
The Features of Investment 

Decision-Making

Industrial management

“Controlling and Audit” 

Olga Zhukovskaya



Main Issues

1. The Concept of Investing

2. The Tools for Investment 
Decision-Making

3. Mergers and Acquisitions

4. Strategic Plan Formation



1. The Concept of Investing



Investment Controlling 

• is the fulfillment of Controlling targets regarding 
the different phases of the planning, realisation, 
and control of investments

Investment Controlling has to
ensure the target-orientated
course of the entire planning and
realisation process by firstly
providing decision-orientated
information, secondly by
coordinating parts of the
planning and finally
by adequately controlling the
course of planning.



Investing

• is the act of committing money or capital
with the expectation of obtaining an
additional income or profit.



Main distinctive features:
• Investing is not gambling. Gambling is putting

money at risk by betting on an uncertain outcome
with the hope that you might win money.

• A ―real‖ investor does not simply throw his or her
money at any random investment; he or she
performs thorough analysis and commits capital
only when there is a reasonable expectation
of profit. There are still risks, and there are no
guarantees, but investing is more than simply
hoping.



Motives for investing

• the prospect of making a profit

• risks for the few remarkable successes which might 
come their way 

(eg. venture capital)

• not all investors want to make huge profits 

(eg. social enterprises) 



Capital investment 

A capital investment involves a current cash outlay in 
anticipation of realizing benefits in the future, generally 
(well) beyond one year. 

These benefits may be either in the form of increased 
revenues or reductions in costs: the expenditures are called 
accordingly as income-expansion, or cost-reduction, 
expenditures. 

The cash outlay (as capital expenditure – CapEx) go 
towards addition, disposition, modification, creation and 
replacement of fixed assets.



Types of capital investment
• The main type of capital

investment is in fixed assets to
allow increased operational
capacity, capture a larger
share of the market and in the
process, generate more
revenue.

• Companies may also make
capital investment in the form
of equity stakes in other
companies’ operations, which
indirectly benefits the investor
companies by building
business partnerships or
expanding into new markets.

Sources of capital
• The first funding

option is always a
company’s own
operating cash flow,
which sometimes may
not be enough to
satisfy the amount of
capital expenditures
required.

outside financing



The basic features of capital 

investment decisions are:

a series of large anticipated 
benefits;

a relatively high degree of risk; 

a relatively long period over 
which the returns are likely to be 

realised.



There are three broad motives for 

capital investment: 
• renewal of worn out assets;

• acquisition of additional assets to expand 
the business and increase output;

• innovation to reduce costs and/or to 
create new value.







Objects of investment activity:
• assets (tangible, intangible, financial);

• immovable property, including enterprise as 
property complex;

• securities;

• intellectual property. 



Capital investment

aims to secure a 
competitive advantage of 

the organisation;

might arise from better 
technology, access to 

new markets or an 
exclusive innovation.



Investment Strategy

Systematic plan to allocate investable assets
among investment choices such as bonds,
certificates of deposit, commodities, real estate,
stocks (shares), etc.



Investment Strategies
Aggressive Investment 
Strategy

Passive investing

attempts to maximize 
returns by taking a 
relatively higher 
degree of risk;

emphasizes capital 
appreciation as a 
primary investment 
objective, rather than 
income or safety of 
principal.

aims to maximize returns 
over the long run by keeping 
the amount of buying and 
selling to a minimum; by 
avoiding the fees and the 
drag on performance that 
potentially occur from 
frequent trading; is not 
aimed at making quick gains 
or at getting rich with one 
great bet, but rather on 
building slow, steady wealth 
over time.



Capital budgeting techniques

Now, the question is how to make sure 
that the decision is correct and 
rational. 

In a profit-oriented organization, it is 
simple to decide on to the objective of 
investing.

The decision would be considered 
appropriate if it is a profitable 
investment and enhances the wealth of 
the shareholders.

Capital budgeting techniques are 
utilized to do investment appraisal for 
such investments.



Capital budgeting

Capital budgeting is a process used 
by companies for evaluating and 

ranking potential expenditures or 
investments that are significant in 

amount.

Capital budgeting is a tool for 
maximizing a company’s future 

profits since most companies are 
able to manage only a limited 

number of large projects at any one 
time.



