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Abstract 

Title 

Identification of Profitable Projects: A Survey among Firms in IT and 
Telecommunications Industry 

Author 

Michael Andreas Kindlein 

Supervisor 

Anders Hederstierna 

Course 

Master Thesis in Business Administration 

Purpose 

The purpose of the thesis project is to discuss and to prove the following hypothesis: 
Firms employ the same methods and use the same criteria as a basis for identifying 
projects to invest in irrespective of the nature of the project 

The thesis project therefore investigates how firms in the IT and Telecommunications 
industry analyse and value potential investment projects with respect to their 
profitability and contribution to a firm’s wealth. In addition to the investigation, the 
thesis project tries to identify the criteria, attributes and methods that contribute to a 
firm’s investment decision making. 

The value added by this thesis is twofold. Firstly, according to the author’s knowledge 
a similar comprehensive study in the IT and Telecommunications industry currently 
does not exist. Secondly, the thesis is not limited to just discussing financial criteria of 
investment project evaluation. The thesis project also considers non-financial criteria 
as well as discusses the investment decision process, all together in one project. 

Method 

A literature review provides the relevant theoretical background for the thesis project. 
An additional source of information used during the thesis project consists of articles 
that, like the reviewed textbooks, are directly related to investment project evaluation 
and investment decision processes. The content of the reviewed articles is used to 
illustrate the theory behind investment decision making and substantiating it by 
providing examples of real-life applications. 

Based on the theory, primary data is collected by conducting a survey among firms in 
the IT and Telecommunications industry. As part of this thesis project the primary 
data collected by this survey is analysed and the results are presented. Quantitative 
and qualitative methods are applied for the analysis of the primary data. 
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Conclusions 

The hypothesis can be confirmed for the most general methods and criteria. These 
methods and criteria are listed below: 

• Companies apply both financial evaluation criteria and non-financial 
evaluation criteria in the assessment of investment projects 

• Companies employ investment decision processes to evaluate investment 
projects and to decide what investment projects to pursue 

The following conclusions can be drawn: 

• Except for Return on Investment (ROI) the usage of investment project 
evaluation techniques differs 

• Financial investment project criteria are not only considered as a 
communication instrument; they are practically used 

• The choice of investment project evaluation techniques depends on the 
organisation submitting an investment project proposal and the type of 
investment project 

• Both risk and uncertainty are considered when evaluating investment projects 

• Strategy plays an essential role when assessing an investment project 

• The role of intuition is unclear with regards to influencing investment 
decisions 

• Well-defined investment decision processes are employed 

Key Words 

Corporate finance, investment decision process, investment project evaluation 
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1 Purpose 

To keep up with the competition and remain competitive, firms need to constantly 
assess new business opportunities. Trends in the new economy show a transition 
resulting in less manufacturing and more development. As development cycles are 
getting shorter, they demand a well-established set of rules for long-term and short-
term planning. 

The identification of projects that promise good profitability is one of the most 
important and most complex tasks in the investment decision planning. Potential 
investments are evaluated with respect to their profitability and overall contribution to 
a firm’s wealth. The theory provides the means and descriptions of specific 
evaluation metrics, which firms can utilise for the analysis of investment projects. But 
how does it look in practice? What are the methods and criteria that firms apply in the 
analysis of potential projects and in deciding whether to invest in them or not? 

The focus of this thesis project lies on providing relevant theoretical background as 
well as on an investigation among firms with respect to applied methods and used 
criteria supporting the decision whether to invest in a project or not. In order to 
acquire necessary information the intention is to conduct a survey among firms 
competing in so-called high-tech businesses such as Information Technology (IT) 
and Telecommunications.  

The thesis project enhances the already available information with a consolidated 
view in the area of applied investment practices among firms in the IT and Telecom 
business. Both IT and Telecom businesses are specifically interesting for a research 
as firms competing in these businesses are characterised by: 

• Rapidly growing and changing environments 

• Highly competitive markets 

• A rich variety of different business opportunities and business models 
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2 Method 

2.1 Thesis Objectives 

The thesis project main objective is to discuss the following hypothesis: 

Firms employ the same methods and use the same criteria as a basis for identifying 
projects to invest in irrespective of the nature of the project 

The following research questions are discussed with respect to the thesis project: 

1. How are potential projects analysed and valued by firms with respect to their 
profitability and contribution to a firm’s wealth? 

2. What criteria, attributes and methods contribute to the decision making? 

3. Are there any differences in the process of identifying projects that are 
worthwhile investing in? 

2.2 Theoretical Background 

The review of textbooks whose contents directly relates to investment project 
evaluation as well as to the employment of investment decision processes provides 
the relevant theoretical background of the thesis project. In addition to textbooks 
articles that, like the reviewed textbooks, are directly related to investment project 
evaluation and investment decision processes are scrutinised. The content of the 
reviewed articles is used to illustrate the theory behind investment decision making 
and substantiating it by providing examples of real-life applications. 

2.3 Empirical Study 

The most suitable solution to prove the thesis project’s hypothesis and to discuss the 
research questions is to collect relevant primary data by conducting a survey among 
firms competing in the Information Technology (IT) and Telecommunications 
industry. A questionnaire, a type of survey, containing specific questions that are 
directly related to investment project evaluation is submitted via email to individuals 
who are working for chosen firms, and who are responsible or involved in assessing 
the profitability of investment projects. The questionnaire covers both questions 
about the usage of criteria in the evaluation of potential investment projects as well 
as questions about any applied investment decision process. 

2.4 Analysis 

The primary data that is used in the analysis is the result of the survey conducted 
among firms in the IT and Telecommunications industry. Due to the number of 
questions raised in the questionnaire and the comprehensiveness of the survey, a 
combination of quantitative and qualitative methods provides the best possible 
outcome when analysing and interpreting the received primary data. The combination 
both provides the means of accepting or rejecting the thesis project’s hypothesis and 
the opportunity to get a deeper understanding of investment project evaluation and 
investment decision making. 
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3 Theory 

3.1 Basic Principles of Investment Theory 

3.1.1 Shareholder’s Interest and other Stakeholder’s Interests  

Shareholders invest in a firm’s stock with the expectation to earn a considerable 
return on their investments. They are the owners of a firm and they elect a board of 
directors who should lead a firm to fulfil shareholder’s interest in the best possible 
way; which basically means to maximise shareholder’s wealth. These managers 
need to find investment opportunities, which promise positive returns satisfying 
shareholder’s expectations. With the raised money the firm can acquire real assets 
(both tangible and intangible) and carry out its business operations. 

According to Shapiro (2005) shareholder’s value in a firm depends on three different 
criteria: 

• Cash flows 

• Time 

• Risk 

So far firms seem to focus exclusively on satisfying shareholder’s interests, which is 
maximising their wealth. This narrow view is both extensively discussed and 
promoted in a large portion of the available finance literature. Kotler (2003) calls this 
view as traditional. However, in most firms today the objective of maximising 
shareholder’s wealth is only one aspect. Other stakeholders, may it be a firm’s 
employees, customers, suppliers or even the general public, are considered as 
contributors to a firm’s failure or success. Kotler (2003) emphasizes this change in 
attitude by stating that “today they {businesses} recognise that unless they nourish 
other stakeholders, the business may never earn sufficient profits for the 
stockholders”. Shapiro (2005) adds another aspect to this discussion by explaining 
that firms generating lots of cash not only satisfy shareholders, but also provide 
employees with opportunities for advancement. 

3.1.2 Cash Flows 

Cash flows represent the transactions of money in a variety of activities. Cash can be 
raised in financial markets and invested in a firm’s operations, for example to buy real 
assets. It can be generated by a firm’s operations leaving several opportunities to 
further invest the earned money. Either the entire amount of cash earned by a firm’s 
operations can be returned to shareholders in the form of dividends, or it can be 
reinvested in the firm to purchase additional real assets, or it can be a mix of both. 
Shapiro, 2005, p230 defines cash flow as follows; “Amount of money changing hands 
on a transaction or during a certain time period”. 

The usage of cash flows is of particular relevance, not only for shareholders but also 
for the evaluation of the financial conditions of investment opportunities. Unlike 
applied accounting principles, which include non-cash generating (either inflow or 
outflow) items such as depreciation, pure cash flow figures do not include such 
figures. 
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Income figures understate the available amount of cash due to the consideration of 
depreciation and other non-cash expenses. Bierman (2007) argues that including 
depreciation retains money in a firm that otherwise would be distributes as taxes or 
as dividends to shareholders. 

When evaluating potential investment projects and making investment decisions, 
cash flow figures should be used instead of accounting earnings. It is a simple 
concept illustrating any difference between the cash received and the cash paid 
(Brealey, 2006). 

3.1.3 Time Value of Money 

The so-called time value of money is one of the most important principles of 
corporate finance. It means that money received today can earn interest and is 
therefore worth more than money received at a later date. Brealey, 2006, p16 
provides a simple but excellent description and calls it the first basic principle of 
finance; “…a dollar today is worth more than a dollar tomorrow, because the dollar 
today can be invested to start earning interest immediately.” Interest in this case is a 
positive rate of return at which money can be invested. This basic principle influences 
a wide range of decisions in corporate finance. It is essential to understand and to 
apply this concept and to incorporate it systematically into business decisions 
(Bierman, 2007). 

3.1.4 Present Values and Future Values of Cash Flows 

Two calculations applying the time value of money principle are the future value (FV) 
and the present value (PV). The present value concept is widely used in corporate 
finance, especially when estimating cash flows of investment projects. 

The future value is the value of cash or an asset at a specified time in the future 
earning a certain amount of interest. One example to illustrate the future value; 1 
Euro available today is invested to earn a 10 percent interest over a period of time. 
The FV of this amount will be 1.1 Euro after this period of time has expired. The 
future value concept can even be applied to an indefinite number of periods 
(Bierman, 2007): 

FVn = C0 * (1+r) n where 

• FVn is the future value of C0 cash initially invested 

• C0 is the amount of cash initially invested 

• r is the interest rate 

• n is the number of periods 

In contrast to the future value of cash or an asset the present value (PV) calculates 
how much a future investment is worth today. Therefore a cash flow occurring in the 
future is discounted by the reciprocal of 1 with a rate of return (also called the interest 
rate, discount rate, hurdle rate, or opportunity cost of capital) added (Brealey, 2006). 
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This value is the so-called discount factor: 

Discount factor = 1 / (1+r) where  

• r is the rate of return 

The PV of a future cash flow after one specified period of time is calculated as 
follows (Brealey, 2006, p16): 

PV = discount factor * C1 = 1 / (1+r) * C1 where 

• PV is the present value of a cash flow occurring in the future (C1) 

• C1 is a cash flow occurring after one specified period of time 

• 1 / (1+r) is the discount factor 

Bierman, 2007, p1 provides a formula to calculate the present value of future cash 
flows occurring after an indefinite number of periods: 

C0 = Cn * (1+r)-n where 

• C0 is the present value of a cash flow Cn occurring in the future 

• Cn is the value of a cash flow occurring after n periods in the future 

• (1+r)-n is the discount factor 

• n is the number of periods identifying after how many periods a future cash flow 
Cn was received 

3.1.5 Discounted Cash Flows 

Discounting cash flows is an essential part of corporate finance as it allows the user 
to calculate the current value of cash flows occurring at different periods in the future 
and use these values for the evaluation of the financial conditions of an investment 
project. Ansari, 2000, p12 defines discounting as “the process of converting all cash 
flows to their present value (value at time period 0) using a rate of return or interest 
rate.” Once again the concept underlying discounting is the time value of money 
principle. The discounting of cash flows is the central idea behind two of the mostly 
applied methods of the financial evaluation of investment projects, the Net Present 
Value (NPV) and the Internal Rate of Return (IRR). Both will be discussed later in this 
chapter. 

One might ask what rate to choose to discount future cash flows that are generated 
by an asset or investment. The rate to be used is the so-called opportunity cost of 
capital and shall be determined by including the expected rate of return of alternative 
investments forgone.  
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In other words, it is the minimum acceptable rate of return on investment projects 
with similar risks (Shapiro, 2005). Finally, the rate should also consider any risk 
generated by an investment project (Brealey, 2006). 
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3.2 Project Evaluation 

3.2.1 Financial Criteria 

3.2.1.1 Methods Used for Financial Investment Project Analysis 

Net Present Value (NPV) 

The Net Present Value (NPV) of an investment project is determined by calculating 
the present values of the future cash flows generated by this investment, summing 
them up and finally subtracting this sum of from the initial outlay for the investment. 
As previously explained in the text, future cash flows are discounted using a discount 
rate considering time and risk. If the calculated NPV is positive, the investment 
should be undertaken. An investment with a negative NPV should not be accepted. 
When comparing several exclusive investment projects, the projects with the highest 
positive NPV should be accepted. 

