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Executive Summary
The workbook compares three investment projects (A, B and C) using Payback Period (PBP), Accounting Rate of Return (ARR), Net Present Value (NPV), Profitability Index (PI), and Internal Rate of Return (IRR). All projects require the same initial investment of £50 million. The results consistently identify Project C as the strongest individual investment because it has the shortest payback period, highest ARR, positive NPV, PI above 1, and the highest IRR.
Results at a Glance
	Metric
	Project A
	Project B
	Project C
	Preferred
	Reason

	Initial Investment
	£50m
	£50m
	£50m
	Equal
	Same investment

	PBP
	4.5 years
	4.55 years
	3.6 years
	C
	Shortest

	ARR
	3.2%
	4.0%
	12%
	C
	Highest

	NPV
	-£6.55m
	-£6.08m
	+£0.86m
	C
	Only positive NPV

	PI
	0.87
	0.88
	1.02
	C
	Only above 1

	IRR
	~5.27%
	~6.00%
	~8.61%
	C
	Only above 8% hurdle


1. Purpose of the analysis
Investment appraisal helps management decide whether a project is financially worthwhile. The workbook uses several techniques because each method measures a different aspect of performance. PBP focuses on how quickly the initial investment is recovered; ARR focuses on accounting profitability; NPV measures the amount of value created after considering the time value of money; PI compares value generated with the amount invested; and IRR estimates the project's percentage return.
2. Project comparison
Project A requires £50m, has a 4.5-year payback period, an ARR of 3.2%, an NPV of -£6.55m, a PI of 0.87 and an IRR of approximately 5.27%. These results indicate a relatively weak investment. Its NPV is negative and its PI is below 1, meaning the project does not create sufficient present value to cover its investment cost. Its IRR is also below the stated 8% hurdle rate.
3. Project B
Project B also requires £50m. Its payback period is 4.55 years, slightly longer than Project A, while its ARR is 4.0%. Its NPV is -£6.08m, PI is 0.88 and IRR is approximately 6.00%. Although B performs slightly better than A on ARR, NPV, PI and IRR, it still fails the key value-creation tests: NPV is negative, PI is below 1 and IRR is below the 8% hurdle rate. Therefore, B should not be selected when the objective is to maximise shareholder value.
4. Project C
Project C requires the same £50m investment but produces substantially stronger results. Its payback period is 3.6 years, the shortest of the three projects. Its ARR is 12%, the highest. Most importantly, its NPV is +£0.86m, showing positive value creation. Its PI is 1.02, meaning the present value of benefits is slightly greater than the investment, and its IRR is approximately 8.61%, which is above the stated 8% hurdle rate. Project C therefore passes the main acceptance criteria.
5. Meaning of each appraisal method
Payback Period (PBP): The shortest period is preferred because the investment is recovered sooner and exposure to uncertainty is reduced. C is best at 3.6 years.
Accounting Rate of Return (ARR): ARR measures accounting profit relative to investment. A higher percentage is preferred. C leads at 12%, compared with 4% for B and 3.2% for A.
Net Present Value (NPV): NPV discounts future cash flows to today's value. A positive NPV means the project is expected to create value after the required return is considered. C is the only project with positive NPV (+£0.86m).
Profitability Index (PI): PI indicates present value generated per £1 invested. A PI above 1 is generally acceptable. C has 1.02, while A and B are below 1.
Internal Rate of Return (IRR): IRR is the discount rate at which NPV becomes zero. When compared with the 8% hurdle rate, C at approximately 8.61% is acceptable; A and B are below the hurdle.
6. Capital rationing and project combinations
Capital rationing occurs when an organisation has limited funds and must choose the most valuable investment opportunities. The workbook evaluates combinations as well as individual projects. C alone requires £50m and generates +£0.86m NPV, so it is identified as the best option and the only value-creating individual choice.
The combination of B + C requires £100m but has a total NPV of -£5.22m. A + C requires £100m and has a total NPV of -£5.69m. A + B also requires £100m and produces the weakest total NPV of -£12.63m. The workbook therefore concludes that adding A or B to C would reduce overall value under the stated figures.
7. Overall decision
Project C should be selected. It is the only project with a positive NPV, a PI above 1 and an IRR above the stated 8% hurdle rate. It also has the shortest payback period and the highest ARR. Projects A and B should be rejected on the basis of the supplied figures because they have negative NPVs and PIs below 1. From a value-creation perspective, NPV is particularly important because it directly measures the expected increase in wealth in present-value terms.
8. Key conclusion
The analysis demonstrates why managers should not rely on one appraisal measure alone. Project A and Project B may appear acceptable under some accounting or return measures, but their negative NPVs show that they do not create value at the assumed required return. Project C performs well across every measure used in the workbook. Under the stated assumptions and capital constraints, selecting Project C provides the strongest financial outcome.
Capital Rationing Outcomes
	Combination
	Total Investment
	Total NPV
	Outcome

	Project C only
	£50m
	+£0.86m
	Best option

	Project B + Project C
	£100m
	-£5.22m
	Reject

	Project A + Project C
	£100m
	-£5.69m
	Reject

	Project A + Project B
	£100m
	-£12.63m
	Reject


Important Academic Note
The conclusion is based strictly on the figures supplied in the workbook. In a full investment appraisal, management would also consider strategic fit, risk, project interdependence, financing constraints, tax, inflation, sensitivity analysis and the reliability of the cash-flow forecasts.