Capital budgeting usually involves:

the calculation of each project’s future accounting profit by period, 

the cash flow by period, 

the present value of the cash flows after considering the time value 
of money, 

the number of years it takes for a project’s cash flow to pay back the 
initial cash investment,

an assessment of risk, 

and other factors.



2.The Tools for Investment 

Decision-Making



Time-value-of-money concepts

• In modern finance, time-value-of-money
concepts play a central role in decision
support and planning.

• When investment projections or business
case results extend more than a year into the
future, professionals usually want to see cash
flows presented in two forms: in discounted
terms and in non-discounted terms.

• Financial specialists want to see the time-
value-of-money impact on long-term
projections.



Time Value of Money (TVM)
• is an important concept in financial management

used to compare investment alternatives.

A key feature of TVM is that a single sum of money
or a series of equal, evenly-spaced payments or
receipts promised in the future can be converted
to an equivalent value today.

Conversely, you can determine the value to which a
single sum or a series of future payments will grow
to at some future date.



The 5 components of TVM problems

• Periods (n). The total number of compounding or
discounting periods in the holding period.

• Rate (i). The periodic interest rate or discount rate
used in the analysis, usually expressed as
an annual percentage.

• Present Value (PV). Represents a single sum of
money today.

• Payment (PMT). Represents equal periodic
payments received or paid each period. When
payments are received they are positive, when
payments are made they are negative.

• Future Value (FV). A one-time single sum of
money to be received or paid in the future.



Discounted cash flow (DCF)

is an application of the 
TVM concept—the 

idea that money to be 
received or paid at 
some time in the 

future has less value, 
today, than an equal 

amount actually 
received or paid today.

The DCF calculation 
finds the value 

appropriate today—
the present value—

for the future cash 
flow. The term 

―discounting‖ applies 
because the DCF 

present value is always 
lower than the cash 
flow future value.



The reasons for using DCF
• the PV of future funds is discounted below FV of the 

funds for at least three reasons:
Opportunity. Money you have now could (in

principle) be invested now, and gain return or interest
between now and the future time. Money you will not
have until a future time cannot be used now.
Risk. Money you have now is not at risk. Money

expected in the future is less certain. A well known
proverb states this principle more colorfully: ―A bird in
hand is worth two in the bush‖.
Inflation: A sum you have today will very likely buy

more than an equal sum you will not have until years in
future. Inflation over time reduces the buying power of
money.



Capital budgeting methods
Discounting Cash 
Flow Criteria:

Non-Discounting 
Cash Flow Criteria:

Net Present 
Value (NPV)

Benefit to Cost 
Ratio (BCR)

Internal Rate of 
Return (IRR)

Payback Period 
(PP)

Accounting 
Rate of Return 
(ARR)



Payback period (PP)

• is the length of time required to recover the cost of an
investment.

• The payback period of a given investment or project is
an important determinant of whether to undertake the
position or project, as longer payback periods are
typically not desirable for investment positions.

PP = Initial Investment / Annual Cash Inflow

The discounted payback period discounts each of the
estimated cash flows and then determines the payback
period from those discounted flows.



Accounting Rate of Return (ARR)

• Accounting Rate of Return / Average rate of return /
Simple Rate of Return (ARR) is the amount of profit,
or return, an individual can expect based on an
investment made.

• Accounting rate of return divides the average profit by
the initial investment to get the ratio or return that can
be expected. ARR does not consider the time value of
money, which means that returns taken in during later
years may be worth less than those taken in now.

ARR = Average Accounting Profit / Average
investment



In discounted cash flow analysis, two 

value terms are central:
• Present value (PV) describes how much a future sum 

of money is worth today.

PV = CF/(1+r)n

Where:
CF = cash flow in future period
r = the periodic rate of return or interest (also called the 
discount rate or the required rate of return)
n = number of periods

• Futue value (FV) refers to a method of calculating how 
much the PV of an asset or cash will be worth at a 
specific time in the future.



The key idea of DCF

Money loses its value over time
which makes it more desirable to
have it now rather than later.
The longer the time period before
an actual cash flow event occurs,
the more the present value of
future money is discounted below
its future value.