From a purely financial viewpoint, the NPV rule is consistent with the shareholder’s 
objective of wealth maximisation, because it exclusively uses cash flows in the 
calculations as well as considers the time value of money. It evaluates investment 
projects in the way as investors do (Shapiro, 2005). The NPV has several strengths 
and weaknesses. The strengths are (Brealey, 2006, Shapiro, 2005, Ansari, 2000): 

• Its consideration of the time value of money 

• The NPV considers all expected cash flows irrespective of the timing when 
the anticipated cash flows are generated 

• It permits comparisons between different investment projects with the same 
pre-determined discount rate 

• The NPV of an investment considers risk by applying a discount rate 
reflecting the minimal acceptable rate of return on projects with similar risks 

The NPV’s shortcomings are mainly concerned with the understanding of the concept 
and its components: 

• The concept may be hardly understood due to its complexity (Shapiro, 2005) 

• Selecting a suitable discount rate based on assumptions about a potential 
investment and considering an investment’s risk may be difficult to 
comprehend for individuals without any financial training, background or 
experience (Ansari, 2000) 

• The model gives a false sense of accuracy, since the computed present value 
is based on estimated and uncertain cash flows (Ansari, 2000) 
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Internal Rate of Return (IRR) 

Besides the NPV the Internal Rate of Return (IRR) concept is the second procedure 
employed for the financial evaluation of investment projects, which uses discounted 
cash flows and present values. The IRR determines the discount rate for an 
investment where the sum of the present values of the expected future cash flows 
and the initial investment outlay equals zero. It basically means that the IRR is the 
discount rate that equates an investment project’s NPV to zero (Shapiro, 2005). 
Brealey, 2006, p93 states “The internal rate of return rule is to accept an investment 
project if the opportunity cost of capital is less than the internal rate of return.” The 
rational behind this statement is that an investment project yielding more than its 
opportunity cost of capital has a positive NPV, thus it is worthwhile investing. The 
IRR has some shortcomings that everyone using it has to be aware of. Multiple rates 
of return may occur if the sign of the projected future cash flows change (that is cash 
inflows and cash outlays) during the investment project’s lifetime. There may also be 
instances where NPV and IRR provide different suggestions when comparing the 
financials of mutually exclusive projects. Reasons for these differences may lie in the 
different timing of the project’s cash flows (that is when project future cash flows are 
expected) as well as in the scale of the investment projects (that is the amount of the 
initial investment outlay). Just as it is the case with the NPV, another disadvantage of 
the IRR is the fact that the model gives a false sense of accuracy, since the 
computed present value is based on estimated and uncertain cash flows. The 
advantages of using the IRR are (Ansari, 2000): 

• Its consideration of the time value of money 

• The IRR considers all expected cash flows irrespective of the timing when the 
anticipated cash flows are generated 

• It permits rate-based comparisons between different investment projects with 
different cash flow patterns 

Profitability Index (PI) 

The Profitability Index (PI) is a measure that determines an investment project’s 
profitability by dividing the present value of all expected future cash flows by the 
initial investment outlay. The PI is also called benefit-cost ratio. An investment project 
whose profitability index exceeds 1 should be accepted. For a given investment 
project both NPV and PI indicate the same accept-reject decision (Shapiro, 2005). 
Conflicts can arise between the results of PI and NPV in the case of ranking mutually 
exclusive projects. According to Shapiro (2005) these conflicts should be resolved by 
using the NPV ranking instead of the PI. 

Payback Period 

The payback period is defined as the length of time required by an investment project 
to equal the initial investment outlay with the expected future cash flows. The shorter 
the payback period of an investment project the better for the project to be accepted. 
Firms may specify payback requirements as accept-reject decision rules for 
investment projects, thereby limiting the length of time in which an investment project 
shall have earned the initial cash outlay. 
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The payback period has several advantages (Ansari, 2000, Shapiro, 2005): 

• It is a measure that is straightforward, simple and easy to use 

• It is easily understood even by individuals without an financial background 

• The concept encourages projects to provide quick cash recovery periods 

• It provides a simple measure for project risk; the shorter the investment 
recovery period, the less risky is the project 

However, the payback period has several major weaknesses (Ansari, 2000, Shapiro, 
2005): 

• The concept ignores the time value of money, one of the key principles in 
corporate finance 

• It ignores cash flows beyond the payback period, thereby only considering 
cash flows up to the time the payback period is reached 

• It is clearly biased against long-term investment projects; if a quick repayment 
of the initial cash outlay is not expected, a project is rejected 

• The payback period only considers risk until the initial investment is recovered 

The payback period method may be modified to consider the time value of money. 
This variant is called the discounted payback period. It measures the time it takes to 
equal the present value of the expected future cash flows with the initial investment 
outlay. However, this modified version of the payback period method does not 
eliminate any other shortcomings except considering the time value of money. It is 
worth mentioning that by applying the discounted payback period the complexity in 
using this method is increasing. 

Accounting Rate of Return (ARR) 

The Accounting Rate of Return (ARR) is defined as the ratio of average after-tax 
profit to average book investment, thus it represents an average return on investment 
(Shapiro, 2005).  The ARR is a measure based on accounting figures rather than 
cash flows. Ansari (2000) argues that the ARR is not a capital budgeting model as 
the financial analysis of potential investment projects shall apply cash flow 
estimations instead of using revenue and expense measures. Cash flows and 
accounting income often differ. Applied accounting rules treat certain cash outflows 
differently than others. Some are considered as operating expenses, others are 
considered as capital expenses. Whereas operating expenses are directly deducted 
from the income, capital expenses are depreciated not affecting cash flows. As 
investors are only concerned with cash flow figures, any figures not related to cash 
flows are of no value for them. However, despite this shortcoming the ARR remains 
widely used (Ansari, 2000). 
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Firms using the ARR method need to specify a target rate of return. Investment 
projects leading to a return greater than the target rate of return should be expected, 
whereas those projects failing to reach the target rate of return should be rejected 
(Shapiro, 2005). 

The strength of the ARR is its simplicity and ease to use. The weaknesses are 
apparent: 

• As all other methods not using discounted cash flows it ignores the time value 
of money 

• It is based on accounting figures rather than cash flow estimates as widely 
used for the financial analysis of investment projects 

Return on Investment (RoI) 

The Return on Investment (ROI) is a ratio calculated by dividing an investment 
project’s expected income by the initial investment outlay. Just like the ARR the ROI 
is based on accounting figures rather than cash flows. Neither does it consider the 
time value of money. Bierman (2007) argues that ROI is not a reliable measure to 
compare investment alternatives. 

Usage of Criteria and Final Comments 

Several studies examining the usage of the different methods for the financial 
evaluation of investment projects in firms have been conducted throughout the world. 
These surveys indicate a clear trend towards the application of the more 
sophisticated discounted cash flow methods such as the NPV and the IRR. Bierman 
(2007) calls the increasing popularity of applying discounted cash flow methods and 
thereby replacing the payback period and the ARR as the first revolution in capital 
budgeting. However, the payback period still remains popular, especially as a 
secondary method to evaluate a potential investment project (Shapiro, 2005). 

A further review of available literature and research papers suggests that it is not 
sufficient to purely rely on the financial evaluation of investment projects using the 
different methods discussed in this chapter. The evaluation of the financial 
characteristics of investment projects needs to be combined with sophisticated tools 
for further analysis. Harmantzis (2007) provides an example of applying the NPV 
combined with another tool of financial evaluation (in this case real options, being 
discussed later) to perform a financial evaluation for a complex investment project in 
the wireless industry. Another advocate of this approach is Kayali (2006). In his 
article (Kayali, 2006) he argues that the pure usage of the traditional investment 
project evaluation metrics (payback period, ARR, IRR, NPV) assume that the 
management of a firm is passive, not reacting to any changes that may occur. As 
more information about an investment project becomes available, management could 
revise the investment project. Kayali (2006) therefore promotes the usage of real 
options in combination with the conventional project evaluation metrics “to account 
for the opportunities arising as the uncertainty about the project under consideration 
is resolved” (Kayali, 2006, p286). Van Cauwenbergh et al (1996) studied the role and 
function of formal analysis in the strategic investment decision process in Belgium.  
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The study pointed out among other things that: 

• The use of financial evaluation of investment projects is important 

• The contribution of financial evaluation models for making investment 
decisions needs to be put in perspective and alongside other factors 

Other factors may be any project evaluation criteria of a non-financial nature as 
discussed in section 3.2.2. 

Finally it is necessary to discuss the correctness of the financial forecasts used for 
the different project evaluation models. These forecasts, may it be cash flows or 
income estimates, are subject to amendments and may not be achieved in the real 
project, for different reasons. These are the best possible economic assumptions of 
financial managers; maybe somehow biased figures to give the impression that a 
potential investment project looks very promising at least from a financial 
perspective. However the real investment project might have different results. 
Brealey, 2006, p275 provided an excellent example; “Here is another riddle. Are 
projects proposed because they have positive NPVs, or do they have positive NPVs 
because they are proposed?” This particular statement as well as all evidence found 
in the discussed articles proves the necessity of additional analysis of potential 
investment projects other than pure financial evaluation. 

At least three conclusions can be drawn: 

• Apply more than one financial investment project evaluation method 

• Combine the analysis with additional analysis tools 

• Consider criteria other than financial 

3.2.1.2 Risk 

Investment decision making always involves risk. As the financial analysis of 
investment projects is based on assumptions and forecasts without having exact 
knowledge of the future progression of an investment project, it is of paramount 
importance for a firm to consider risk in the financial assessment of an investment 
project. Ansari, 2000, p19 emphasizes this fact by stating: “Formal and informal 
assessment of potential risk should be a fundamental part of the capital budgeting 
process.” Different investment projects may be associated with different risk criteria 
affecting the risk of each individual project, thus leading to investment projects having 
different risk figures applied. Selecting an appropriate discount rate that considers 
risk is one of the main concerns of the financial evaluation of potential investment 
projects. Considering risk in the financial evaluation of investment projects is 
complex. This section outlines two different approaches and explains the basic 
principles of risk assessment in the financial analysis of investment projects. 
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Risk-Adjusted Discount Rate 

As explained in section 3.1 the rate to discount future cash flows that are generated 
by an investment or asset has to consider risk. The result of this calculation is the so-
called risk-adjusted discount rate representing the opportunity cost of capital of 
investing in a particular asset or investment project, thereby identifying the minimum 
expected return from this investment. Depending on the risk characteristics of a 
potential investment project, different approaches can be applied to determine such 
risk and its contribution to the applied discount rate. 

The Cost of Capital 

A frequently used approach to determine the risk-adjusted discount rate is to 
calculate the cost of capital for an entire firm and to use it as the minimum return 
rate. Brealey, 2006, p215 defines the company cost of capital as “the expected return 
on a portfolio of all the company’s existing securities. It is the opportunity cost of 
capital for investment in the firm’s assets, and therefore the appropriate discount rate 
for the firm’s average risk projects.” As Brealey (2006) states, this figure is valid for 
investment projects having the same risk as the company as a whole. 

To determine the company cost of capital, a calculation called the weighted average 
cost of capital (WACC) is used. This calculation combines a firm’s cost of debt capital 
as well as a firm’s cost of equity capital resulting in an overall cost figure for the entire 
firm. 

However, a potential investment project may have a higher or lower amount of risk 
than the firm’s average. This would lead to different discount rates to be applied in 
the financial evaluation of investment projects. 

In the case that an investment project’s risk differs from that of the firm’s risk, it is 
necessary to calculate a discount rate, which takes into account these deviations. 
According to Shapiro, 2005, p144 “The cost of capital for a project depends on the 
riskiness of the assets being financed, not on the identity of the firm undertaking the 
project.” Rapp (1974) argues that a discount rate should contain two elements; a risk-
free rate and a risk premium. Both statements have its origin in the portfolio theory. 

Investors are willing to invest their available funds into a firm’s stocks. Depending on 
the risk of a particular investment project these investors require to earn a default-
free (that is risk-free) return on their investment plus a premium for taking the risk to 
invest in a specific firm’s stocks (and thereby financing its investment projects). Firms 
need to determine the return investors require. One calculation firms apply to 
determine the cost of capital for an investment project is to calculate the so-called 
capital asset pricing model (CAPM).  
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The CAPM defines the expected return on a firm’s stock as the sum of a risk-free 
return rate and a risk premium that depends on the firm’s beta (β) and the market risk 
premium (rm – rf). 

r = rf + β * (rm – rf) where 

• r is the expected return 

• rf is the risk-free return rate 

• rm is the required return rate of the market portfolio consisting of all assets in a 
market 

• β (beta) is a measure of the sensitivity of a firm’s stock to market movements 

• (rm – rf) is the market risk premium 

This measure focuses on the equity capital part of financing investment projects 
rather than the debt equity part. 

