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The investment appraisal workbook provides a structured approach to assessing whether an investment project is financially attractive and capable of creating value. The analysis considers the initial investment required and the expected future cash flows generated by the project. Because money received in the future is worth less than money received today, investment appraisal uses the time value of money when evaluating long-term projects.
Net Present Value (NPV) is one of the most important measures. It discounts expected future cash flows using the required rate of return or cost of capital and then compares their present value with the initial investment. A positive NPV indicates that the project is expected to generate returns above the required return and add value to the organisation. A negative NPV suggests that the project may reduce value and should normally be rejected, subject to strategic considerations.
Internal Rate of Return (IRR) estimates the percentage return generated by the project. It is normally compared with the organisation’s required rate of return. If the IRR is higher than the required return, the investment is generally financially acceptable.
The Payback Period measures how long it takes to recover the original investment from project cash inflows. A shorter payback period can indicate lower liquidity risk, although payback does not fully consider cash flows received after the recovery point or the time value of money unless a discounted payback method is used.
Accounting Rate of Return (ARR) evaluates the project using accounting profit in relation to the investment. It can be useful for comparing accounting performance, but unlike NPV it does not directly measure cash value or fully incorporate the time value of money.
Overall, the appraisal should not rely on one measure alone. NPV is particularly useful for value creation, while IRR, payback and ARR provide additional perspectives on return, risk and accounting performance. The final decision should also consider assumptions about sales, costs, inflation, tax, project life, residual value, financing, and changes in market conditions. Sensitivity and scenario analysis can further show how changes in key assumptions may affect the investment outcome. Therefore, investment appraisal supports a balanced and evidence-based decision about whether the proposed project should proceed.