Benefit Cost Ratio (BCR)
• A Benefit cost ratio (BCR) attempts to identify the 

relationship between the cost and benefits 
of a proposed project.

• The total discounted benefits are divided by the 
total discounted costs. Projects with a BCR greater 
than 1 have greater benefits than costs; hence they 
have positive net benefits. The higher the ratio, the 
greater the benefits relative to the costs. 



Net present value (NPV)

The total discounted value 
(present value) for a 

series of cash flow events 
across a time period 

extending into the future 
is the net present 

value (NPV) of a cash 
flow stream.

The net present value 
(NPV) is an investment 

measure that tells an 
investor whether the 

investment is achieving a 
target yield at a given 

initial investment.



NPV theory
• According to NPV theory the future cash flows of

an investment project are estimated.

• The expected cash flows are discounted at the
cost of capital for the corporation and the results
summed.

• If the NPV is positive the project is worthwhile
and should be pursued. If it is negative the
project should be turned down. If the NPV is
zero it does not matter to the corporation
whether the project is accepted or rejected.



NPV
• NPV also quantifies the adjustment to the initial

investment needed to achieve the target yield
assuming everything else remains the same.

• Formally, the NPV is simply the summation of
cash flows (C) for each period (n) in the holding
period (N), discounted at the investor’s required
rate of return (r):



IRR — Internal Rate of Return of an 

investment 
• is the discount rate at which the net present value of 

costs (negative cash flows) of the investment
equals the net present value of the benefits
(positive cash flows) of the investment.

• 0 = P0 + P1/(1+IRR) + P2/(1+IRR)2 + P3/(1+IRR)3 + 
. . . +Pn/(1+IRR)n



IRR: main characteristics

• IRR allows managers to rank projects by their
overall rates of return rather than their net present
values, and the investment with the highest IRR is
usually preferred

• IRR does not measure the absolute size of the
investment or the return: this means that IRR can
favor investments with high rates of return

• IRR is used to evaluate the attractiveness of a
project or investment: if the IRR of a new project
exceeds a company’s required rate of return, that
project is desirable



IRR: main characteristics
• Internal rate of return (IRR) is the interest rate at

which the net present value of all the cash flows
(both positive and negative) from a project or
investment equal zero.

• Internal rate of return (IRR) for an investment is
the percentage rate earned on each dollar
invested for each period it is invested. IRR is also
another term people use for interest.



NPV and IRR
• the NPV formula solves for the present value of a

stream of cash flows, given a discount rate. The
IRR on the other hand, solves for a rate of return
when setting the NPV equal to zero (0).

• the IRR answers the question “what rate of
return will I achieve, given the following stream
of cash flows?”

• the NPV answers the question “what is the
following stream of cash flows worth at a
particular discount rate, in today’s money?”



Weighted average cost of capital (WACC)
• Weighted average cost of capital (WACC) is a

calculation of a firm’s cost of capital in which each
category of capital is proportionately weighted.

• All after-tax sources of capital are included in a
WACC calculation.

• To calculate WACC, multiply the cost of each capital
component by its proportional weight and take the
sum of the results.

Investors may often use WACC as an indicator of
whether or not an investment is worth pursuing.
WACC is the minimum acceptable rate of return at

which a company yields returns for its investors.



Cash Flow Return on Investment 

(CFROI)
• CFROI is a term that refers to the operational

performance of the enterprise, that the enterprise
would achieve in case that it would generate
operating cash flow in the same volume, which it
reached in the reference period without additional
investments over the life of current assets.

• Its calculation is based on the concept of IRR.

• CFROI = Cash Flow / Market Value of Capital
Employed (Capital employed = Total Assets –
Current Liabilities)



Economic Value Added (EVA)

• is a measure of surplus value created on an investment
• can also be referred to as economic profit, and it attempts to

capture the true economic profit of a company
• Elaborated by ―Stern Stewart & Co‖
• EVA = (Return on Capital - Cost of Capital)
×(Capital Invested in Project)

• EVA = NOPAT - WACC х CE,
where NOPAT (Net Operating Profit Adjusted Taxes);
WACC (Weighted Average Cost of Capital); CE (Capital
Employed).

