A 7% RATE OF



RETURN?

THE FUTURE VALUE CAN BE CALCULATED USING THE FORMULA: FV =PV X (1 + r)"N. PLUGGING IN THE VALUES: FV = 875 X
(1+0.07)"6=875x 1.5007 =$1313.98.

How Do | CALCULATE THE FUTURE VALUE OF AN INVESTMENT WITH A 7% RATE OVER
6 YEARS?

USE THE FUTURE VALUE FORMULA FV =PV X (1 + R)"N, WHERE PV IS INITIAL AMOUNT, R IS THE ANNUAL RATE (DECIMAL),
AND N IS THE NUMBER OF YEARS. FOR $875 AT 7% oOVER 6 YEARS, FV = $1313.98.

\WHY IS THE FUTURE VALUE OF $875 AFTER 6 YEARS APPROXIMATELY $13 14 AT
7%?

BECAUSE COMPOUND INTEREST ACCUMULATES OVER TIME, AND APPLYING THE FORMULA FV =875 x (1 + 0.07)"6 resuLTS
IN APPROXIMATELY $13 14, ACCOUNTING FOR INTEREST COMPOUNDING ANNUALLY.

\W/HAT IS THE SIGNIFICANCE OF THE 79 RATE IN CALCULATING FUTURE VALUE?

THE 70/0 RATE REPRESENTS THE ANNUAL RETURN RATE EXPECTED OR REQUIRED FOR THE INVESTMENT, USED TO DETERMINE HOW
MUCH THE INITIAL AMOUNT WILL GROW OVER TIME.

How DOES CHANGING THE RATE OF RETURN AFFECT THE FUTURE VALUE OF $875 OVER
6 YEARS?

A HIGHER RATE INCREASES THE FUTURE VALUE DUE TO MORE COMPOUND INTEREST, WHILE A LOWER RATE DECREASES IT. FOR
EXAMPLE, AT 8%, THE FV WOULD BE HIGHER; AT 6%, IT WOULD BE LOWER.

CAN | USE THE SAME FORMULA TO FIND FUTURE VALUE FOR DIFFERENT INVESTMENT
PERIODS AND RATES?

YES, THE FUTURE VALUE FORMULA FV =PV X (1 + R)"N APPLIES UNIVERSALLY, ADJUSTING FOR DIFFERENT PERIODS AND
RATES ACCORDINGLY.

W/HAT IS THE ROUNDED FUTURE VALUE OF $875 AFTER 6 YEARS AT 7%?

THE ROUNDED FUTURE VALUE IS APPROXIMATELY $13 14 WHEN ROUNDED TO THE NEAREST DOLLAR.

IS THE FUTURE VALUE CALCULATION AFFECTED BY COMPOUND INTEREST FREQUENCY?

YES, IF INTEREST IS COMPOUNDED MORE FREQUENTLY THAN ANNUALLY , THE EFFECTIVE RATE INCREASES, LEADING TO A HIGHER
FUTURE VALUE. THE FORMULA ADJUSTS ACCORDINGLY.

\WHAT ARE COMMON APPLICATIONS OF CALCULATING FUTURE VALUE IN FINANCE?

FUTURE VALUE CALCULATIONS ARE USED TO ESTIMATE INVESTMENT GROWTH, SAVINGS PLANNING, RETIREMENT FUNDS, AND
EVALUATING PROJECT PROFITABILITY.

How PRECISE IS THE FUTURE VALUE ESTIMATE FOR $875 AT 7% OVER 6 YEARS?

THE ESTIMATE IS PRECISE WHEN USING THE STANDARD COMPOUND INTEREST FORMULA WITH ANNUAL COMPOUNDING, ROUNDED
TO TWO DECIMAL PLACES, RESULTING IN APPROXIMATELY $13 14.



ADDITIONAL RESOURCES

THE FUTURE VALUE OF AN INVESTMENT IS A FUNDAMENTAL CONCEPT IN FINANCE, ESSENTIAL FOR INVESTORS AND FINANCIAL
ANALYSTS ALIKE. |T PROVIDES AN ESTIMATE OF WHAT A CURRENT SUM OF MONEY WILL GROW TO OVER A SPECIFIED PERIOD,
GIVEN A PARTICULAR RATE OF RETURN. IN THIS ARTICLE, WE WILL EXPLORE THE CALCULATION OF THE FUTURE VALUE OF $875
SIX YEARS FROM NOW, ASSUMING A REQUIRED RATE OF RETURN OF 70/0. THIS ANALYSIS WILL DELVE INTO THE MATHEMATICAL
PRINCIPLES BEHIND FUTURE VALUE COMPUTATIONS, EXAMINE THE FACTORS INFLUENCING GROWTH, AND INTERPRET WHAT THIS
MEANS FOR INVESTORS PLANNING THEIR FINANCIAL FUTURES.

UNDERSTANDING FUTURE V ALUE AND |ITS IMPORTANCE

WHAT |Is FUTURE V ALUE?

