Combination 1: Project C Only
· Total Investment: £50m (remaining £50m unallocated)
· Total NPV: +£0.86m
· Combined PI: 1.02
· Combined IRR: 8.61%
· Detailed Explanation:
This is the only option that generates positive value. Project C recovers its cost in 3.6 years, delivers an accounting return of 12%, and its internal return comfortably covers the 8% cost of capital. Leaving the remaining budget unspent is financially better than forcing it into projects that cannot pay their own way – spare funds can be held as cash reserves, returned to shareholders, or used for better opportunities later.

Combination 2: Project C + Project B
· Total Investment: £100m
· Total NPV: +£0.86m − £6.08m = −£5.22m
· Combined PI: < 1
· Detailed Explanation:
Even though Project C is profitable, pairing it with Project B erases all gains and causes a net loss. Project B has a negative NPV, PI below 1, and IRR (6.00%) well under the required rate – every pound put into B destroys value, outweighing the small surplus from C.

Combination 3: Project C + Project A
· Total Investment: £100m
· Total NPV: +£0.86m − £6.55m = −£5.69m
· Combined PI: < 1
· Detailed Explanation:
Worse than the previous mix. Project A is even less viable than B: longer payback, lower ARR, deeper negative NPV, and IRR of only ~5.27%. Combining it with C accelerates value destruction rather than spreading risk.

Combination 4: Project A + Project B
· Total Investment: £100m
· Total NPV: −£6.55m − £6.08m = −£12.63m
· Combined PI: < 1
· Detailed Explanation:
The worst possible outcome. Both projects fail every investment test: they take longer to pay back, generate poor accounting profits, and cannot cover the cost of capital. Together they would reduce company value by over £12.5m.

Combination 5: All Three Projects
· Total Investment: £150m – Exceeds £100m budget
· Total NPV: −£11.77m
· Detailed Explanation:
Not permitted under the spending limit, and even if it were allowed, it would result in heavy losses.

Final Decision Logic
All methods confirm:
· Project C is the only value‑creating project.
· Projects A and B are value‑destroying and should be rejected outright.
· Under capital rationing, never combine a viable project with an unviable one just to spend the budget.
✅ Best Decision: Accept Project C only, decline all other options, and retain unused funds for future positive‑return opportunities.

