Outline “Discounted cash flow” by Kruschwitz/Löffler, Wiley & Sons.
Instructor: 
Class: 
1. The aim
Valuation of firms is an exciting topic. It is interesting for those economists engaged in either practice or theory, particularly for those in finance. If you look more closely at how finance theoreticians use to determine the value of a firm, you quickly realize that firms are not seen by them primarily as institutions that acquire production factors and manufacture either products or services. The actual side of economic activities is not looked at in any more detail. However large the income that a firm is able to attain, that is how much value it has. It can be principally summed up as: the more the better, the earlier the more desirable, and the more certain the more valuable. 

In this respect the valuation of a firm is identical with the calculation of the discounted cash flow, which is often only given by its abbreviation, DCF. There are, however, different coexistent versions, which seem to compete against each other. Entity approach and equity approach are thus differentiated. Acronyms are often used, such as APV (adjusted present value) or WACC (weighted average cost of capital), whereby these two concepts are classified under entity approach. 

We see it as very important to systematically clarify the way in which these different variations of the DCF concept are related. Why are there several procedures and not just one? Do they all lead to the same result? If not, where do the economic differences lie? If so, for what purpose are different methods needed? And further: do the known procedures suffice? Or are there situations where none of the concepts developed up to now delivers the correct value of the firm? If so, how is the appropriate valuation formula to be found? These questions are not just interesting for theoreticians; even the practitioner who is confronted with the task of marketing his or her results has to deal with them. They will be dealt with in this class. 

2. The book
The outline closely follows the book “Discounted Cash Flow” by Kruschwitz and Löffler, published at Wiley & Sons. Exercises are taken from that book. 
3. The outlet
A rough guide to the course is given in the following table. 

	No.
	date
	topic of lecture
	Section

	1
	
	 The model 
	1.1–1.2 

	2
	
	 Conditional expectation 
	1.3 

	3
	
	 Definition of cost of capital, first valuation equation
	1.4 

	4
	
	 Corporate income tax, unlevered firm, weak auto-
 regressive cash flows 
	2.1 

	5
	
	 Levered firms, default
	2.2 

	6
	
	 autonomous financing, financing based on market
 values (WACC, FTE, TCF, textbook formula)
	2.3, 2.4.1-2.4.3


	7
	
	 Miles–Ezzell–formula, Modigliani–Miller–formula 
	2.4.4 

	8
	
	 Financing based on book values
	2.5.1–2.5.3 

	9
	
	 Exotic financing 
	2.6 

	10
	
	 Personal income tax, leverage interpreted anew
	3.1 

	11
	
	 Cost of capital before and after tax, 
	3.2 

	12
	
	 Retention policies
	3.3 

	13
	
	 An extended example
	4 