FUTURE V ALUE (F\/) REFERS TO THE AMOUNT OF MONEY AN INVESTMENT WILL GROW TO AFTER A CERTAIN PERIOD,
CONSIDERING A SPECIFIC RATE OF RETURN. |T IS AN ESSENTIAL CONCEPT IN FINANCE BECAUSE IT HELPS INVESTORS COMPARE
DIFFERENT INVESTMENT OPTIONS, PLAN FOR FUTURE EXPENSES, AND EVALUATE THE GROWTH POTENTIAL OF THEIR CAPITAL.

For EXAMPLE, IF YOU INVEST $875 TODAY AT A 70/0 ANNUAL RATE OF RETURN, THE FUTURE VALUE AFTER SIX YEARS
INDICATES HOW MUCH YOUR INITIAL INVESTMENT WILL BE WORTH AT THAT POINT IN TIME, FACTORING IN COMPOUND INTEREST.

WHY Is FUTURE V ALUE CRITICAL?

- FINANCIAL PLANNING: HELPS IN SETTING REALISTIC SAVINGS GOALS FOR RETIREMENT, EDUCATION, OR MAJOR PURCHASES.

- INVESTMENT COMPARISON: ALLOWS INVESTORS TO COMPARE DIFFERENT INVESTMENT VEHICLES BASED ON THEIR EXPECTED
GROWTH.

- DECISION MAKING: ASSISTS IN EVALUATING WHETHER AN INVESTMENT IS WORTHWHILE BASED ON PROJECTED FUTURE VALUES.

FUNDAMENTAL CoMPONENTS OF FUTURE VALUE CALCULATION

THe ForMULA

THE MATHEMATICAL FORMULA FOR CALCULATING FUTURE VALUE WITH COMPOUND INTEREST IS:
FV =PV x (1 +r)"N

\W/ HERE:

- FV = FUTURE VALUE AFTER N PERIODS

- PV = PRESENT VALUE OR INITIAL INVESTMENT ($875 IN THIS CASE)
- R = ANNUAL INTEREST RATE (7% or 0.07)

- N = NUMBER OF PERIODS (6 YEARS)

THIS FORMULA ASSUMES THAT INTEREST IS COMPOUNDED ANNUALLY, WHICH IS THE MOST COMMON COMPOUNDING FREQUENCY.

Key V ARIABLES EXPLAINED

- PresenT VALUE (PV): THE INITIAL AMOUNT INVESTED OR CURRENT VALUE OF THE ASSET.
- RATE oF ReTURN (R): THE ANNUAL PERCENTAGE RATE AT WHICH THE INVESTMENT GROWS.
- NUMBER OF PErIODS (N): THE TOTAL NUMBER OF YEARS (OR COMPOUNDING PERIODS) OVER WHICH THE INVESTMENT GROWS.



CALCULATING THE FUTURE V ALUE

STeP-B8Y-STEP COMPUTATION

GIVEN:

-PV =4$875
-R=79%=0.07
- N =6 YEARS

APPLYING THE FORMULA:
FV=875x(1+0.07)"6

CaLcuLATING (1 + 0.07)76:

(1.07)*6 = 1.07"6

USING A CALCULATOR OR EXPONENTIAL FUNCTION:
(1.07)"6 = 1.50363

NOW, MULTIPLY BY THE PRESENT VALUE:

FV =875 x 1.50363 = 1314.09

ROUNDED TO TWO DECIMAL PLACES/ THE FUTURE VALUE OF $876 AFTER SIX YEARS AT A 70/0 RETURN IS APPROXIMATELY
$1,314.09.

IMPLICATIONS OF THE CALCULATION

THIS STRAIGHTFORWARD CALCULATION DEMONSTRATES THAT AN INITIAL INVESTMENT OF $875, COMPOUNDED ANNUALLY AT
7%, WiLL GROW TO ROUGHLY $1,314.09 OVER SIX YEARS. THIS GROWTH REFLECTS THE POWER OF COMPOUND INTEREST,
WHERE EARNINGS GENERATE ADDITIONAL EARNINGS OVER TIME.

FACTORS INFLUENCING FUTURE V ALUE BEYOND THE BASIC FORMULA

\W/HILE THE FUNDAMENTAL FORMULA PROVIDES A CLEAR ESTIMATE, SEVERAL FACTORS CAN INFLUENCE THE ACTUAL FUTURE
VALUE:

1. COMPOUNDING FREQUENCY

- MoRre FREQUENT COMPOUNDING: IF INTEREST IS COMPOUNDED MORE FREQUENTLY (SEMI-ANNUALLY, QUARTERLY, MONTHLY ),
THE FUTURE VALUE INCREASES SLIGHTLY.

- ADJUSTED FORMULA: FV =PV X (1 + g/N)"(NXT), WHERE N IS THE NUMBER OF COMPOUNDING PERIODS PER YEAR.

- IMPACT: FOR EXAMPLE, QUARTERLY COMPOUNDING AT 7% CAN YIELD A MARGINALLY HIGHER FV THAN ANNUAL COMPOUNDING.

