Time Value of Money
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Clearly then, money hdsne value




Time value of money leads o

Different sumof money atifferent times

can be considered to bgualto each other
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Let P =present sum
F = future sum
- | = Interest rate

N = no. of interest perlods

For P=$1,000 i=20%/yr n=1yr
F= 1,000 + 1,000(0.20) =$1,200

Thus, $1,000 now = $1,200 1 yr from no




Simple interestinterest rate applies to
0/ principal only

Comp O d :interestrateapglies to

principalandaccrued interest




Example:

Solution:
(a) Simple interest

F = principal + interest J°
=P+ P()()
= 10,000 +10,000(3)(0.20)
= $16,000
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Example:

Solution:
(b) Compo

F, = 10,000+10,000(0.20) = 12,000
F,= 12,000+12,000(0.20) = 14,400
F5= 14,400+14,400(0.20) = $17,280




Ruleoff2 <

Dividing 0720 by the
provides a rough estimate of the time require«
for money to double in value
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