3.2.1.3 Project Analysis and Uncertainty 

The future progress and the outcome of a potential investment project are uncertain. 
An investment project and thus the investment decision can be influenced by a 
variety of factors and criteria other than pure consideration of cash flows and risk-
adjusted discount rates. In order to identify these factors and criteria, to analyse and 
to understand their effect on an investment project, investment decision making 
requires specific tools and techniques. Without adequate investment project analysis 
and determining the effects of uncertainty on investment projects, wrong investment 
decisions may be the result. Brealey, 2006, p103 comments on the importance of 
project analysis; “A manager should be able to understand what is going on inside a 
project. Detailed project analysis enables a manager to understand the 
vulnerabilities, strengths and weaknesses of a project.” 

As part of the thesis project six different techniques are used in the investigation and 
therefore illustrated in this section. The techniques are: 

• Sensitivity Analysis 

• Scenario Analysis 

• Break-Even Analysis 

• Monte Carlo Simulation 

• Real Options 

• Decision Trees 
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Sensitivity Analysis 

The sensitivity analysis considers changes in key variables of an investment project 
and determines their effect on an investment project’s outcome. Key variables 
include R&D costs, plant construction cost, market size, market share, price and 
production costs (Shapiro, 2005). After identifying the key variables to be applied for 
a project’s sensitivity analysis, different values of these variables are determined. 
These are usually the most pessimistic values, the expected values and the most 
optimistic values. These different values are then used to calculate net present 
values (NPV); for each change of a key variable one calculation is made. Based on 
these calculations, the changing of key project variables can be analysed and their 
effect on an investment project’s outcome can be illustrated. 

By changing variables one at a time the sensitivity analysis ignores that investment 
project variables are generally interrelated. 

Scenario Analysis 

According to Brealey (2006) the scenario analysis is the logical extension of the 
sensitivity analysis. Whereas variables are changed one at a time in the sensitivity 
analysis, the scenario analysis predefines typical scenarios for an investment project, 
specifies suitable values for key project variables and combines these variables 
according to the characteristics of the different scenarios. With the predefined 
scenarios as a basis, managers can analyse a particular investment project and 
evaluate the project’s susceptibility to the combination and the values of the key 
project variables. 

Break-Even Analysis 

The break-even analysis calculates at which level of sales the NPV of an investment 
project equals zero. As Brealey (2006) comments, managers sometimes want to 
know how bad sales can get before a project loses money. The break-even point can 
be determined by calculating the present values of a project’s cash inflows and the 
cash outflows at different sales levels. 

Break-even analysis is especially useful to assess the impact of fixed costs (so-called 
operating leverage) on an investment project. Shapiro, 2005, p114 clarifies the 
relationship between fixed costs and a project’s sales; “The more fixed costs a 
project has, the more its profits will fluctuate with a given change in sales volume.” 

Monte Carlo Simulation 

The Monte Carlo simulation is a tool allowing for the analysis of all different 
combinations of investment project variables in all available scenarios. Whereas the 
sensitivity analysis is restricted to changing one key project variable at a time and the 
scenario analysis predefines the set of scenarios to be analysed, the Monte Carlo 
simulation allows for assessing all possible combinations of project variables as well 
as considers variable’s interrelationships. It therefore enables decision makers to 
inspect the entire distribution of project outcomes (Brealey, 2006).  
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This type of project analysis is very complex and therefore requires powerful 
computer programs for generating all possible values of variables, processing them 
in different combinations and finally providing the results of the project analysis. 
Using the Monte Carlo simulation as a simulation tool for a potential investment 
project, results in figures illustrating the expected cash flows in each year analysed 
and the spread of possible cash flows (Brealey, 2006). 

Real Options 

The traditional techniques applied to evaluate potential investment projects exclude 
one important component; projects may change over time. As Kayali, 2006, p282 
indicates; “They ignore the management’s flexibility to revise the project as more 
information becomes available and the uncertainty about the project is resolved.” A 
solution to this lack of flexibility is the application of so-called real options (also 
known as growth options). Investment projects, which can be modified during its 
lifetime, have real options. Four different types of real options exist (Brealey, 2006, 
p106f): 

• The option to expand 
This type of option is used by projects to consider expansion opportunities as 
follow-on investment, thereby increasing the value of the original project. 

• The option to abandon 
This type of option is valuable if investment projects do not perform as 
expected and thereby adds value to the original project. An abandonment 
option can be considered as a kind of insurance policy. 

• The timing option 
The timing option adds value to a project as it includes the possibility to delay 
the project’s start. 

• The production option 
The production option is especially valuable for manufacturing companies as 
the demand for certain products may change quickly. This type of option 
allows for different kinds of flexibility when manufacturing products, flexibility 
that adds value to an investment project. 

In the article “Investment decisions in the wireless industry applying real options” 
Harmantzis (2007) provides an example of the application of real options in a 
complex and capital intense environment. As the telecommunications business has 
always been associated with costly investments and in recent years even has 
become a highly volatile industry due to a variety of reasons, Harmantzis (2007) 
considers real options as a suitable tool for the valuation of different cases in the 
telecommunications business, in this particular example in the wireless industry. After 
finishing the evaluation of two cases of investments in the wireless industry involving 
the application of real options, the author concludes that real options provide an 
appropriate framework to be used in the evaluation of investment projects in the 
wireless industry. The reasons for this conclusion can be found in the uncertainty 
around the market conditions and the regulatory policies in future years (Harmantzis, 
2007). 
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Decision Trees 

Decision trees are a useful tool to analyse a sequence of events occurring over a 
period of time using branches to indicate these events and the different choices 
available for decision making. According to Brealey (2006) decision trees force 
implicit assumptions to be expressed by a user. They illustrate the effects of different 
decisions under uncertain conditions and what effect these future decisions will have 
on cash flows. According to Shapiro (2005) decision trees help in selecting the 
optimal sequence of decisions. Decision trees are often used in combination with 
evaluating real options. 

3.2.1.4 Capital Rationing and Project Ranking 

There exist situation in which the amount of funds for investments is limited. In these 
situations firms cannot obtain the desired amount of required funds in order to 
finance all investment projects that are worthwhile investing in. Capital, available for 
investments in a firm’s projects, can be rationed in two ways; either internally or by 
sources external to the firm. Shapiro, 2005, p37 provides an overview of potential 
causes of capital rationing: 

• Debt limit imposed by outside agreement 

• Debt limit placed by management external to the organisation 

• Limit placed on borrowing by internal management 

• Restrictive policy imposed upon retained earnings for dividend payment 

• Maintenance of target earnings per share or price-earnings ratio 

Internal rationing of capital is self-imposed by a firm’s managers. The constraints 
may be induced by a variety of different solutions. A firm’s managers may not be 
willing to raise the necessary funds required for investments by incurring additional 
debt or issuing new shares. In this case the capital available to finance investment 
projects is limited to the cash generated by the firm itself (Shapiro, 2005). It may also 
be feasible to limit the overall size of the budget available for financing investment 
projects.  

As in the most firms management time is a scarce resource and investment decision 
making is only one of many tasks for management to undertake, firms may limit the 
number of attractive investment projects worth to be financed. 

In contrast to internal capital rationing a firm may also face external constraints when 
financing their investment projects, also leading to capital rationing. A firm’s lenders 
may for example restrict the amount of funds a firm could borrow. In the case where 
the firm’s managers and shareholders are not willing to raise the remaining part of 
the necessary funds by issuing new equity, the available money to finance 
investment projects is limited to the amount of internally generated funds (Shapiro, 
2005). 
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In the situations where the above outlined constraints restrict a firm from undertaking 
all investment projects worthwhile, the firm must select the subset or combination of 
independent investment projects that are most profitable. Brealey, 2006, p100 
comments that “we need a method of selecting the package of projects that is within 
the company’s resources yet gives the highest possible net present value”. Choosing 
investment projects or combinations of independent investment projects can become 
a complex task under capital rationing. One easy way to identify the most profitable 
investment projects is the so-called profitability index (PI). The PI of an investment 
project is calculated by dividing the sum of NPVs of the generated cash flows with 
the initial investment. Based on this calculation the available investment projects can 
be ranked and undertaken in a descending order from the highest to the lowest PI 
until a limited capital budget is exhausted (Shapiro, 2005). However, the PI solution 
has some shortcomings. It only selects the preferred combination of investment 
projects in the case that a budget constraint is only valid in the initial investment 
period and that the entire budget can be consumed by accepting and undertaking 
investment projects according to the descending PI ranking. In all other cases more 
sophisticated mathematical approaches are required to analyse the financial project 
metrics and to identify the best investment projects to undertake. 

3.2.2 Non-Financial Criteria 

In addition to an evaluation of the pure financial metrics of potential investment 
projects, the evaluation of investment projects should also consider criteria of a non-
financial nature. However, as these criteria are mainly intangible, it is hard to value 
them in financial terms making it difficult to determine their effect on the success or 
failure of investment projects. These criteria are difficult to quantify and to measure 
(Ansari, 2000). A real asset for example can be purchased paying a specific outlay, it 
can be used and its contribution to a firm’s wealth can be estimated over its 
economic lifetime. 

The available literature provides a comprehensive collection of books and additional 
material discussing the financial evaluation of potential investment projects, often on 
a very detailed level. In contrast, the availability of similar literature aiming to analyse 
and to explain the evaluation of non-financial criteria with respect to their influence of 
investment projects is limited, with the discussion about strategy being one 
exception. The focus of evaluating investment projects lies on assessing the financial 
criteria, letting the analysis of non-financial criteria occupy a minor part of investment 
project evaluation or disregarding it completely.  

Furthermore it is unclear to what extend firms evaluate these criteria as part of the 
assessment of an investment project. In spite their characteristics; non-financial 
criteria may have a considerable effect on investment projects and their future 
success. 
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As part of this thesis project the following non-financial criteria are assessed and will 
therefore be explained in the remaining part of this section: 

• Strategy 

• Shareholder’s Interests 

• Customer relations 

• Competition 

• Competencies 

• Intuition and Experience 

• Project Lifetime 

3.2.2.1 Strategy 

Strategy can be seen as the art of combining a company's long-term objectives with 
gaining competitive advantage over rivals. By defining goals, a firm settles its 
objectives with respect to magnitude and time. Whereas the objectives indicate what 
a firm intends to achieve in an agreed time frame, strategy determines how these 
objectives can be met (Kotler, 2003). 

It is important for a company to differentiate itself from competitors, to implement 
activities, such as effective core processes, that outperform them. This difference 
could be either to engage in unique activities or to perform similar activities better 
than competitors do (Porter, 1996). Strategy is about defining unique and valuable 
positioning, of products or services for example, calling for carefully defined sets of 
activities that support a chosen position. In his article “What is Strategy” Porter 
(1996) provides two important statements about the meaning of strategy: 

• “Strategic positioning means performing different activities from rivals’ or 
performing similar activities in different ways” and 

• “Strategy is the creation of a unique and valuable position, involving a 
different set of activities.” 

For a company to stay competitive with it’s positioning usually means to trade-off. 
Positioning trade-off requires choosing an image or reputation, sets of activities or 
the company's way to compete, thereby precisely identifying a company's offerings. It 
is vital for a company's strategy to specify what to do and what not; trade-off supports 
this part of strategic planning. 
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Another dimension in strategy is how activities can be combined with each other to 
achieve the best possible outcome. A company can gain significant competitive 
advantage if it is able to fit its activities in a way where they complement each other 
and strengthen their effects on overall business objectives (e.g. costs, profitability, 
and timeliness). The more a company's activities are set-up as a system; the more 
difficult is it for competitors to imitate. In summary, Porter identified three different 
strategies.  

A firm can gain a competitive advantage by pursuing one of the following three 
strategies (Kotler, 2003): 

• Overall cost leadership 

• Product differentiation 

• Focus on a particular market niche 

Åberg, 2006, p2 acknowledges that “…the importance of aligning individual 
investment decisions with strategy is primarily acknowledged by the companies 
studied through requiring strategy motivations in the investment proposals.” 

In the context of this thesis, it is essential to identify the interrelation between strategy 
and investments. Managers having a clear understanding of a firm’s competitive 
edge and its strategy have an advantage when analysing potential investment 
projects and when deciding what investment projects should be financed. Such 
individuals look more than just at financial figures presented to them. Brealey (2006) 
stresses therefore the importance of a firm’s strategy and its link to the generation of 
so-called economic rents. Economic rents are profits more than covering the cost of 
capital contributing to a firm’s financial wealth, ultimately achieved by identifying 
investment projects that promise a positive return. 