2. VARIABILITY OF THE RATE OF RETURN

- FLUCTUATING RATES: IN REAL-WORLD SCENARIOS, THE RATE OF RETURN IS RARELY FIXED. MARKET VOLATILITY CAN CAUSE
THE ACTUAL GROWTH TO DEVIATE FROM ESTIMATES.
- Risk AND RETURN: HIGHER POTENTIAL RETURNS OFTEN COME WITH INCREASED RISK, AFFECTING FUTURE VALUE PREDICTIONS.



3. INFLATION

- ErRoSION oF PURCHASING POWER: INFLATION REDUCES THE REAL VALUE OF FUTURE MONEY. W/HILE THE NOMINAL FV MIGHT BE
$1,314.09, ITS PURCHASING POWER COULD BE LESS.
- ADJUSTMENT: TO UNDERSTAND REAL GROWTH, INVESTORS SHOULD CONSIDER INFLATION ADJUSTMENTS.

4. AoDITIONAL CONTRIBUTIONS

- ONGOING INVESTMENTS: MAKING PERIODIC CONTRIBUTIONS CAN SIGNIFICANTLY INCREASE FUTURE VALUE.
- CoMPOUND GROWTH OF MULTIPLE INPUTS: REGULAR DEPOSITS COMBINED WITH COMPOUNDING CAN OUTWEIGH A SINGLE LUMP
SUM GROW TH.

INTERPRETING THE RESULTS AND STRATEGIC IMPLICATIONS

UNDERSTANDING THE GROWTH

THE APPROXIMATELY 500/0 GROWTH OVER SIX YEARS AT A 70/0 RATE UNDERSCORES THE BENEFITS OF CONSISTENT, DISCIPLINED
INVESTING. |T DEMONSTRATES HOW EVEN MODEST RATES OF RETURN, WHEN COMPOUNDED, CAN LEAD TO SUBSTANTIAL GROWTH
OVER TIME.

PLANNING FOR THE FUTURE

- RETIREMENT SAVINGS: INVESTORS PLANNING FOR RETIREMENT CAN USE SUCH CALCULATIONS TO ESTIMATE HOW MUCH THEIR
CURRENT SAVINGS WILL GROW.

- MAJOR PURCHASES: FOR SIGNIFICANT EXPENSES LIKE A HOME OR EDUCATION, UNDERSTANDING FUTURE VALUE HELPS DETERMINE
HOW MUCH TO SAVE TODAY.

LIMITATIONS OF THE CALCULATION

- AssUMPTION oF CONSTANT RATE: THE CALCULATION ASSUMES A STABLE 70/0 RATE, WHICH MAY NOT REFLECT MARKET
REALITIES.

- IGNORING T AXES AND FEES: REAL INVESTMENTS OFTEN FACE TAXES, FEES, AND OTHER COSTS THAT CAN REDUCE NET RETURNS.
- MARKET UNCERTAINTY: EXTERNAL FACTORS LIKE ECONOMIC DOWNTURNS CAN IMPACT ACTUAL RETURNS.

ConcLusioN: THE SIGNIFICANCE oF FUTURE V ALUE CALCULATIONS IN
FINANCIAL PLANNING

IN SUMMARY, CALCULATING THE FUTURE VALUE OF AN $875 INVESTMENT SIX YEARS FROM NOW AT A 79 REQUIRED RATE OF
RETURN REVEALS A PROJECTED VALUE OF APPROXIMATELY $1,314.09, WHEN ROUNDED TO TWO DECIMAL PLACES. THIS FIGURE
EXEMPLIFIES THE POWER OF COMPOUND INTEREST AND SERVES AS A VITAL TOOL FOR INVESTORS SEEKING TO UNDERSTAND HOW
THEIR CURRENT SAVINGS CAN GROW OVER TIME.

W/HILE THE CALCULATION IS STRAIGHTFORW ARD, REAL-WORLD APPLICATION REQUIRES CONSIDERING FACTORS SUCH AS
COMPOUNDING FREQUENCY , POTENTIAL VARIABILITY IN RETURNS, INFLATION, AND ADDITIONAL CONTRIBUTIONS. RECOGNIZING
THESE ELEMENTS ENABLES MORE ACCURATE FINANCIAL PLANNING AND INFORMED DECISION-MAKING.

ULTIMATELY, UNDERSTANDING FUTURE VALUE HELPS INDIVIDUALS AND ORGANIZATIONS SET REALISTIC FINANCIAL GOALS,
EVALUATE INVESTMENT OPPORTUNITIES, AND DEVELOP STRATEGIES FOR WEALTH ACCUMULATION. AS MARKETS AND PERSONAL
CIRCUMSTANCES EVOLVE, MAINTAINING AW ARENESS OF THESE FUNDAMENTAL PRINCIPLES ENSURES BETTER PREPAREDNESS FOR THE



FINANCIAL FUTURE AHEAD.
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