CHAPTER -4

TIME VALLVE OF MONEY
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CoMPOUOND INTEREST:

cx = PLC+i)"-(] .

A= pPCi+i)"™
 Whon dntevest A5 Compeumdid monthly > quortely
§°* holf early , Fhem I shoukd  be unioleol by 't

M ‘n' shewlol be WPLIM with 't°.



Heve,
*‘ CT = Compound interest
| P = Prineipal
i = Rate of intevest m oleeimak
n = no-of yeans

= A ccuwmulotedl caneunt

A
t = Numben of Convensien Perioo(. In a year

%EFFECTNE RATE :

% Effective intevest vate com be lefonscl or The
equivalent  _ammuol  vote 95 intevest Compoundeg
wnmuodly ,4.6. Artevest 43 compounolod Morve
fhom once a year |

k Effective vate of interest ovuses enly wkmm.
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 NOMINAL RATE OF INTEREST
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EFFECTIVE RATE OF INTEREST = € = Crd ™Y

COMBINED FORMOLA = T = PEn



% Nominal nate of (nteveit Al be  Auys theam

| effective Yate of Intevest -

| * Jhe .olfference An  very veiy W

¥ Maximum  oufference As OG-

X 9f Antevest as compoumdiel omrwally 5 L
NRO| = EROI -

* For Airnf;;e_ inte yest 5 Cffective voie of interest
doesn't .canve , but we com say ERO( = MRO/

X Effective vakte of intereat un not velateol 7o The
wmeunt of principal -

K 9t is velateol to the ntevest vate & frequeney
of compeundling  the interest -

K If effeckive vare of intevest s leas fham the
sim,Ple inteveat yate of inteyest , then. £ Ax»

bettey 1o invest in /simple inter ext -
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| k Ammuity o be wolefined s a Aequonce  of
Pezuiodj;c ,oa?wn-miasrot recepts Mo?«uﬂa:m&! oven
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71&75 be colled ommudy o Aees of payments

; O‘Y-rece,l'ob) muust  hawve m«fe(;bxw»g featiaes

. b Amount  paid  (ov veceived ) muut be  constamt

oven The period ab‘ .xwvmuht
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'TYPES OF ANNOUIT Y :

5‘) ARNNULITY REGULAR:
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2, ANNUITY DUE OR ANNUITY  IMMEDIATE:
X 9n M/MJ—LJJ} o ©OF oty l'h'»rv7e<:¢c}w(-e,76..',\4,4\L
payrent /xecelpt takes place «at the begining
of fst poiod

FUTURE VALULE':

Iy FOUTORE VALUE OF SINGLE CASH FLOW (INVESTMENT):

F=CF (14"

2, FUTURE VALUE OF ANNUITY REGULAR :

H(n,;)‘: _?_[(‘+'-)h_']

35 FUTURE VALLE OF ANNUITY DoE:
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ACn,i) = Table value of A(n.i) x Anmuity.

where 5

Aln, 1) = J g voalug _96 M/Mo&
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' PRESENT VALUE

I, PRESENT VALUE OF SINGILE C(CARSH FLOW:

p=_~A
C1+i)™ |

A= P(i+ l')n

2, PRESENT VALUE OF REGULAR ANNUITY :

PY= A [,_ |
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Pv= A [l— '
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Where ,
Pv = Presemt valus
A = Anvuuty .

| POINTS TO REMEMBER:

X Anvuity As maole new , pad foday, made at
o™ee , staated foday  vefevs s ammuudy due
oy wommuity immediate -

K Table valuz is .applicable endy for Compoumnding
ey

K 9f ammedty s Yearly 5 Muun Antevest should be

compounded  early .
A Gt 4 always .advisable Ao «check penioclicity of
Lommulty womel  mode esbl Co'hlfom»diwug onL Aok
& In compoumal inkevest problem em.ﬂgm
eposit  a» Mmade , but m wommudy  pyoblem
evey yean wolgposity oL made -Bj Comparing
s 5 we «com Adzmhﬁ ,z;ohemm the  pyoblem
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X If e quastien veaos amsurt of ommimty O
fubae value of ommdty , Than The given
oty A fouwanels Saving  purpose -
k9§ e quation veaos present valut of
Am/kui!j 5y Them e givmm‘fy Ay feccarols
‘ YePcujme:\i pupose .

AR Loam ameunt , cash price , Lump sum ,

Single: sum  veplacing T irstollrrent. _omneurt 5
Yeaoly rMoney Indicates  present volue
* Prsent volue 7 /.sm.?ﬂ.p_ wh.ﬁ(»w
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iLEH.SINGw

X Leasing 4» .o fimameial Orangument Lnae,
N VTR RO Gﬁ the wamet Clemoy) allowg
the wer of 1he .assek Clewsee ) 10 wne The ase,
for a W pexiod of time (lease fvu'-od.)
fo* o  considevabion (lease vental) Pa.ya.ble bvey
a given peuod of thme - g

XThis An o kind of +oJQ«Cm7 o onsel on Yenk,

* To decide whether a lease .,a.a,\.uuvw\k A
favouvable oy hot 5 we have calewlake: The
presemt valut womdl then we- have o Comparg
The P'i%e;}ut vodue, € inilol cost of .amek -

% 54 te present value s W\.m,#nmimj
A favouvable o 1The lessovy -

K9 the inctal cost 4n mjm,mn /f.QaAinﬁ

45 favouyable o The lessee -

CAPITAL - EXPENDITORE ~ (INVESTIENT' DECISION):

*k Copital Expenditoe meams 'Fumminj oYL
et (Carh oukflour) Apploy. i  wamticipation
of beneft (cash inflouw) which woulet Flowr
wrnerh the  SMg o e investmont .

# I9f the pvesez‘}\t valie ;f‘ Cash inflow:é/%ﬂm then

the present value of casp outflowr , thern b b
favouyable -
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