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Finance

Equations & Answers

Finance equations are essential in helping you make decisions as to where to invest your money, how
you invest your money, and sometimes even when to invest your money. Finance equations can be
straightforward or complicated. In the end, they all yield important information that can help you
manage and grow your money.

If you are a small business owner or someone who just wants to take charge of his personal finances,
there are some equations worth knowing that you can apply to growing your business or personal

finance.

SIMPLE INTEREST

Simple Interest =P *r *t
P = Principal
r = interest rate
t = is for the period.

What it is? Simple interest is interest earned from
principal.

ow to use it? This calculation can be done quickl
to provide an idea of how much interest will accrue
over time. Just remember: This equation ignores
the effects of compounding. You'?l get an error
when you’'re working with a larger principle and
longer stretches of time.

Best for? A rough estimate on what you’ll earn in a
savings account, or pay on a loan or a credit card.

A =P(1+(r/n))™

=Amount Accumulated r = Compounding per period
P =Principal n = Interest rate
= Number of periods

What it is? The compound interest is the interes
earned on the principal, and any interest accrued
in the past.

ow to useit? Use this formula instead of the simple|
interest equation to get a more precise number for
how much interest will accrue.

Best for? Determining how much actual interes
[you will earn over time on an investment or pay on
a debt.

AMORTIZATION

Monthly Payment = P*(r/n) P = Principal
(1-(1+(r/n))™™

t = number of periods

r = interest rate n = payments per period

What it is? Amortization means making periodic payments over time to pay off debt.

ow to use it? This equation calculates how much a monthly payment will be on a debt. Rearrange the
equation algebraically to show what portion of each monthly payment will go towards interest and toward|

the principle.

Best for? Calculating the cost of long-term debt like mortgages, car loans, student loans, etc.

HEH =~

MO=CQ <LOCHW®






