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The purpose of the work is due to the uncertainty and multiplicity of most scientific approaches to the study and
evaluation of the investment design process as a tool for the implementation of the investment activity of the enter-
prise. The article deals with the economic content of the investment project as an instrument for the implementation
of the investment activity of the enterprise, reveals its essential components, and summarizes the main theoretical
approaches to evaluating the feasibility and efficiency of investment projects. The classification of the main types of
innovation and investment activity of the enterprise is carried out; the degree of project sensitivity to risk is estimated,
as well as formulas for the analysis of systems of discount and statistical indicators of net income, profitability index,
internal rate of return, and index of profitability and payback period of investments are presented.

Key words: investments, innovations, investment project, investment project efficiency assessment, project
sensitivity to risk.

Y pobomi po3kpusarombCsi CYMHICHI CK1adosi iHBecmuyiliHo2o npoekmy nidnpuemMcmsa ma y3a2a/lbHIORMbCS
meopemuKo-npakmuyHi nioxoou 0o Memodis OYiHKU o2o eghekmusHocmi. Mema po6omu 3ymMos/ieHa HesU3Have-
Hicmio U MHOXUHHICMIO 6i/ibluocmi Haykosux rioxodig 00 risHaHHS ma OUiHKU rpoyecy iHsecmuyitiHo20 npoexkmy-
BaHHS 51K iIHCmMpymeHmy peasnizayii iHsecmuyitiHoi disiibHocmi nidnpueMcmsa.

Mu cmsepdxyemo, wWo 8 MemoouYHOMY BIOHOWEHHI, HEOBXIOHO PO3MEX0ByBamu Kamez0pii «iHsecmuyii» ma
«iHHOBaUII», SIKi € B3aEMOIMOB'I3aHUMU, a/1€ HEMOMOXHIMU. OCHOBHUMU BuUOamu iHHOBaUIlHOI disi/ibHOCMI Mionpu-
eMcmBa, Wo Maroms nidmeepoXxysamuch nameHmamu, € MexHiKo-mexHo/102i4Hi Hosauil, Hosayii Mo cMBOPEHHH
HOBUX MOBapis 4u 1ocsye, MapkemuH208i Hosayii, sKi ro/igeatoms y HOBUX Memodax Oisi/ibHOCMI ridnpuemMcmsa Ha
KOHKPEMHOMY PUHKY, @ Makox op2aHizayiliHi ma ynpas/iHcbki HOB0BBEOEHHS. PakmuyHo, Yi iHHosayjil crpusitoms
¢hopMyBaHHIO Ba2OMUX 6a30BUX KOHKYPEHMHUX nepesaz Ha mpaduyiliHoMy Yu HOBOMY PUHKax. Y CBOI 4epey,
«iHBeCMUUii» 3@ eKOHOMIYHUM 3MICMOM MOXYMmb mMpakmysamuch sik 00820mMepMIHOBI BK/1a0aHHS Karimasy y pos-
BUMOK OCHOBHUX BUPOBHUYUX pecypcis ma BIOHOCUH Yrpas/liHHS YU B/1aCHOCMI Ha PiBHI OKPEeMUX MionpuemMcms
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abo okpemux 2anysed. IHsecmuyii, siki naaHye 30itCHUMU MiONPUEMCMBO, HE3a/IeXHO BIO HalpPSIMKY, HaMu mpak-
mytombcsl 5K Oisi/IbHiCMb 110 peasizayii iHeecmuyiliHux npoexkmis. 3asexHo Bi0 HaNpPsIMKY BK/AaO0aHHS Karimarsnis
iHBecmMuyitiHi npoekmu noodifIsitoMbCS Ha MakmuyHi ma cmpameaidHi, TakmuyHi iHsecmuyiliHi NpoeKkmu 8 0CHOBHO-
My 1o8’si3aHi i3 3aMiHOK 3acmapizio2o 06/1a0HaHHSIM, 3HWXEHHSIM NMOMOYHUX BUPOBHUYUX BUMPam, PO3WUPEHHSIM
PUHKOBOI HiWwi 3i 36i/1bLWEHHSIM BUMYCKY NPOoOyKyil. CmpameziyHi — pe3y/sibmam HOBUX Mi0x00i8 00 yrnpasniHHS |

BIOMOBIOHUX PilUEHb i3 MEMOIO BUIMYCKY HOBUX MPOOYKMIB.

