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		Abstract

		In this note we discuss four common methods of valuing firms:    

1.Discounting operating free cash flow at the weighted average cost of    capital.    

2.Discounting equity free cash flow at the cost of equity.    

3.Valuing the firm using adjusted present value.    

4.Discounting the capital cash flow at the unlevered cost of capital.    

We examine four alternative assumptions about leverage policy and how they affect three things: discount rates, the present value of tax savings, and how to use the above methods. We describe alternative ways of implementing the valuation methods consistently, and how to choose between them. Finally, we show how inconsistent application can lead to errors that are subtle but large. The use of incorrect formulas can result in an estimate of the present value of the tax saving that is double its correct value. 
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