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When WACC increases, IRR decreases and the capital budget increases. A firm has no control over WACC. Most companies prefer acquiring capital from cheap sources in the initial stages of operation. As the firm increases the amount of investment over time, the cost of capital rises. More capital is always accompanied by higher risks, thus the internal rate of return decreases with increase in capital. IRR is inversely related to the total capital. This is the reason why capital budget increases when IRR decrease (Magni, 2016, p275). The management cannot take any step to change the trend because the cost of capital is determined by external factors.
A company can prioritize its capital opportunities by regulating the capital planning processes. The budgeting committee in the organizing stages should evaluate the risks and benefits attached to all sources of capital. Every proposed project should be grouped according to its calculated appropriateness. The financial managers of the firm must assess the effects and risk summary of each investment. If a company lacks project framework, there is a high possibility of the investment failing. Miscalculations and improper analysis of the total benefits makes investments to have high chances of performing poorly (Kerzner & Kerzner, 2017). Management should ensure that the life cycle of the assets purchased is evaluated in terms of cost for proper accounts projection.
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