Investment decisions may be either tactical decisions or strategic decisions 
(Bierman, 2007). Tactical investment decisions consider activities that do not drift 
from a firm’s chosen strategy and require relatively small amounts of funds. 
Examples of a tactical investment decision may be the replacement of a machine 
(that is a real asset). In contrast to tactical investment decisions, strategic investment 
decisions have greater influence on strategy. Strategic investment decisions directly 
affect a company’s current strategy and therefore have a substantial impact on a 
company’s future. These decisions require large amounts of money; significantly 
change a company’s expected profits and the risks involved in earning these profits 
(Bierman, 2007). Stockholders and creditors have to revise their assessment of a 
company based on the changes these strategic investment decisions cause. Other 
stakeholders such as a firm’s employees, suppliers or other entities involved in a 
firm’s business may also be affected by the strategic change. 
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In the article “Strategic Decision Making” Eisenhardt (1992) reviews three paradigms 
of strategic decision making; rationality and bounded rationality, politics and power 
and finally the garbage can model. These paradigms may also be relevant and 
applied when making investment decisions considering strategy. According to the 
rationality and bounded rationality model, individuals enter a decision situation with 
known objectives. Individual’s objectives determine the value of outcomes of 
potential decisions (also referred to as actions). In order to develop a set of 
alternatives, individuals gather relevant information. Based on the information 
available an optimal decision is selected.  

Both politics and power are apparent in strategic decision making. The political 
perspective comprises three central ideas (Eisenhardt, 1992, p27): 

• Organisations consist of individuals with partially conflicting preferences 

• Strategic decision making is characterised by politics because powerful 
individuals get want they want 

• Individuals use political tactics (such as cooptation, coalition formation and 
use of information) to enhance their power 

The garbage can model refers to decision making in highly ambiguous settings called 
organised anarchies (Cohen, 1972). The model considers other models (or 
paradigms) for strategic decisions making as not sufficient due to their lack of 
sensitivity to decisions making in an environment that is characterised by complexity, 
instability and ambiguity. Timing, luck and chances are important components of this 
paradigm. Eisenhardt, 1992, p27 characterises the garbage can model as follows; 
“decision making occurs in a stochastic meeting of choices looking for problems, 
problems looking for choices, solutions looking for problems to answer, and decision 
makers looking for something to decide.” 

3.2.2.2 Shareholder’s Interests 

Shareholders invest in a firm by purchasing shares of that firm in the hope for a rise 
of the firm’s share price. Shareholders are the owners of a firm. The funds raised 
through selling these shares will be used to finance a firm’s investment projects. As a 
basic rule in finance, shareholders are mainly concerned with maximising their 
wealth, a rule that is commonly propagated in the finance literature. Shapiro (2005) 
argues that the ultimate aim of capital budgeting is the market value maximisation of 
a firm’s common stock, thereby maximising the wealth of a firm’s shareholders. 

Based on the assumptions above, it must mean that a firm must never accept any 
potential investment project that does not maximise the market value of a firm’s 
shares. As a consequence each individual investment project has to illustrate if the 
investment maximises shareholder’s wealth and thereby considers shareholder’s 
interests. 
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3.2.2.3 Customer Relations 

Customers are extremely important for a firm as they generate revenues by 
purchasing its products or services. Establishing customer relations based on mutual 
trust should be part of each firm’s marketing strategy as they ensure high customer 
loyalty, which could result in increased orders from this particular customer. 
According to Kotler, 2003, p51 a profitable customer is “a person, household or 
company that over time yields a revenue stream that exceeds by an acceptable 
amount the company’s cost stream of attracting, selling, and servicing this customer.” 

Potential investment projects may need to investigate how the project affects 
customer relations and the revenue stream generated by a firm’s customers.  

An investment project can affect customer relations in several ways: 

• A new product or service offering that is particular interesting for the customer 

• Closer co-operation with the customer in terms of product and portfolio 
strategy, technology appraisal and strategic planning, joint R&D projects or 
marketing campaigns 

• Customer satisfaction - A company may increase its profitability by means 
other than customer satisfaction (e.g. improving manufacturing processes or 
investing more in R&D) (Kotler, 2003) 

Being aware of customer relations and how they are affected by a potential 
investment project give decision makers a better understanding of an investment 
project, which result in investment decisions that both consider and acknowledge 
customers as an essential criteria for a firm’s success or failure. 

3.2.2.4 Competition 

Each firm faces competition in one or another way. Kotler, 2003, p10 defines 
competition as “the actual and potential rival offerings and substitutes that a buyer 
might consider”. Competitors are firms that satisfy the same customer needs with 
their offerings (Kotler, 2003). In order to stay competitive with its offerings a firm 
needs to take a position within its industry, which secures and enhances competitive 
advantages. To gain relevant information a firm has to identify its competitors, 
analyse their strategies, objectives, strengths and weaknesses. Based on the 
gathered information and their analysis the firm can determine how it best can build 
competitive advantages over its rivals. As discussed in section 3.2.2.1, a firm can 
gain competitive advantage by pursuing three strategies (overall cost leadership, 
product differentiation or focus on a particular market niche). By building competitive 
advantages a firm secures both the generation of economic rents and the creation of 
value. 

Investment projects need to secure a firm’s competitive advantage and enhance it 
with the firm’s strategy as the basis. Shapiro (2005) argues that the strategy to build 
a firm’s competitive advantage often consists of a sequence of investment projects. 
These investment projects, each of them may only generate low returns when seen 
in isolation, could in combination achieve the required competitive advantage. 
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Shapiro (2005) calls these investment projects tactical projects, which should be 
analysed collectively rather than individually. 

Decision makers who are aware of a firm’s competitors, the firm’s competitive 
advantage and have acquired a broader view on potential investment projects will be 
in a better position to judge the influence of investment projects on competition and 
how competitive advantages are maintained and enhanced. 

3.2.2.5 Competencies 

All investment projects require competencies from its project members. Depending 
on the characteristics of the investment project, these competencies may be general 
or very specific.  

Firms need to asses what skills are required to accomplish a potential investment 
project. It will give them a better understanding of the complexity of an investment 
project and may be used for a more detailed analysis of required resources and cost 
estimation. Firms not only need to identify the competencies that are required for an 
investment project, but based on this information it is necessary to determine what 
competencies can be provided by the firm’s employees. Competencies that are not 
covered by internal personal could be acquired through training or recruiting new 
personal. Another option to acquire necessary skills would be the temporary hiring of 
external personal to cover the lack of competencies during a period of time. 

Without exactly knowing what competencies are required for a smooth, timely and 
cost-effective realisation of an investment project it is difficult to determine the 
complexity of a project. Wrong assumptions and finally wrong investment decisions 
may be the result. 

3.2.2.6 Intuition and Experience 

The available literature suggests that both intuition and experience affect decision 
making, thereby influencing the choice of investment projects that will be financed. 
As part of this thesis project it will be investigated if this fact is even valid for the 
evaluation of investment projects in the IT and telecoms industry. In general, due to 
their characteristics, influences of investment proposal evaluation and decision 
making, both intuition and experience increase the quality of investment decisions. 

Sinclair, 2005, p353 defines intuition as “a non-sequential information-processing 
mode, which comprises both cognitive and affective elements and results in direct 
knowing without any use of conscious reasoning”. Intuition can be seen as one 
approach in decision making to deal with uncertainty and other ambiguities, as they 
are nowadays present in most industries. Sinclair (2005) proposes a model that 
consists of both an analytical decision making approach and an intuitive decision 
making approach. According to this model both approaches complement each other. 
Van Cauwenbergh proves the existence of Sinclair’s model. Based on a survey 
among Belgium companies, Van Cauwenbergh (1996) suggests that factors 
evaluating the financial metrics of a potential investment project (“rational factors”) 
combined with intuitive judgement provide the basis for the evaluation of strategic 
investment projects and hence influence any investment decision. 
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Experience is defined as “the accumulation of knowledge or skill that results from 
direct participation in events or activities” (Dictionary.com, 2007). The context of 
experience with investment projects includes investment project evaluation as well as 
making investment decisions. To emphasize the role of experience in investment 
decision making Van Cauwenbergh (1996) states that investment decisions are often 
based on past experiences and shared assumptions about events and situations that 
may occur in the future. 

3.2.2.7 Project Lifetime 

The existence of an almost unlimited variety of potential investment projects and their 
characteristics has to be considered when estimating the projected lifetimes 
associated with these investment projects. Depending of the type of investment 
project, its characteristics and taking into consideration additional influencing factors, 
the lifetime of a potential investment project differs.  

The replacement of a real asset (such as a machine to produce a product) after its 
economic life has expired will have a projected lifetime that substantially differs from 
a strategic investment decision, whose future is hard to predict and thus highly 
uncertain. 

In addition to the specific characteristics of a potential investment project, additional 
factors may influence the estimation of the projected lifetime of an investment project. 
These are a firm’s overall strategy, shareholder’s interests, competition, customer’s 
needs, and access to skilled labour and to required financial resources. Experiences 
from similar investment projects that have been undertaken in the past may also 
have an affect on estimating the lifetime of an investment project. 

The thesis project includes an investigation with respect to what factors have an 
affect on the projected lifetime of a potential investment project. Furthermore the 
investigation considers the additional factors as outlined above and studies to what 
extend these factors affect the projected lifetime. 
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3.3 The Investment Decision Process 

The identification of profitable investment projects is not only regarded as difficult and 
complex, it is also one of the most important activities in a firm. Choosing and 
financing investment projects that finally do not meet the targets set may have 
devastating affects on a firm’s overall success and its survival on the market. Firms 
are well advised to implement a defined process describing the handling of 
investment projects, thereby emphasizing the importance of this activity. Corporate 
guidelines and routines that are not only promoted but their usage also encouraged 
by a firm’s senior management, will provide the stability, attention and understanding 
this corporate activity requires. It furthermore represents and maintains high 
qualitative measures within a firm. Individuals dealing with potential investment 
projects, or a firm’s employees who for example come up with new ideas and intend 
to submit investment project proposals need to know how their proposals are 
handled within the firm and what information is required for a proper analysis. As 
Shapiro, 2005, p6 comments, “People must think them {investment proposals} up.” A 
well-defined, understandable and easy-to-use investment decision process will assist 
them in preparing the information that is critical for decision making and furthermore 
may encourage individuals to translate their ideas more often into investment 
proposals and to submit them. 

The investment decision process can be considered as a tool to accomplish a firm’s 
strategic goals by agreeing to undertake investment projects that are aligned with the 
strategy, thereby strengthening a firm’s competitive advantage. The process provides 
the resources to implement a corporate strategy. There exists another aspect worth 
mentioning; the social and behavioural relevance associated with the investment 
decision process. The process not only considers the analysis of relevant factors and 
criteria that can be directly associated with a particular investment project proposal. 
Tell (1978) stresses the fact that the investment decision process is a social process 
based on complicated social relations and attitudes, both within a firm and outside. 
The investment decision process and its general employment throughout a firm is 
influenced by all individuals that are involved in investment decision making, not only 
by decision makers themselves. 

The following section discusses relevant attributes that should characterise a firm’s 
investment decision process. An investment decision process consists of different 
stages. The last section in this chapter discusses the different stages an investment 
decision process should contain. 

3.3.1 Process Attributes 

For an investment decision process to become effective, widely used and accepted, 
it has to be characterised by certain attributes. Ansari (2000) introduces three types 
of attributes; technical attributes, behavioural attributes and cultural attributes. 

Technical attributes comprise properties providing the means for controlled and 
unbiased analysis of investment proposals and investment decision making. They 
define and align the usage of metrics and criteria that are to be used to analyse a 
potential investment project. A firm may for example require the consideration of 
certain financial metrics (e.g. net present value) and non-financial criteria included in 
an investment proposal to qualify for an analysis of the investment proposal.  
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This definition of criteria has several reasons. First of all, as the information 
demanded from investment proposals is the same, it provides decision makers with 
the prerequisites for unprejudiced comparisons of the different investment project 
proposals. Secondly, the usage of a defined set of financial metrics links capital 
allocations to estimations of financial returns generated by investment projects 
(Ansari, 2000). Using a well-defined set of criteria and demanding adequate 
documentation of an investment project proposal also helps a firm to learn from 
previous investment projects. The outcomes of investment projects undertaken in the 
past can be compared to investment proposals with matching criteria. It allows a firm 
to use the available results, to evaluate assumptions and to apply this knowledge in 
the evaluation of investment project proposals. 

Investment decision processes have an affect on the behaviour of a firm’s staff, at 
least on those dealing with investment decision making. Depending on the criteria 
and metrics a firm’s management considers as important, individuals are forced to 
use these criteria and metrics. Otherwise their investment project proposal will be 
disregarded. An investment decision process shall focus on strategic goals and force 
senior management to communicate these goals (Ansari, 2000). Analysing previous 
investment projects could encourage individuals to provide better and more accurate 
details, thereby raising the quality of the submitted investment project proposals. 
However, the application of an investment decision process not only has positive 
effects on the behaviour of individuals involved in preparing investment project 
proposals as well as in investment decision making. Ansari (2000) refers to these 
effects as dysfunctional effects. Project sponsors may be encouraged to game 
playing. Furthermore the acceptance of an investment project proposal is often 
directly associated with meeting minimum rate s or levels of certain financial metrics. 
Once again, crude setting of minimum rates encourages individuals to tweak their 
proposals until they conform to the firm’s pre-defined rates. It is of greatest 
importance for a firm to create a mix of criteria and metrics, which mitigate any 
negative behavioural side effects. 

