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· Mini Case  on pages 55-56, questions f, g, h, j, k and p only. Your answers must be in your own words to earn credit.

F. What are free cash flows?
Free cash flows are the cash flows that a company has left after it has paid off everything that it needs to pay.  For example, as a tennis player, when you enter a tournament, you invested money in coaches, managers, trainers, equipment, food, lodging etc.  If you win, the prize money minus those expenses and minus the taxes you have to paid remain.  That would be your free cash flows.  In a company perspective, that extra money can be paid to investors.  
G. What is the weighted average cost of capital? 
The weighted average cost of capital is the average return required by the investors.  So if you had 10 investors in your tennis tournament that put up different amounts of money for your expenses and you agreed to give them each a certain percentage of your profit from winning.  The average of that would be the weighted cost of capital.  In a company, considerations have to be made for debt and the company’s overall risk.
H. How do free cash flows and the weighted average cost of capital interact to determine a firm’s value?
Value is the current expectation of the company’s free cash flow, but has to take into consideration the weighted average cost of capital because that is money investors are expecting to be paid.  There is a mathematical formula to determine what we call a company’s intrinsic value which takes both of these into consideration.
J. What do we call the cost that a borrower must pay to use debt capital?  What two components make up the cost of using equity capital?  What are the four most fundamental factors that affect the cost of money, or the general level of interest rate, in the economy?
The price that a borrower must pay for capital is called the interest rate. The two components of the cost of using equity capital are dividends and capital gains.  The four things that affect interest rates are production opportunities, time preferences, expected inflation, and risk.
K. What are some economic conditions that affect the cost of money?
Federal Reserve Policies, which is primarily dealing with the overall money supply, federal budget deficit or surplus which is the overall country managing the budget, the level of business activity which is inflation, recesssions, and international factors which include other countries like China who have loaned us money and changes to their taxes or currency conversion laws. 
P. What are the differences between market orders and limit orders?
A market order is a sale of a stock from someone who is willing to sell to the highest possible buyer or a buyer who is willing to buy from the lowest possible seller while a limit order is someone who predetermines the amount they want to sell their stock and is willing to wait or not sell at all if that price is not reached.  Or vice versa with buying a stock at a specific price and not purchasing if the price doesn’t drop that low.


