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Chapter 4

Evaluating Choices: Time, Risk, and Value

Introduction
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4.1 The Time Value of Money

LEARNING OBJECTIVES
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4.2 Calculating the Relationship of Time and Value

LEARNING OBJECTIVES
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Figure 4.3
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Figure 4.6Present Values, Interest Rates, Time, and Future Values
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Figure 4.7
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4.3 Valuing a Series of Cash Flows
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Figure 4.8Lottery Present Value with Different Discount Rates
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Figure 4.9Lottery Payout Present Values
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Figure 4.10Lottery Payout Future Values
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Life Is a Series of Cash Flows
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Figure 4.11Mortgage Calculations
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Figure 4.12Retirement Savings Calculations
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Financial Calculations
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Figure 4.13
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4.4 Using Financial Statements to Evaluate Financial Choices

LEARNING OBJECTIVE
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Figure 4.14Potential Effects on AliceÕs Financial Statements
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Figure 4.15AliceÕs Pro Forma Income Statements
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Figure 4.16AliceÕs Pro Forma Cash Flow Statements
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Figure 4.17AliceÕs Pro Forma Balance Sheets
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Figure 4.18AliceÕs Pro Forma Bottom Lines
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4.5 Evaluating Risk

LEARNING OBJECTIVES
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Figure 4.19
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Figure 4.20
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Figure 4.21AliceÕs Expected Outcomes with a 30 Percent Chance of Winning in Vegas
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Figure 4.22AliceÕs Expected Outcomes to Make Vegas a Competitive Choice
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