An investment decision process promotes the values of a firm and reinforces the 
organisational culture. The process provides a common understanding when 
evaluating investment project proposals and making investment decisions. Using a 
defined set of evaluation metrics and criteria is another integral characteristic 
promoting cultural values of a firm. It gives individuals a common understanding of 
rationality as perceived and encouraged by a firm’s senior management. Individuals 
using these metrics behave rational according to the firm’s requirements. However, 
promoting the cultural values of a firm is not limited to the usage of a pre-defined set 
of metrics or criteria. The entire investment decision process can be considered as a 
means to promote a firm’s cultural values as it increases individual’s confidence and 
understanding in a firm’s investment decisions. 

3.3.2 Process Stages 

An investment decision process requires a well-defined set of stages covering all 
activities related to evaluating investment project proposals and deciding what 
investment projects to undertake. The different activities need to be arranged in a 
consecutive and logical order. As part of the process definition several activities may 
be combined to higher level process stages. One example; the first higher level stage 
of the investment decision process could deal with collecting investment project 
proposals. This process stage itself may contain several related activities.  
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As the investment decision process and its outcomes substantially influence a firm’s 
future, it must guarantee for a correct and objective evaluation of investment project 
evaluation criteria. The evaluation process stage must consider both the analysis of 
financial evaluation metrics as well as the evaluation of non-financial criteria. Another 
aspect requiring attention when defining the stages of an investment decision 
process is, as briefly explained under section 3.3.1, the opportunity to learn from 
previous projects and its outcomes. It is therefore necessary to provide an 
opportunity for post-audit reviews of investment projects. 

While reviewing literature and articles related to the investment decision process, it 
became apparent that this topic is poorly covered. As part of the thesis project the 
author evaluated two papers. The first document was a textbook written by Ansari 
(2000) and discusses the capital budgeting process, the second was an article 
written by Adler (2002). Adler (2002) discusses strategic investment decision making. 
An important reason for choosing those papers for fact finding was their different 
perspectives requiring an investment decision process. 

Ansari (2000) proposes an eight-step process: 

 

 

Figure 1: Capital budgeting process according to Ansari 

The process covers all vital elements an investment decision process should 
incorporate. Strategy is linked to the capital budget and thus to potential investment 
projects. It furthermore considers the analysis of financial metrics including risk 
measures and non-financial factors. Finally, the proposed process allows for post-
audit reviews of finished investment projects. 
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Adler (2002) discusses the strategic investment process as a four-step approach: 

 

Figure 2: Strategic investment process according to Adler 

The first step deals with the identification of spending proposals. The second step is 
characterised by the analysis of financial metrics and the third step deals with the 
“the assessment of qualitative issues that cannot be fitted into the cash flow analysis 
{step two}” as (Adler, 2002, p1) outlines. The final step deals with investment 
decision making. 
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Looking at both process proposals and in spite of their different perspectives, there 
exist several commonalities between the two approaches. Based on Adler’s (2002) 
and Ansari’s (2000) approaches, the consideration of financial metrics and non-
financial factors as well as the consideration of the process attributes outlined in 
section 3.3.1, the author proposes a four-step approach for investment decision 
processes: 

 

Figure 3: The author's proposal of an investment decision process 

The first step deals with the collection of investment project proposals. This step 
specifies what information an investment project proposal shall contain and provides 
details about the submission of a proposal (such as how, where and when to submit 
a proposal). 

The second step comprises the evaluation of submitted investment project proposals 
and investment decision making. Investment project proposal’s financial metrics and 
non-financial criteria are evaluated as part of this step. The activities of this step lead 
to decisions about what investment projects to undertake. 

After appointing which investment projects to undertake, the following step deals with 
two activities: 

• Project implementation 

• Project control 

Depending on the characteristics of an investment project, its implementation needs 
to be aligned with other activities currently carried out as part of a firm’s day-to-day 
business.  
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In addition to the implementation of an investment project, this step requires the 
definition and implementation of project control measures that allow for monitoring of 
the progress of an investment project. This project control must also consider 
corrective actions by project responsible when the project progress requires it. 

Each finished and implemented investment project must be subject to an evaluation 
in terms of: 

• Achieving certain project objectives 

• Performance of project responsible individuals 

• The usage of financial funds and adhering to financial budgets 

• The overall usage of resources 

All these criteria shall be scrutinised in the last step of the investment decision 
process, called post-audit reviews. Finally, this step not only evaluates the above 
criteria. The results of this evaluation shall serve as reference and can be used as 
valuable insights for the planning of future investment projects. 
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4 Empirical Study 

4.1 The Choice of Empirical Study 

The thesis objective is to prove the hypothesis and to answer the raised research 
questions. The author claims the following hypothesis to be true: Firms employ the 
same methods and use the same criteria as a basis for identifying projects to invest 
in irrespective of the nature of the project. 

The following research questions are associated with the thesis project: 

1. How are potential projects analysed and valued by firms with respect to their 
profitability and contribution to a firm’s wealth? 

2. What criteria, attributes and methods contribute to the decision making? 

3. Are there any differences in the process of identifying projects that are 
worthwhile investing in? 

The most suitable approach to prove the thesis objective and to gain insights into 
firm’s investments is to collect and evaluate information from firms based on a 
combination of quantitative methods and qualitative methods. This combination 
allows for proving or rejecting the thesis’ hypothesis and in addition to that provides a 
deeper understanding of firm’s investment project analysis and investment decision 
making. Grönhaug (2005) states that quantitative methods allow for accepting or 
rejecting hypotheses in a logical and consistent manner. In addition, for inductive and 
exploratory research objectives of the thesis, qualitative methods are suitable 
(Grönhaug, 2005).  

Quantitative methods are (Grönhaug, 2005): 

• Mainly concerned with testing and verification 

• Represent a logical and critical approach 

• Based on controlled measurement 

• Focusing on hypothesis testing 

Qualitative methods are characterised by Grönhaug (2005): 

• Emphasizing on understanding 

• Explorative orientation 

• Providing a holistic perspective of a certain research problem 
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One of the most common techniques for the collection of information is the usage of 
surveys. In order to collect the required information a structured questionnaire, a type 
of a survey, with specifically designed questions is prepared and submitted to 
appropriate recipients in firms operating in the IT and telecommunications industry. 
The establishment of first contacts to relevant firms takes place by phone or face-to-
face. After explaining the thesis topic and its related research, it is important to 
ensure that the potential respondent has the required skills to provide qualified 
answers to the questions. Finally, the questionnaire is sent to the respondent for 
answering. 

4.2 The Selection of Companies and Respondents 

In order to collect the required primary data for later analysis, the objective is to 
conduct a survey among firms competing in the IT and telecommunications industry. 
There are no requirements or limits applied in terms of the number of employees 
working in a firm, a limit or range of a firm’s annual turnover or fulfilling other criteria. 
The intention is to limit the choice of firms as little as possible, thereby allowing for 
the greatest possible diversity of responses. The only requirement firms need to fulfil 
is related to their service and product portfolio. To qualify for being considered for the 
survey, a firm’s portfolio has to offer at least one of the four following services and 
products (Google Finance, 2007): 

• Communications equipment 

• Communications services 

• Software and programming 

• Business services 

The respondents qualify for taking part if they are individuals working for IT or 
telecommunication firms, and who are responsible or involved in assessing 
investment projects. Therefore, the respondents have to be familiar with the terms 
and methods used in investment project evaluation. This familiarity has to comprise 
not only financial criteria used for the evaluation of investment projects. It is equally 
important that the respondent has a good understand of non-financial criteria and 
how these criteria affect investment decisions. Another selection criterion is the 
respondent’s understanding of and familiarity with company internal processes that 
are applied to properly deal with investment projects, from investment project 
evaluation to post-audit review. 

4.3 The Questionnaire 

The questionnaire consists of six parts; two parts covering general information and 
providing instructions and four parts containing structured questions. The first part 
consists of general information about the thesis project, its objectives, and the 
purpose of the questionnaire and the usage of the responses. In the second part of 
the questionnaire relevant instructions are provided, familiarising respondents with 
the formalities of answering the questions in the four following chapters.  
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These four chapters contain a comprehensive set of questions focusing on the 
investigation in the area of evaluating potential investment projects, the usage of 
relevant evaluation criteria as well as cover the investment decision process. The 
investigation comprises 65 questions. Chapter 3 and its presentation of the 
theoretical background represents the main reference for structuring the four 
chapters in the questionnaire, the type of questions and the format used as well as 
their content. The data being collected is based on the theories, methods and criteria 
applied in investment decision making including: 

• Information about the usage of financial criteria and non-financial criteria in 
the investment project evaluation 

• Information about the analysis of investment projects and the investment 
decision process itself 

The entire questionnaire is attached to this thesis document in chapter 8. 

4.3.1 Types of Questions 

Depending on the type of information to be collected in the four chapters of the 
questionnaire, the usage of three different types of questions is suitable. These types 
of questions are: 

• Scaled questions 

• Closed ended questions 

• Open ended questions 

4.3.1.1 Scaled Questions 

The major part of the questions formulated in this questionnaire consists of scaled 
questions where responses are scaled. The respondent has to answer by choosing 
one of the alternatives in the pre-defined scale. One of the mostly used and well 
documented scales is the Likert scale. Based on a collection of pre-defined Likert 
scales provided by Siegle (2007), the following scales are used in the questionnaire: 

Frequency 

 Always  Very Often  Sometimes  Rarely  Never 
 A Great Deal  Much  Somewhat  Little  Never 
 When Needed  Once a Year  Twice a Year  Every Quarter  Every 

        Month 

Agreement 

 Strongly Agree  Agree  Undecided  Disagree  Strongly 
        Disagree 
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4.3.1.2 Closed Ended Questions 

By using closed ended questions, the responses are fixed to a limited amount of 
choices. This type of question is used in the chapter of the questionnaire dealing with 
the gathering of details about a firm as well as the respondent. Some examples are 
the identification of the industry a firm operates in, an overview of a firm’s product 
and service portfolio as well as the number of employees: 

Industry 

 IT Industry 
 Telecommunications Industry 

 

Service and product portfolio 

 Communications equipment 
 Communications services 
 Software and programming 
 Business services 

 

Number of employees working for your company 

 <100 
 100 - <500 
 500 - <5000 
 5000 - <10000 
 >10000 

4.3.1.3 Open Ended Questions 

Open ended questions do not apply any options or limitations to the respondent. The 
respondent can freely answer such questions. This type of question is used in the 
questionnaire to gather additional information that is not covered by any question and 
gives the respondent the opportunity to provide additional information he considers 
as relevant for the investigation. Examples used in this questionnaire are: 

Other technique - Please state which techniques you are using that are not listed 
above! 
      

Other approach - Please state which approaches you are using that are not listed 
above! 
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4.3.2 The Investigative Part of the Questionnaire 

The investigative part of the questionnaire consists of the following four parts: 

• Company Overview 

• Project Evaluation Criteria 

• Investment Decision Process 

• Additional Comments by the Interviewee 

4.3.2.1 Company Overview 

The first part is designed to collect general information both about the respondent 
and the respondent’s company. The purpose is to get an overall understanding of the 
respondent’s field of responsibilities and the company itself. 

The respondent is asked to provide information about his position in the company 
and briefly explain duties and responsibilities. Furthermore questions about the 
following characteristics of the company are included in this part: 

• Information about the industry the company is competing in 

o IT industry 

o Telecommunications industry 

• The company’s product and service portfolio 

o Communications equipment 

o Communications services 

o Software and programming 

o Business services 

o Other 

• Number of employees working for the company 

• Annual revenue/turnover (million €) 
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4.3.2.2 Project Evaluation Criteria 

The second part aims at gaining insights into the usage of certain criteria that can be 
applied to evaluate potential investment projects. The usage of two types of 
evaluation criteria is investigated: 

• Financial evaluation criteria 

• Non-financial evaluation criteria 

Investigations on the Usage of Financial Criteria 

The questions in the first section investigate to what extent certain financial metrics 
are used by a company when evaluating investment projects. The following financial 
metrics are considered: 

• Net Present Value (NPV) 

• Internal Rate of Return (IRR) 

• Payback Period 

• Accounting Rate of Return 

• Return on Investment (ROI) 

• Profitability Index (PI) 

• Other technique 

However, the investigation does not stop there. Further investigations concern 
among others whether the usage of the above-quoted financial metrics depends on 
the part of organisation submitting an investment project proposal. The respondents 
are also asked the somewhat controversial question if financial metrics are 
considered as a communication instrument rather than a decision instrument. The 
purpose of this question is to evaluate respondent’s attitude towards the usage of 
financial metrics for investment decision making. However, this question may 
represent the very personal view of the respondent and shall not be interpreted as 
the general view of a company. 

