Written Interpretation of the Investment Decisions
The investment appraisal techniques were used collectively to evaluate the financial viability of the three proposed projects. Payback Period assessed how quickly each project recovered its initial investment, while the Accounting Rate of Return (ARR) measured expected accounting profitability. Net Present Value (NPV) was considered the most important appraisal method because it measures the value created after taking into account the time value of money. Internal Rate of Return (IRR) was used to compare each project's expected rate of return with the required discount rate, and the Profitability Index (PI) assessed the value created for every pound invested.
Based on the appraisal results, Project C was selected as the preferred individual investment because it achieved the highest NPV and generated the greatest value for shareholders. Project C also produced the highest IRR and a Profitability Index greater than one, indicating that the discounted future cash inflows exceeded the initial investment. Although the Payback Period was longer than some alternatives, NPV was prioritised because it is widely regarded as the most appropriate method for maximising shareholder wealth.
Under the capital rationing constraint of £100 million, only two projects could be selected because each project required an initial investment of £50 million. The three possible combinations (Projects A and B, Projects A and C, and Projects B and C) were compared using their combined NPV. The combination of Projects B and C was recommended because it generated the highest combined NPV within the available investment budget. Consequently, this combination represented the most financially beneficial allocation of the limited investment funds.