*Operating Profit = Revenue - cost of goods sold,
labor, and other day-to-day expenses incurred in
the normal course of business



Real Options Theory 

Real Options Theory is an important new 
framework in the theory of investment decision. 

The standard theory it modifies is the NPV 
theory of investment decision. 

Where NPV theory is deficient and where Real 
Options theory fills the gap is where subsequent 

decisions can modify the project once it is 
undertaken. NPV makes no provision for this 

flexibility of the project and consequently 
undervalues its benefits. 



Return on investment (ROI) 
• Return on investment (ROI) measures the gain or

loss generated on an investment relative to the
amount of money invested.

• ROI is usually expressed as a percentage and is
typically used for personal financial decisions, to
compare a company’s profitability or to compare
the efficiency of different investments.

• ROI = (Net Profit / Cost of Investment) x 100%



Return on Investment (ROI)



3. Mergers and Acquisitions



Mergers and acquisitions (M&A) 
are tools of a long-term business strategy

Mergers and acquisitions (M&A) is a
general term that refers to
the consolidation of companies or
assets.

We will refer to mergers and
acquisitions (M & A) as a business
transaction where one company
acquires another company.



M & A

• When one company takes
over another and clearly
established itself as the
new owner, the purchase is
called an acquisition.
From a legal point of view,
the target company (the
acquired company) ceases
to exist, the buyer (the
acquiring company)
―swallows‖ the business
and the buyer’s stock
continues to be traded.

• A merger happens when
firms agree to go forward as
a single new company rather
than remain separately
owned and operated.

• Both companies’ stocks are
surrendered and new
company stock is issued in
its place.



Horizontal Mergers

when a company merges or takes over another
company that offers the same or similar product
lines and services to the final consumers

eliminates competition, which helps the
company to increase its market share, revenues
and profits, it also offers economies of scale

• A merger between Coca-Cola and the Pepsi
beverage division, for example, would be
horizontal in nature



Vertical Mergers

combine two companies that are in the same value
chain of producing the same good and service, but
the only difference is the stage of production at
which they are operating

to secure supply of essential goods, and
avoid disruption in supply

• For example, if a clothing store takes over a
textile factory, this would be termed as vertical
merger, since the industry is same, i.e. clothing,
but the stage of production is different.



Concentric Mergers
take place between firms that serve the same customers in a

particular industry, but they don’t offer the same products
and services

to facilitate consumers, since it would be easier to sell
these products together; this would help the company
diversify, hence higher profit; selling one of the products
will also encourage the sale of the other, hence more
revenues for the company if it manages to increase the sale
of one of its product; to offer one-stop shopping, and
therefore, convenience for consumers.

• For example, if a company that produces DVDs mergers
with a company that produces DVD players, this would be
termed as concentric merger, since DVD players and DVDs
are complements products, which are usually purchased
together.



Conglomerate Mergers

When two companies that operates in completely
different industry, regardless of the stage of
production, a merger between both companies is
known as conglomerate merger.

This is usually done to diversify into other
industries, which helps reduce risks.

• Example of a conglomerate merger was the
merger between the Walt Disney Company and
the American Broadcasting Company.



Asset Acquisitions

individually 
identified 
assets and 

liabilities of 
the seller are 

sold to the 
acquirer

The acquirer can choose 
which specific assets and 

liabilities it wants to 
purchase, avoiding 

unwanted assets and 
liabilities for which it does 

not want to assume 
responsibility



Stock Acquisitions

all of the assets 
and liabilities of 

the seller are 
sold upon 

transfer of the 
seller’s stock to 

the acquirer

As such, no tedious 
valuation of the seller’s 
individual assets and 
liabilities is required 
and the transaction is 
mechanically simple



The M&A Process can be broken down 

into five phases:

Phase 1 – Pre-Acquisition Review

Phase 2 – Search & Screen Targets

Phase 3 – Investigate & Value the Target

Phase 4 – Acquire through Negotiation

Phase 5 –
Post-Merger 
Integration



Pre-Acquisition Review
• to assess your own situation and determine if a

merger and acquisition strategy should be
implemented

• Pre-merger integration activities (timing,
communications and shared vision) are most
critical, but often ignored.

• In general, companies focus purely on the financial
side of the transaction. It is precisely because of
this that 60 to 80 percent of mergers fail.