The next section addresses the consideration of risk measures when evaluating 
investment projects. The investigation starts with asking whether the company 
considers risk at all. If this is the case the respondent is asked what measures a 
company applies to appropriately adjust for risk in the investment project evaluation.  
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The rates under investigation are: 

• Company cost of capital 

• Project’s cost of capital (also known as hurdle rate) 

The purpose of section “Uncertainty and Project Analysis” is to learn more about the 
methods applied to analyse investment projects including its uncertainty 
characteristics. The respondent is asked to what extent the following project analysis 
approaches are used to analyse potential investment projects: 

• Sensitivity Analysis 

• Scenario Analysis 

• Break-Even Analysis 

• Monte Carlo Simulation 

• Real Options Analysis (expansion, abandonment, timing, production flexibility) 

• Decision Trees 

• Other approach 

It will be interesting to see if companies apply more sophisticated approaches such 
as the Monte Carlo simulation or if they rely on more straight-forward and simpler 
approaches (e.g. break-even analysis, scenario analysis). 

The last section of the part investigating the financial criteria is dedicated to capital 
rationing and project ranking. The aim is to study if companies apply capital rationing, 
that is limiting the amount of funds to be invested in investment projects. If this is the 
case it is interesting to know how companies compare potential investment projects 
and identify the most profitable projects from a financial perspective. 

Investigations on the Usage of Non-Financial Criteria 

The literature review, as part of gathering the required theoretical background for the 
thesis project, indicates the lack of investigations exploring the role of non-financial 
criteria in the evaluation of investment projects. One exception is the discussion 
about strategy, the influence of intuition is also covered to some extent.  
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The objective of this part of the questionnaire is to investigate the characteristics, the 
usage and the relevance of the following non-financial criteria with respect to 
investment decision making: 

• Alignment with the company’s strategy 

• Shareholder’s interests 

• Competition 

• Customers 

• Required competencies 

• Intuition, experience and knowledge 

• Evaluation of cross-functional and cross-departmental benefits 

• Lifetime of a potential investment project 

The first section covers different aspects of aligning a company’s investment projects 
with strategy, however goes beyond just asking whether an investment project is 
assessed with respect to an alignment with the company’s strategic goals. The 
investigation even examines the importance of identifying and understanding the 
sources of economic rents (profits) as well as the importance of understanding how 
an investment project secures a company’s position within its industry. 

The available literature represents and promotes the view that considering the 
interests of shareholders are of paramount importance for a company’s management 
and employees. Section “Shareholder’s interests” examines the importance of 
considering shareholder’s interests when evaluating investment projects and whether 
investment projects are assessed with respect to living up to shareholder’s interests. 

The two questions in section “Competition” address the effect of competition a 
company faces on the evaluation of investment projects as well as how a company 
deals with securing, using and enhancing its competitiveness. The purpose is to 
understand the importance of identifying and understanding how an investment 
project may secure or enhance a company’s competitive advantage. Furthermore it is 
examined how investment projects take advantage of a company’s competitive edge. 

L.L. Bean provided an excellent explanation about customers: “A customer is a 
person who brings us his wants. It is our job to handle them profitably to him and to 
ourselves.” (Kotler, 2003, p46) Companies more and more recognise the importance 
of satisfied customers and how they can be retained by building up good customer 
relations benefiting both customers and companies. The question in the fourth 
section addresses this aspect by asking whether an investment project is assessed 
with respect to its consideration of customer relations. 
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Each investment project requires specific competencies and skilled labour for its 
execution. The purpose of the fifth section is to investigate whether companies 
analyse investment projects with respect to needed competencies and potential gaps 
between available competencies and required competencies. 

Section “Intuition, experience and knowledge” investigates the role of intuition in the 
assessment of investment projects and in making investment decisions. The 
investigation continues with examining the relevance of experience in investment 
project evaluation for investment project analysis and decision making and finishes 
with assessing the importance of having detailed knowledge of an investment project. 

Investment projects may often be driven by one department or one particular 
business unit. This situation may lack the consideration of cross-functional or cross-
departmental benefits in the evaluation of investment projects. The focus mainly lies 
on interests of the own department or business unit without investigating any 
potential impacts on other departments or business units. A change in attitude must 
be promoted by senior management in combination with relevant incentives for 
department managers or business unit leaders. The purpose of the seventh section 
is to investigate if companies assess investment projects with respect to their 
consideration of cross-functional and cross-departmental benefits. 

The last section investigates the role of non-financial criteria in the assessment of 
investment projects and what factors influence the projected lifetime of a potential 
investment project. The questions examine whether the project lifetime solely 
depends on an investment project’s characteristics and to what extent the following 
criteria influence an investment project’s lifetime: 

• Strategy 

• Shareholder’s interests 

• Competition 

• Customer’s needs 

• Access to skilled labour 

• Access to required financial resources 

• Experiences from similar investment projects 
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4.3.2.3 Investment Decision Process 

Evaluating potential investment projects and identifying projects that are worthwhile 
undertaking is one of the most complex challenges for a company. Appropriate 
corporate guidelines considering the usage of investment project evaluation criteria 
and defining a consecutive set of investment project evaluation activities in a logical 
order should form the basis for individuals dealing with the evaluation of investment 
projects. The third part of the investigation consists of a collection of questions whose 
purpose it is to get a picture of investment decision processes applied in IT and 
telecommunication firms. 

Four aspects are considered: 

• General questions about the investment decision process 

• Documentation 

• Communication of corporate strategy and values 

• The different stages of an investment decision process 

The first section examines whether companies have a formal process in place, which 
provides relevant guidelines with respect to evaluating investment projects. Another 
aspect is an investigation of the relationship between applied investment decision 
processes and perceived quality levels as well as stakeholder’s confidence in a 
company’s investment decisions. 

Trough well-documented investment projects (including their proposals) a company 
can gain several advantages. Firstly it ensures as well as documents the correct 
evaluation of investment projects considering project evaluation criteria according to 
corporate guidelines. Secondly the correct and complete documentation allows for 
directly comparing two or more investment project proposals. Section 
“Documentation” investigates the different aspects of documenting investment 
projects as part of the general investment decision process. 

Ansari (2000) promotes the view that a firm’s investment decisions are important for 
a company to communicate its corporate values, a view the author of this thesis 
project shares. The question in the third section tests whether this view is shared by 
addressed respondents. 

The last section of the part of the questionnaire investigating the characteristics of a 
firm’s investment decision process deals with examining the different stages (or 
activities according to Ansari, 2000) of an investment decision process.  
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Based on the theory in section 3.3.2, the following four stages are included: 

• The collection of project proposals 

• Project evaluation and investment decision making 

• Project implementation and control 

• Post-audit reviews 

In general terms, the investigation aims to determine if companies have an 
investment decision process in place that covers the four stages including its 
characteristics. There are two aspects that are worth being further explained.  

One interesting aspect of the first stage (The collection of project proposals) relates 
to the submission of project proposals. Respondents are asked how often 
organisational units (including R&D, marketing, sales, operations, production) submit 
investment project proposals. The responses could give an insight about what units 
submit the most proposals, which could be an indication for dynamic and creative 
environments as well as entrepreneurial initiative. Other questions examine whether 
financial criteria are higher weighted than non-financial criteria when evaluating 
investment projects, an aspect that may shed some light on the importance of the 
criteria as seen by companies. 

4.3.2.4 Additional Comments by the Interviewee 

The purpose of the last part of the investigative part of the questionnaire is to give 
respondents the opportunity to provide information that is neither asked nor 
considered in any other way in the questionnaire, but according to the respondent 
has relevance to the topic. 

4.4 Limitations of the Empirical Study 

The empirical study as described throughout this chapter has a number of limitations 
that require mentioning. 

First of all an insufficiently low number of responses may lead to a situation where a 
pure quantitative analysis and statistical presentation of the received information 
lacks representativeness. In such case it is not possible or even recommended to 
accept or reject the thesis project’s hypothesis with respect to the application of a 
quantitative analysis. The information could still be analysed quantitatively, however 
the results cannot be considered as representative. Qualitative analysis of the 
received information may therefore occupy the major part of the analysis. 

Secondly the information received may not necessarily represent a company’s 
opinion or general view on a question. Personal views of respondents could affect 
the answers; however there is no solution to avoid such biased responses. 
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Thirdly, the non-personal information gathering by email instead of using a more 
personal approach (e.g. an interview) is another limitation of this empirical study. 
Despite the usage of open questions and having a part of the questionnaire 
dedicated to gathering information that is not covered through the questions, valuable 
insights may be lost as respondents restrict themselves to answering the questions. 

Fourthly, being not familiar with all terms used in throughout the questionnaire that 
are related to corporate finance may lead to misunderstandings and wrong 
information. It is therefore of great importance to identify respondents that are 
qualified to review the questions and to provide reliable answers. 

Fifthly, due to lacking motivation potential respondents may choose to not review the 
questionnaire and to answer the questions. Individuals may not see any value for 
them and their business in replying to the questions. 

Sixthly and lastly, the diversity and openness of choosing suitable businesses could 
have a negative impact on the research. In spite their conformance with the 
questionnaire’s selection criteria, businesses’ differences in industry, their needs and 
business models may have a significant affect on how investment projects are 
evaluated and what criteria are used. There exists a risk that the selection criteria are 
too broadly chosen and should have been even more narrowed to increase focus. 
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5 Analysis 

5.1 The Received Responses 

Two companies sent filled questionnaires, which were suitable to be used for an 
analysis. One company did not consider the questions as relevant for their business, 
i.e. no filled questionnaire was returned. All other contacted companies where either 
not able to reply or did not return a filled questionnaire. 

Due to the low number of responses qualifying for an analysis, a quantitative method 
including statistical measures is not suitable and therefore discarded from the 
analysis. The most feasible approach to use the received information is applying 
qualitative methods for the analysis. Qualitative methods emphasize on 
understanding, have a rational approach, an explorative orientation and a holistic 
perspective (Grönhaug, 2005). 

5.2 The Analysis of the Received Responses 

5.2.1 Company Details 

Both companies operate in the telecommunications industry. Their service and 
product portfolio comprises communication equipment products as well as software 
and programming services. Whereas one company has between 5000 and 10000 
employees, the other employs more than 10000 persons. The annual turnover of 
both companies lies between 10 and 20 billion Euros. 

5.2.2 The Usage of Project Evaluation Criteria 

5.2.2.1 Financial Evaluation Criteria 

The application of the different investment project evaluation techniques can be 
generally described as divers. Whereas one company applies NPV for the evaluation 
of investment projects, the other company never uses it. IRR is rarely used by both 
companies, and so is the PI. Not surprising is the fact that both companies very often 
apply the ROI as an evaluation technique. Reasons for its appliance may be its 
simplicity and straight-forward approach. 

Both companies apply more than one technique when evaluating investment 
projects, a fact that could be an indicator for not putting all trust in just one evaluation 
technique. This fact is even more evident when looking at the questions about the 
usage of evaluation techniques depending on the organisation submitting the 
investment project proposal as well as when considering the type of investment 
project. Both companies agree that the choice of an evaluation technique depends 
on the organisation submitting an investment proposal and the type of investment 
project, a clear indicator than certain evaluation techniques are more suitable than 
others depending on the just mentioned characteristics. There exists clear agreement 
that applied financial evaluation criteria used to evaluate investment projects are not 
only a communication instrument; they are considered in the decision process when 
making investment decisions. 
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The analysis of the questions about the consideration of risk only provides one 
outcome; both companies consider risk. This fact represents an indication of both 
company’s risk awareness and that risk measures need to be considered when 
financially evaluating investment projects. However, the received information does 
not allow for a more precise analysis about risk. 

Both companies asses the effects of uncertainty and analyse investment projects 
accordingly. The Break-even analysis is the most popular among the listed 
approaches; both companies apply it either very often or always as a project analysis 
tool. Reasons for its usage might be its simplicity, common understanding and 
straight-forward approach. The usage of project analysis approaches contains 
another interesting finding. Whereas one company is very reluctant to using more 
sophisticated analysis approaches, the other company applies project analysis 
approaches such as sensitivity analysis, scenario analysis, Monte-Carlo simulation 
and decision trees. 

5.2.2.2 Non-financial Evaluation Criteria 

Both companies assess each investment project proposal with respect to its 
alignment with the company’s strategic goals. However, the consideration of strategy 
does not stop there. According to the received replies, each individual investment 
project has to prove that it contributes to reaching the company’s strategic goals. 

One interesting phenomenon is the disagreement in the consideration of 
shareholder’s interests. Whereas one company agrees with the statement that it is 
important to consider shareholder’s interests when assessing investment projects, 
the other company does not agree. The same applies for the assessment of and 
living up to shareholder’s interests; whereas one company agrees, the other strongly 
disagrees. Reasons for this unexpected result might be an unawareness of 
shareholder’s interests or shareholders just being considered as interested in highest 
possible financial returns, not really caring about how a company achieves goals 
(neither financial nor operational or any other goals). 

