Table 4. Free cash flow and initial investment

	Year
	0
	1
	2
	3
	4

	Free cash flow FCF

	
	 170,625.00 
	 195,750.00 
	 220,875.00 
	 253,399.45 

	Debt at end of period, D
	 375,000.00 
	 243,750.00 
	75,000.00 
	37,500.00 
	

	Initial equity investment
	 125,000.00 
	
	
	
	

	Total initial investment
	 500,000.00 
	
	
	
	


Source: Elaborated by authors.

� In the FCF at year 4 we assume there is a terminal value, that takes into account the value added by the firm from year 5 to infinity. This is a very important issue in firm valuation because experience shows that more than 50% of the firm value might be provided by terminal value. The subject is not addressed in detail because it is beyond the scope of this paper. It is a complex issue and the purpose of this text is to illustrate how to involve market values in the calculation of WACC. The interested reader can read several papers on this at http://papers.ssrn.com/sol3/cf_dev/AbsByAuth.cfm?per_id=145648, 