Search & Screen Targets
• is to search for possible takeover candidates. Target

companies must fulfill a set of criteria so that the
target company is a good strategic fit with the
acquiring company.

• Compatibility and fit should be assessed across a
range of criteria – relative size, type of business,
capital structure, organizational strengths, core
competencies, market channels, etc.

• The search and screening process is performed in-
house by the acquiring company.



Investigate & Value the Target
• a more detail analysis of the target company. One wants

to confirm that the target company is truly a good fit
with the acquiring company. This will require a more
thorough review of operations, strategies,
financials, and other aspects of the target
company. This detail review is called ―due diligence‖.
Phase ―due diligence‖ is initiated once a target company
has been selected.

• A key part of due diligence is the valuation of the
target company. In the preliminary phases of M & A,
one will calculate a total value for the combined
company. One has already calculated a value for our
company (acquiring company) and now wants to
calculate a value for the target as well as all other costs
associated with the M & A.



Acquire through Negotiation

• Now that one has selected our target
company, it’s time to start the process of
negotiating a M & A. One needs to develop
a negotiation plan

• The most common approach to acquiring
another company is for both companies to
reach agreement concerning the M & A; i.e. a
negotiated merger will take place. This
negotiated arrangement is sometimes called
a ―bear hug‖



Post-Merger Integration
• If all goes well, the two companies will announce

an agreement to merge the two companies. The
deal is finalized in a formal merger and
acquisition agreement.

• Every company is different – differences in
culture, differences in information systems,
differences in strategies, etc. As a result, the Post
Merger Integration Phase is the most difficult
phase within the M & A Process.

• This requires extensive planning and design
throughout the entire organization.



Risks
“Even in situations where the acquired company is
in the same line of business as the acquirer and is
small enough to allow for easy post-merger
integration, the likelihood of success is only about
50%”
Poor or inadequate communications
A lack of transparency and inadequately preparing 

for the inclusion and retention of core 
competencies and staffing
Not incorporating and building upon the branding, 

marketing and sales efforts
Having two distinct cultures and service standards 

and not taking time to balance and merge the two 
(keep the best of both and lose the worst of both)



4.Strategic Plan Formation



A strategic plan

• is a document used to communicate with the 
organization the organizations goals, the actions 
needed to achieve those goals and all of the other 
critical elements developed during the planning 
exercise.

https://balancedscorecard.org



Balanced Scorecard (BSC)
• is a strategic planning and management

system that is used extensively in business and
industry, government, and nonprofit
organizations worldwide to align business
activities to the vision and strategy of the
organization, improve internal and
external communications, and monitor
organization performance against
strategic goals.

• There are over a hundred balanced scorecard
and/or performance management automation
development companies.



• The balanced scorecard suggests that we view 
the organization from four perspectives, and 
to develop metrics, collect data and analyze it 
relative to each of these perspectives:

Each of the four
perspectives is inter-
dependent - improvement
in just one area is not
necessarily a recipe for
success in the other areas.



Factors in BSC (examples)

Finance 
(Return On Investment, Cash Flow, 

Return on Capital Employed, 
Financial Results (Quarterly/Yearly))

Internal Business Processes
(Number of activities per function, 

Duplicate activities across functions, 
Process alignment (is the right process 

in the right department?), Process 
bottlenecks, Process automation)



Factors in BSC (examples)

Learning & Growth 
(Is there the correct level of expertise 
for the job? Employee turnover, Job 

satisfaction, Training/Learning 
opportunities)

Customer
(Delivery performance to customer, 
Quality performance for customer, 

Customer satisfaction rate, Customer 
percentage of market, Customer 

retention rate)



SMART

The metrics set up must 
be SMART (commonly, Specific, 

Measurable, Achievable, Realistic 
and Timely) – you cannot improve 

on what you can’t measure! 

Metrics must also be aligned with 
the company’s strategic plan.



To embark on the Balanced Scorecard 

path an organization
first must know (and understand) the 

following:

the company’s mission statement;

the company’s strategic plan/vision;

then

the financial status of the organization;

how the organization is currently structured and 
operating;

the level of expertise of their employees;

customer satisfaction level.





Thanks for Your Attention!