Both companies consider dealing with competition an integral part of the assessment 
of investment projects. It becomes obvious that it is important to identify and to 
understand how an investment project secures and enhances a company’s 
competitive advantage. This is not really surprising as a company may not be around 
for long if it does not allow for competitor analysis and comes up with decisions about 
how to remain at the edge of competition. 

The identification of required competencies is another vital activity in the analysis of 
investment projects, for both companies. In addition to identifying the required 
competencies, both companies even identify the gap between competencies 
currently available within the company and the required competencies for project 
realisation. These facts suggest the existence of a well structured approach to 
analysing investment projects including well-defined processes. The investment 
decision process will be discussed in section 5.2.3. 

Both companies are reluctant to give clear indications about the role and importance 
of intuition in the investment decision process. Any further conclusion cannot be 
drawn from the received answers (“Undecided”). 
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According to both companies’ replies, the lifetime of an investment project highly 
depends on the project characteristics. The criteria mostly influencing an investment 
project’s lifetime are the company’s strategy, access to required financial resources 
as well as experience from similar investment projects. 

5.2.3 Investment Decision Process 

As the received information indicates, the companies have a formal process in place 
providing guidance for evaluating investment projects and reaching decisions. This 
process and its application reflect the level of quality both companies want to be 
perceived with not only internally, but also by external stakeholders such as 
customers, suppliers and investors.  

Both company representatives agree that applying a formal investment decision 
process increases both stakeholder’s confidence in and understanding of the 
company’s investment decisions. An interesting fact is that only one company re-
evaluates its investment decision process in certain intervals to identify problem 
areas and bottlenecks as well as to implement alignments if required. Not re-
evaluating such an important corporate process affecting basically the entire future of 
a company is not comprehensible for the author. A further analysis may be required 
to identify the reasons. 

Both companies acknowledge the importance of properly documenting investment 
projects for several reasons. Appropriate documentation including detailing essential 
information of investment projects provide the means to compare competing 
investment projects based on the same details. Documenting investment projects 
and their progress has another advantage; it allows for properly appraising 
investment projects before implementation, during execution and after finishing the 
project. The results of such appraisals may be used to improve future projects as well 
as the entire investment decision process. 

The investment decision process is considered as an important instrument to 
communicate a company’s strategic goals and corporate values, by both companies. 
This fact again confirms the importance of an investment decision process and its 
influence on a company’s future. 

Both companies employ investment decision processes incorporating the four-stage 
approach as described by the author in chapter 3.3.2. These stages are: 

• The collection of project proposals 

• Project evaluation and investment decision making 

• Project implementation and control 

• Post-audit reviews 
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Both companies evaluate collected investment project proposals on a monthly basis; 
an indicator for a constant inflow of project proposals and dynamic business 
environments. Furthermore the companies consider both financial investment project 
criteria and non-financial investment project criteria for investment project evaluation 
and decision making. Very interesting and somehow unexpected are the answers to 
the question regarding the weight of investment project criteria. The company 
representatives could not decide whether financial investment project criteria are 
higher weighted than non-financial investment project criteria when evaluating 
potential investment projects and making investment decisions. One explanation 
might be an uncertainty about the role and influence of non-financial investment 
project criteria on the entire investment decision process. 

Each approved investment project is scrutinised as part of the post-audit review, in 
both companies. The two following measures earned the most agreement when 
asking to what extent they are evaluated: 

• Project execution according to relevant processes and routines 

• Measuring the individual performance of managers responsible for a project 
and involved employees 

• The following two measures earned the most disagreement: 

• Comparison between projected financial results for the project and achieved 
financial results 

• Contribution to the investment project’s contribution to the company’s wealth 

There exists no doubt about the first two measures and the common agreement 
among the companies about their evaluation during post-audit review. They 
represent another indicator of the high quality of the applied investment decision 
process; in both companies. Somewhat not understandable are the two 
disagreements. Whereas one company evaluates these measures to a great deal, 
the other company pays little attention to them. One explanation might be the 
respondent’s misunderstanding about the scope of these measures. According to the 
author these two measures shall be considered because they provide relevant 
insights about the financial success or failure of an investment project. 
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6 Conclusion 

The thesis project main objective was to discuss the following hypothesis: 

Firms employ the same methods and use the same criteria as a basis for identifying 
projects to invest in irrespective of the nature of the project 

Based on the information received from two companies, the hypothesis can be 
confirmed for the most general methods and criteria. These methods and criteria are 
listed below: 

• Companies apply both financial evaluation criteria and non-financial 
evaluation criteria in the assessment of investment projects 

• Companies employ investment decision processes to evaluate investment 
projects and to decide what investment projects to pursue 

As previously outlined, due to the low number of responses a quantitative analysis 
including statistical measures was not possible. However, the received responses 
allowed for conducting a qualitative analysis of the information. 

Considering the findings in chapter 5, the author draws the following conclusions: 

1. Except for Return on Investment (ROI) the usage of investment project 
evaluation techniques differs. More sophisticated investment project 
evaluation techniques applying discounted cash flows (e.g. NPV) were 
applied by one firm, indicating that these techniques found their way into the 
IT and telecommunications industry. However, it s not possible to underpin 
this fact with statistical data. 

2. Financial investment project criteria are not only considered as a 
communication instrument; they are practically used. This controversial 
statement was proven to be wrong as both firms confirmed the practical 
usage of financial investment project criteria for investment decision making. 

3. The choice of investment project evaluation techniques depends on the 
organisation submitting an investment project proposal and the type of 
investment project. 

4. Both risk and uncertainty are considered when evaluating investment 
projects. It is essential for firms to be aware of the risk characteristics of an 
investment project, so is any knowledge and estimation about what could 
evolve differently than expected. Not being aware of risk and uncertainty may 
become costly for a company. 
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5. Strategy plays an essential role when assessing an investment project. There 
are two aspects when discussing strategy with respect to investment project 
evaluation. Not considering strategy when assessing investment projects 
means that it is unclear if and to what extend an investment project 
contributes to a firm’s strategic goals. An investment project that cannot prove 
its contribution to a firm’s strategic goals shall never be accepted. 

6. The role of intuition is unclear with regards to influencing investment 
decisions. Although the literature review indicates that intuition influences 
investment decision making, it could not be proven by this thesis project. 
Respondents may have either been reluctant to confirm the role of intuition, or 
they are not certain about its role in investment decision making. 

7. Well-defined investment decision processes are employed confirming the 
author’s proposal in chapter 3.3.2. Investment decision processes reflect and 
confirm the strategic importance of investment decision making for a 
company. Companies maintaining high-quality processes will finally end up 
with enhancing their competitive advantage; these companies make sure to 
seize the investment opportunities that are best for their future success. 

The topic offers great potential for further studies in the area of investment decision 
making, especially when considering the IT and telecommunications industry. Items 
for study could be further investigations of investment project evaluation criteria (with 
main focus on non-financial criteria such as investigating the influence of intuition on 
investment decision making) as well as further studies of the investment decision 
process. 
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8 Appendices 

Appendix A – The Questionnaire 

Dear Sirs, 

My name is Michael Kindlein. I am currently enrolled in the Part-time Internet MBA program at 
the Blekinge Institute of Technology, School of Management, in Ronneby/Sweden. After 
successfully finishing all required program courses, I just started to write my MBA-thesis. The 
topic of my thesis deals with an investigation of how firms identify profitable investment 
projects. Please allow me to briefly explain the background. 

To keep up with the competition and remain competitive, firms need to constantly assess new 
business opportunities. Trends in the new economy show a transition resulting in less 
manufacturing and more development. As development cycles are getting shorter, they 
demand a well-established set of rules for long-term and short-term planning. The identification 
of projects that promise good profitability is one of the most important and most complex tasks 
in the strategic investment decision planning. Potential investments are evaluated with respect 
to their profitability and overall contribution to a firm’s wealth. The theory provides the means 
and clear descriptions of how firms can conduct such analysis. But how does it look in 
practice? What are the methods and criteria that firms apply in the analysis of potential projects 
and in deciding whether to invest in them or not? In order to acquire necessary information the 
intention is to conduct a survey among firms competing in so-called high-tech businesses such 
as Information Technology (IT) and Telecommunications. 

This is the reason why I am approaching you. I would kindly ask you to review the questions in 
this survey and to provide answers according to your best knowledge. The results of the survey 
will then be scrutinised and presented as a part of my final thesis report. The presentation of 
the information will not allow for tracing back to its origin, providing the highest possible 
anonymity of the respondent and the respondent’s company. 

If you have any further questions do not hesitate to contact either me or my supervisor at the 
Blekinge Institute of Technology, Mr. Anders Hederstierna! I may be reached by e-mail 
(micha@nunataq.net) or by phone at +46 733 835598. Mr. Hederstierna may be reached by 
phone at +46 709 228640. 

I thank you in advance for your contribution. 

Sincerely Yours, 

 

Michael Kindlein.
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Instructions 

General Instructions 

The survey consists of four sections containing 65 questions. Please read the questions 
carefully and respond to each of them by ticking one of the available choices! 

Some questions or parts of a question give you the opportunity to provide additional 
information. These start with “Other - …” and I want to encourage you to provide further details. 

Further Instructions 

Part 1 – Company Overview 

Please provide relevant information about yourself and the company you are working for!  

Part 2 – Project Evaluation Criteria 

Please answer all questions by ticking one of the available choices! Only one choice per 
question item is allowed. 

Part 3 – Investment Decision Process 

Please answer all questions by ticking one of the available choices! Only one choice per 
question item is allowed. 

Part 4 - Additional Comments by the Interviewee 

You are encouraged to add additional comments or information that you think is relevant to the 
subject matter, but not covered. 
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1 Company Overview 

1.1 Details of the Interviewee 

Please state your position in the company and briefly describe your duties and responsibilities! 
 
 

1.2 Details about the Company 

1.2.1 Industry 

Please state in which industry your company operates! 
 IT Industry 
 Telecommunications Industry 

 

1.2.2 Service and Product Portfolio 

Please state which services and products your company is offering! 
 Communications equipment 
 Communications services 
 Software and programming 
 Business services 

Other – please state what services and products your company is offering that are not listed 
above! 
      
 

1.2.3 Number of Employees 

Please state the number of employees working for your company! 
 <100 
 100 - <500 
 500 - <5000 
 5000 - <10000 
 >10000 

 

1.2.4 Annual Revenue/Turnover (million €) 

Please provide information about the latest annual revenue/turnover your company reported! 
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2 Project Evaluation Criteria 

In the process of identifying profitable investment projects it is of particular importance to 
employ certain criteria, which evaluate different characteristics of a potential investment 
project. This section deals with such criteria that may be used to evaluate an investment 
project. Both financial criteria and non-financial criteria are considered in this part of the 
questionnaire. 
 

2.1 Financial Evaluation Criteria 

2.1.1 Investment Project Evaluation Techniques 

Please state to what extent your company applies the following techniques to evaluate a 
potential investment project! 
a) Net Present Value (NPV) 

 Always  Very Often  Sometimes  Rarely  Never 
b) Internal Rate of Return (IRR) 

 Always  Very Often  Sometimes  Rarely  Never 
c) Payback Period 

 Always  Very Often  Sometimes  Rarely  Never 
d) Accounting Rate of Return 

 Always  Very Often  Sometimes  Rarely  Never 
e) Return on Investment (ROI) 

 Always  Very Often  Sometimes  Rarely  Never 
f) Profitability Index (PI) 

 Always  Very Often  Sometimes  Rarely  Never 
g) Other technique - Please state which techniques you are using that are not listed above! 
      
 
Our company applies more than one technique to evaluate a potential investment project? 

 Strongly Agree  Agree  Undecided  Disagree  Strongly Disagree 
 
Our company applies different techniques depending on the part of the organisation (e.g. R&D, 
Production, Operations, Sales, Marketing) submitting an investment project proposal. 

 Strongly Agree  Agree  Undecided  Disagree  Strongly Disagree 
 
Our company applies different techniques depending on the type of investment project. 

 Strongly Agree  Agree  Undecided  Disagree  Strongly Disagree 
 
Financial evaluation criteria are more considered as a communication instrument rather than a 
decision instrument. 

 Strongly Agree  Agree  Undecided  Disagree  Strongly Disagree 
 

2.1.2 Risk 

Our company considers risks when evaluating potential investment projects. 
 Strongly Agree  Agree  Undecided  Disagree  Strongly Disagree 

 
Our company exclusively uses the company cost of capital as risk adjustment criterion for all 
potential investment projects. 

 Strongly Agree  Agree  Undecided  Disagree  Strongly Disagree 
 
Our company performs risk assessments for each investment project individually. 

 Strongly Agree  Agree  Undecided  Disagree  Strongly Disagree 
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Our company calculates a project’s cost of capital (also known as hurdle rate) and applies it as 
risk adjustment criterion for a project. 

 Strongly Agree  Agree  Undecided  Disagree  Strongly Disagree 
 
Our company adjusts risk for each period of a project’s projected cash flow. 

