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Chapter 1 – Case Problem Set A 
 


 


1. Use the graph that follows to plot the relationship between the present value of $1 
and the number of years in the future that it will be received when the interest rate 
is 10%. What is the general relationship between present value and time? 
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2. Use the graph that follows to plot the relationship between the present value of $1 
received five years from now and the interest rate. What is the general 
relationship between present value and the interest rate? 
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3. Firms frequently find themselves in situations where they must choose between 
pursuing short-term projects that will increase profits immediately (for example, 
an advertising campaign) and long-term projects that will not increase profits until 
several years have passed (for example, research designed to develop a new 
technology.) Based on your analysis of the effects of time and the interest rate on 
present value in Problems 1 and 2, how do you think changes in the interest rate 
will influence a firm's choice between a short term and a long-term project? 
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