1. Profitability Index (PI) Formula Logic: PI = Present Value of Future Cash Flows / Absolute Initial Investment. (Note: A PI > 1.0 means the project creates value).
A6: Profitability Index (PI)
B6 (Project A Formula): =NPV('Inputs & Cash Flows'!$C$2, 'Inputs & Cash Flows'!B8:B12) / ABS('Inputs & Cash Flows'!B7)
Copy to C6 and D6, updating the cash flow ranges for B and C.
2. Internal Rate of Return (IRR) Formula Logic: IRR is the discount rate that makes NPV exactly zero. (Note: The IRR function MUST include the Year 0 initial investment as a negative number).
A7: Internal Rate of Return (IRR)
B7 (Project A Formula): =IRR('Inputs & Cash Flows'!B7:B12)
Copy to C7 and D7, updating the ranges for B and C.
Format cells B7, C7, and D7 as Percentages (%).

Step 2: Your Updated Summary Table (Answer Key)
When you run the formulas, your final master table should look exactly like this. You can copy this directly into your Word report (Task 4d).
	Metric
	Project A
	Project B
	Project C
	Decision Rule

	Initial Investment
	£50,000,000
	£50,000,000
	£50,000,000
	-

	Payback (PBP)
	4.50 Years
	4.55 Years
	3.60 Years
	Accept shortest

	ARR
	1.60%
	2.00%
	6.00%
	Accept highest

	NPV (£)
	(£6,545,331)
	(£6,080,306)
	£856,965
	Accept if > £0

	Profitability Index
	0.869
	0.878
	1.017
	Accept if > 1.0

	IRR
	2.72%
	3.27%
	8.59%
	Accept if > 8% (Cost of Capital)



Step 3: Task 4d - Project Recommendation & Justification
The Judgment: You must unequivocally recommend Project C. It is the only project that passes all financial tests (Positive NPV, PI > 1, IRR > 8% hurdle rate, shortest PBP, highest ARR). Projects A and B actually destroy shareholder value (Negative NPV, IRR below the 8% cost of capital).
How to write the justification (Drafting Guide for your Report): To get high marks in Cognitive Skills (Criterion 3), you must link this math to the real-world hospitality company you chose in Task 1 (e.g., Marriott, Hilton).
Financial Linkage: "Because Project C is the only option with a positive NPV (£856k) and an IRR (8.59%) that exceeds the company's 8% cost of capital, it is the only project that will generate economic value added (EVA) for shareholders. Given the company's current [insert finding from Task 1, e.g., high gearing / need for liquidity], committing £50m to Projects A or B would severely strain cash reserves while yielding a negative return."
Non-Financial Risks (Crucial for Level 7): "While Project C is mathematically superior, its cash flows are heavily back-loaded (Years 3 and 4 account for £45m of the £50m inflow). This exposes the company to political and macroeconomic risks over a longer horizon before break-even is achieved. Furthermore, if Project C involves entering a new geographic market, the CFO must consider customer loyalty and brand equity risks, as established competitors may react aggressively to our market entry."

Step 4: Task 4e - Capital Rationing (£100m Maximum)
The Scenario: The Board says, "We only have £100 million available to invest." Since each project costs £50m, you can either pick one project OR a combination of two projects.
1. The Mechanical Approach (Ranking by PI) In capital rationing, we rank projects by the Profitability Index (PI) to get the "biggest bang for our buck."
1st Rank: Project C (PI = 1.017)
2nd Rank: Project B (PI = 0.878)
3rd Rank: Project A (PI = 0.869)
If we blindly follow the PI ranking to use up the £100m budget, we would select Project C + Project B (Total Cost = £100m).
2. The Critical CFO Approach (Maximizing Total NPV) Here is where you show the markers your Level 7 critical thinking. Let's look at the actual Total NPV of the combinations:
	Combination
	Total Cost
	Total NPV
	Value Created?

	Project C + Project B
	£100,000,000
	-£5,223,341
	❌ Destroys Value

	Project C + Project A
	£100,000,000
	-£5,688,366
	❌ Destroys Value

	Project A + Project B
	£100,000,000
	-£12,625,637
	❌ Destroys Value

	Project C ONLY
	£50,000,000
	+£856,965
	✅ Creates Value
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