 Strongly Agree  Agree  Undecided  Disagree  Strongly Disagree 
 

2.1.3 Uncertainty and Project Analysis 

Please state to what extent your company applies the following project analysis approaches to 
identify and assess uncertainty factors in a potential investment project! 
a) Sensitivity Analysis 

 Always  Very Often  Sometimes  Rarely  Never 
b) Scenario Analysis 

 Always  Very Often  Sometimes  Rarely  Never 
c) Break-Even Analysis 

 Always  Very Often  Sometimes  Rarely  Never 
d) Monte Carlo Simulation 

 Always  Very Often  Sometimes  Rarely  Never 
e) Real Options Analysis (expansion, abandonment, timing, production flexibility) 

 Always  Very Often  Sometimes  Rarely  Never 
f) Decision Trees 

 Always  Very Often  Sometimes  Rarely  Never 
a) Other approach - Please state which approaches you are using that are not listed 
above! 
      
 
Our company applies more than one approach to identify and assess uncertainty factors in a 
potential investment project. 

 Strongly Agree  Agree  Undecided  Disagree  Strongly Disagree 
 
Our company applies different project analysis approaches to identify uncertainty factors 
depending on the part of the organisation (e.g. R&D, Production, Operations, Sales, Marketing) 
submitting an investment project proposal. 

 Strongly Agree  Agree  Undecided  Disagree  Strongly Disagree 
 
Our company applies different approaches to identify uncertainty factors depending on the type 
of potential investment project. 

 Strongly Agree  Agree  Undecided  Disagree  Strongly Disagree 
 

2.1.4 Capital Rationing and Project Ranking 

2.1.4.1 Capital Rationing 

Our company employs capital rationing (either internal or external) as a means to constrain the 
size of the capital budget available for financing investment projects. 

 Strongly Agree  Agree  Undecided  Disagree  Strongly Disagree 
 

2.1.4.2 Project Ranking 

Our company applies project ranking mechanisms (such as the Profitability Index of a potential 
investment project) in order to identify the most profitable projects from a financial perspective. 

 Strongly Agree  Agree  Undecided  Disagree  Strongly Disagree 
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2.2 Non-Financial Evaluation Criteria 

2.2.1 Alignment with the Company’s Strategy 

Our company assesses each individual investment project proposal with respect to its 
alignment with the company’s strategic goals. 

 Strongly Agree  Agree  Undecided  Disagree  Strongly Disagree 
 
Each individual investment project proposal must prove its contribution to our company’s 
strategic goals. 

 Strongly Agree  Agree  Undecided  Disagree  Strongly Disagree 
 
It is important to identify and understand each potential investment project’s sources of 
economic rents (profits) contributing to our company’s wealth. 

 Strongly Agree  Agree  Undecided  Disagree  Strongly Disagree 
 
It is important to identify and understand how each potential investment project secures our 
company’s position within its industry. 

 Strongly Agree  Agree  Undecided  Disagree  Strongly Disagree 
 

2.2.2 Shareholder’s Interests 

It is important to consider the interests of shareholders when assessing a potential investment 
project. 

 Strongly Agree  Agree  Undecided  Disagree  Strongly Disagree 
 
Our company assesses each potential investment project with respect to living up to 
shareholder’s expectations. 

 Strongly Agree  Agree  Undecided  Disagree  Strongly Disagree 
 

2.2.3 Competition 

It is important to identify and understand how a potential investment project secures and 
enhances our company’s competitive advantage within its industry. 

 Strongly Agree  Agree  Undecided  Disagree  Strongly Disagree 
 
Our company assesses each individual investment project proposal with respect to taking 
advantage of our company’s competitive edge. 

 Strongly Agree  Agree  Undecided  Disagree  Strongly Disagree 
 

2.2.4 Customers 

Our company assesses each individual investment project proposal with respect to its 
consideration of customer relations. 

 Strongly Agree  Agree  Undecided  Disagree  Strongly Disagree 
 

2.2.5 Required Competencies 

When analysing a potential investment project our company identifies the competencies 
required for project realisation. 

 Strongly Agree  Agree  Undecided  Disagree  Strongly Disagree 
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When analysing a potential investment project our company identifies the gap between 
competencies currently available within the company and the competencies required for project 
realisation. 

 Strongly Agree  Agree  Undecided  Disagree  Strongly Disagree 
 

2.2.6 Intuition, Experience and Knowledge 

Intuition plays an important role when assessing potential investment projects and making 
investment decisions. 

 Strongly Agree  Agree  Undecided  Disagree  Strongly Disagree 
 
Please briefly describe typical investment projects where intuition plays a role. 
      
 
Experience in dealing with the analysis of potential investment projects is relevant when 
assessing potential investment projects and making investment decisions. 

 Strongly Agree  Agree  Undecided  Disagree  Strongly Disagree 
 
Knowledge of and access to the full details of a potential investment project are a fundamental 
condition when assessing potential investment projects and making investment decisions in 
our company. 

 Strongly Agree  Agree  Undecided  Disagree  Strongly Disagree 
 

2.2.7 Evaluation of Cross-functional and Cross-departmental Benefits 

Our company considers cross-functional and cross-departmental benefits when assessing a 
potential investment project. 

 Strongly Agree  Agree  Undecided  Disagree  Strongly Disagree 
 

2.2.8 Lifetime of a Potential Investment Project 

The projected lifetime of a potential investment project solely depends on the project’s 
characteristics. 

 Strongly Agree  Agree  Undecided  Disagree  Strongly Disagree 
 
Please state to what extent the following criteria influence the projected lifetime for a potential 
investment project in your company! 
a) Strategy 

 A Great Deal  Much  Somewhat  Little  Never 
b) Shareholder’s interests 

 A Great Deal  Much  Somewhat  Little  Never 
c) Competition 

 A Great Deal  Much  Somewhat  Little  Never 
d) Customer’s needs 

 A Great Deal  Much  Somewhat  Little  Never 
e) Access to skilled labour 

 A Great Deal  Much  Somewhat  Little  Never 
f) Access to required financial resources 

 A Great Deal  Much  Somewhat  Little  Never 
g) Experiences from similar investment projects 

 A Great Deal  Much  Somewhat  Little  Never 
h) Other criteria – Please state which additional criteria you consider as important! 
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3 Investment Decision Process 

Choosing profitable investment projects is considered as one of the most difficult and complex 
tasks corporate finance has to deal with. Providing corporate guidelines and defining how 
different investment project evaluation criteria are to be used provides the stability and 
understanding this important task requires. This section examines different stages that an 
investment decision process should contain. 
 

3.1 General Questions about the Investment Decision Process 

Our company has a formal process in place, which provides the fundamentals and guidelines 
to be applied when evaluating potential investment projects. 

 Strongly Agree  Agree  Undecided  Disagree  Strongly Disagree 
 
The investment decision process is decentralised, thus each business unit is responsible for 
identifying and evaluating potential investment projects, making investment decisions and 
performing post-approval reviews according to the formal investment decision process. 

 Strongly Agree  Agree  Undecided  Disagree  Strongly Disagree 
 
Applying a formal process to appropriately evaluate potential investment projects reflects the 
quality level that our company wants to be perceived with, both internally and externally. 

 Strongly Agree  Agree  Undecided  Disagree  Strongly Disagree 
 
The utilisation of a formal process to appropriately evaluate potential investment projects 
increases confidence and understanding in our company’s investment decisions among all 
stakeholders. 

 Strongly Agree  Agree  Undecided  Disagree  Strongly Disagree 
 
Our company’s investment decision process is re-evaluated in certain intervals and alignments 
are implemented if required. 

 Strongly Agree  Agree  Undecided  Disagree  Strongly Disagree 
 

3.2 Documentation 

Guidelines explaining how to document potential investment projects and their progress are 
essential for correctly evaluating investment project proposals and making investment 
decisions. 

 Strongly Agree  Agree  Undecided  Disagree  Strongly Disagree 
 
To be able to directly compare the different investment project proposals, our company 
requires a basic set of criteria that each investment proposal has to contain. 

 Strongly Agree  Agree  Undecided  Disagree  Strongly Disagree 
 
The formal investment decision process that our company applies provides guidelines for the 
documentation of investment projects considering the needs of all the company’s 
organisational units that are affected by the investment project process. 

 Strongly Agree  Agree  Undecided  Disagree  Strongly Disagree 
 

3.3 Communication of Corporate Strategy and Values 

An investment decision process is an important instrument for the communication of our 
company’s strategic goals and corporate values. 

 Strongly Agree  Agree  Undecided  Disagree  Strongly Disagree 
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3.4 The Different Stages of an Investment Decision Process 

3.4.1 The Collection of Project Proposals 

Collecting investment project proposals is a constantly ongoing activity within our company. 
 Strongly Agree  Agree  Undecided  Disagree  Strongly Disagree 

 
As part of the formal investment decision process our company utilises a defined, documented 
and internally well-known way for submitting investment project proposals. 

 Strongly Agree  Agree  Undecided  Disagree  Strongly Disagree 
 
As part of the formal investment decision process our company utilises a defined and 
documented way for collecting investment project proposals. 

 Strongly Agree  Agree  Undecided  Disagree  Strongly Disagree 
 
Please state how often the following organisational units submit investment project proposals 
within your company: 
a) R&D 

 Always  Very Often  Sometimes  Rarely  Never 
b) Marketing 

 Always  Very Often  Sometimes  Rarely  Never 
c) Sales 

 Always  Very Often  Sometimes  Rarely  Never 
d) Operations 

 Always  Very Often  Sometimes  Rarely  Never 
e) Production 

 Always  Very Often  Sometimes  Rarely  Never 
f) Other – Please state which sources other than the above submit investment project 
proposals! 
      

3.4.2 Project Evaluation and Investment Decision Making 

As part of the formal investment decision process our company utilises a defined and 
documented way for project evaluation. 

 Strongly Agree  Agree  Undecided  Disagree  Strongly Disagree 
 
As part of the formal investment decision process our company utilises a defined and 
documented way for investment decision making. 

 Strongly Agree  Agree  Undecided  Disagree  Strongly Disagree 
  
How often does your company evaluate the collected investment project proposals and makes 
decisions about what projects to pursue? 

 When Needed  Once a Year  Twice a Year  Every Quarter  Every Month 
 
Our company uses both financial investment project criteria and non-financial investment 
project criteria for investment project evaluation and investment decision making. 

 Strongly Agree  Agree  Undecided  Disagree  Strongly Disagree 
 
Financial investment project criteria have a higher weight than non-financial investment project 
criteria with respect to evaluating potential investment projects. 

 Strongly Agree  Agree  Undecided  Disagree  Strongly Disagree 
 
Financial investment project criteria have a higher weight than non-financial investment project 
criteria with respect to making investment decisions. 

 Strongly Agree  Agree  Undecided  Disagree  Strongly Disagree 
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3.4.3 Project Implementation and Control 

As part of the formal investment decision process our company utilises a defined and 
documented way for project implementation and control. 

 Strongly Agree  Agree  Undecided  Disagree  Strongly Disagree 
 
Our company’s project implementation and control guidelines consider the characteristics of a 
chosen investment project. 

 Strongly Agree  Agree  Undecided  Disagree  Strongly Disagree 
 
Our company employs investment project control measures, allowing monitoring the progress 
of an investment project. 

 Strongly Agree  Agree  Undecided  Disagree  Strongly Disagree 
 
Our company employs investment project control measures allowing project responsible 
individuals to take timely corrective actions if required. 

 Strongly Agree  Agree  Undecided  Disagree  Strongly Disagree 
 

3.4.4 Post-audit Reviews 

As part of the formal investment decision process our company utilises a defined and 
documented way for post-audit reviews of investment projects. 

 Strongly Agree  Agree  Undecided  Disagree  Strongly Disagree 
 
Each approved investment project is scrutinised as part of the post-audit review. 

 Strongly Agree  Agree  Undecided  Disagree  Strongly Disagree 
 
Please state to what extent the post-audit review evaluates the following measures and 
activities in your company! 
a) Evaluation of the project execution according to relevant processes and routines 

 A Great Deal  Much  Somewhat  Little  Never 
b) Comparison between projected financial results for the project and achieved financial 
results 

 A Great Deal  Much  Somewhat  Little  Never 
c) Contribution to the investment project’s contribution to the company’s wealth 

 A Great Deal  Much  Somewhat  Little  Never 
d) Comparison between projected non-financial measures for the project and achieved 
non-financial measures 

 A Great Deal  Much  Somewhat  Little  Never 
e) Measuring the individual performance of managers responsible for a project and 
involved employees 

 A Great Deal  Much  Somewhat  Little  Never 
f) Identifying improvements for future investment project proposals (e.g. as part of a 
“lessons learned” session) 

 A Great Deal  Much  Somewhat  Little  Never 
g) Other criteria – Please state which additional criteria that your company considers in a 
post-audit review! 
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4 Additional Comments by the Interviewee 

      
 
 


