Discounted Cash Flow
Valuation

Chapter 5

Key Concepts and Skills

#Be able to compute the future value of
multiple cash flows

#Be able to compute the present value of
multpke cash flows

=Be able to compute loan payments
#Be able to find the interest rate on a loan
sl nderstand how loans are amortized or
paid off
"'«.,q_ sl Inderstand how interest rates are qu-::ted_/'l

Time Lines

= iZash Inflows
# iZash Cutflows




Time Lines

# Time lines show timing of cash flows.

# Tick marks are at ends of each penod,
so Time 0 is today; Time 1 is the end of
Penod 1; or the beginning of Penod 2.
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Time Lines

# Senes of Unewven Cash Flows
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Multiple Cash Flows - FV

# What is the Future Value of the cash
flow stream st the end of year 3.
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Multiple Cash Flows - FV

» Find the value st the end of Year 3 of each
cash flow and add them together.
* CFD

= B w7 D00 ODEP = 5 B17 5E
* COF1
= P = 4 0001 .0EF = 45855 ET
T CF2
= ' w4 OO0 .0E) = 4,220
* OFz
= B = Py 4000
Tolal velue In 3 yeers
= B ETT S8 + dEES ED = 4 =3 + 4,000 = M B03.55
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8,817.98
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Multiple Cash Flows - FV

& Suppose you invest 5200 in a mutual
fund today and 3500 in one year. Ifthe
fund pays 2% annually, how much waill
you have in two years?




