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Part A
The Weighted average cost of capital (WACC) of a company, is affected by both internal and external factors; one of the external factors is the fluctuation of interest rates, a decision by the Federal Reserve Bank to raise interest rate may have either a negative or positive effect on the components of WACC, firstly the company and investors will be in challenging situation since it will be difficult for them  to predict future cost of capital, and at the end the resulting capital cost may either be greater or lesser than the expected value, (Miles et al, p. 715).
There are various common mistakes made when estimating WACC, they include; basing the cost of debt on the coupon rate on a company’s existing debt, using the current book value capital structure to obtain weights, using historical average return on stock together with current return on T-bond, when estimating the market risk premium for the CAPM method among others.
Part B
Net present value (NPV), is one of the many capital budgeting methods used by most companies to evaluate whether to invest in a project, such as construction of a new building; this method is highly preferred in capital investment project with large terms of scope and money, it is also preferred when evaluating between two different capital investment which can either be independent or mutually exclusive.
A cash investment project with positive cash inflow and negative cash outflow is likely to have a higher net present value, this means the value of revenue collected will be higher than the cost of production hence a positive net present value for example if project A has cash inflow of $10.25 million and cash outflow of $ 7.15 million, the net present value will be positive thus companies are likely to choose project A which will guarantee better profits.
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