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{Abstract)

This study is intended to accomplish the goals as follows:

1. To review the relationship between the project evaluation and and the cost of capital with the
two theoretically valid discounted cash flow approaches to capital budgeting, the net present
value and the internal rate of return method for project accept or reject decisions, and

2. To show that the weighted average cost of capital is equal to the true cost of capital also for
a firm that has an arbitrary cash flow pattern as long as its capital structure at market values
is unchanged, and to indicate that the constant level perpetuity assumption is not a necessary

condition for the weighted average cost of capital to be equal to the true cost of capital.
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