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Today’s Agenda
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1. Present value of cash flows
1. Discrete cash flow
2. Continuous payable cash flow
3. Present value of General cash flow

2. Changes in interest rates 

3. Interest income 



Present Value of Cash flows
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1.1
 



Example
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1.1
Under its current rent agreement, a company is obliged to make annual payment of $7500 for the 
building its occupies. Payments are due on 1 January 2006, 1 January 2007, 1 January 2008. If a 
company wishes to cover these payments by investing a single sum in its bank account that pays 7.5% 
pa compound.

What sum must be invested on 1 January 2005 ?



Continuous payable Cash 
flows
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1.2
 



Present Value of General Cash 
flows
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1.3
 



Example
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1.3
A life office starts issuing a new type of 10-year saving policy to young investor who pay weekly 
premiums of $10. Assuming that the life office sells 10,000 policies evenly over each year & that no 
policyholder stop paying premiums. 

What will the rate of premium income be fore the office during the first few years ?



Solution
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1.3



Question
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Changes in Interest 
rates
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2
Example

Calculate the present values as at 1 January 2005 of the following payments:

• A single payment of ₤2000 payable on 1 July 2009.

• A single payment of ₤5000 payable on 31 December 2016.

Assume effective rate of interest of 8% per annum until 31 December 2011 and 
6% per annum thereafter.



Solution
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Interest Income
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3
If we invest an amount of capital C , then the 
present value of  the proceeds we receive 
from this investment should equal  our 
original amount of capital.
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