3 no3uyiti macwmabis H0B020 BUPOBHUYMBA, IHBECMUUIHUL MPOeKmM BUPI3HSIEMbCST BUCOKUM PIBHEM O6IPYH-
myBaHHs1 eghekmusHocmi (KomepyiliHoi, MexHIYHOI, (hiHaHCOBOI, €K0s102i4HOI, IHemumyyitiHoi mowjo) 3a paxyHoK
araisy (io2o napamempis Ha pisHUX emarnax Xummeso2o Yuk/y. Lie aHaniz cucmemu OUCKOHMHUX | cmamucmuy-
HUX MOKa3HUKIB 4YUCmMo20 rnpusedeHo20 00X00y, iHOeKCY 00XOOHOCMI, BHYMPIWHLOI cmasku 00X0OHOCMI, IHOeKcy

peHmabesibHocCmi ma nepiody oKyrnHocmi iHsecmuyid.

Knrouosi cnosa: iHsecmuyii, iHHosayji, iHsecmuyitiHuli Mpoekm, oyiHka eheKmusHOCMI MPOeKmMy, YymJusicmab

npoexkmy 00 PU3UKY.

Llenb pabomel 06yc/108/1eHa HEOMPEOEeIEHHOCMbIO U MHOXECMBEHHOCMbHO 6O/IbUUHCMBA Hay4YHbIX N00X0008
K MO3HaHUI0 U OYEHKU rpoyecca UHBECMUYUOHHO20 MPOEKMUpPOBaHUS Kak UHCMpPYMeHma peaausayuu UuHsecmuyu-
OHHOU OesimesibHOCMU fpednpusimusi. B cmamee paccmampusaemcsi 9KOHOMUYeCcKoe codepaHue UHBECMUYUOH-
HO20 npoeKkma Kak uUHcmpymeHma peaau3ayuu UHBeCMUYUOHHOU desimesibHOCMU Npeonpusimusi, packpbisatomcsi
€20 CyWHOCmHbIe cocmas/iswjue U 0606uaromesi OCHOBHbIE meopemuyeckue nooxoobl K OUeHKe yesnecoobpas-
Hocmu U aghthekmuBHOCMU UHBECMUYUOHHLIX 1poekmos. posodumcsi kiaccughukayusi OCHOBHbIX BUOOB UH-
HOBaYUOHHOU U UHBECMUYUOHHOU OesimesibHoCmuU Mpeonpusimusi, OyeHuUBaemcsi CmerneHb 4yscmaumesibHocmu
fpoekma K pucky, a makxe npusoosimcsi (hopmy/ibl 07151 aHasiu3a cucmem OUCKOHMHbIX U cmamucmu4yecKux rno-
kasamesnel 4ucmoz20 rnpusedeHHo20 00x00a, UHAekca 00Xo0Hocmu, BHympeHHell cmasku 00X00HOCMU, UHOeKca

peHmabesibHocmu U repuoda okynaemocmu uHsecmuyud.

Knrouesble cnosa: uHBecmuyuu, UHHoBayuU, UHBECMUYUOHHBIU rpoekm, oyeHka achghekmusHocmu rpoekma,

YyBCMBUME/ILHOCMb MPOEKMA K PUCKY.

Formulating the problem. In the conditions of
the proceeding structural adjustment of the Ukrain-
ian economy, the problem of attracting investments
for expansion and reproduction of fixed assets and
production capacities of enterprises is extremely
vital. It is the investment that plays a decisive role
in reproduction processes in the enterprise, provid-
ing increased technical and organizational produc-
tion.

Analysis of the latest research. The invest-
ment activity of a particular business entity,
according to scientists, S. Aptekar, T. Benya,
B. Danylyshyn, V. Fedorenko, and others, is mul-
tidimensional. It involves the search and develop-
ment of investment projects, their rationale under
economic, technological, environmental, social
and other criteria, search and management of
investment resources.

Formulating the goals of the article. Despite
the great number of publications on investment
issues, in real business practice, there is a lack of
deep theoretical rationale for practical decisions,
which in its turn leads to negative consequences
in the activity of enterprises. The uncertainty and
nebulosity of certain methods and approaches to
cognition and evaluation of the investment design
process in the conditions of a high level of deteri-
oration of fixed assets at Ukrainian enterprises led
to the need to consider the identified issues and
the set forth main objectives of the current study.

In international practice, the plan for the devel-
opment of the enterprise is presented in the form of
a business plan, which is, in essence, a structural
description of the enterprise’s development. If the
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project involves attracting investment, then it is tra-
ditionally called “investment project”. Of course, any
new project of an enterprise in one way or another
relates to the attraction of new investments. In a
broader sense, the project is a specially designed
offer to change the activities of an enterprise that
pursues a certain purpose.

According to the Law of Ukraine “On Investment
Activity” investments are “all types of property and
intellectual values that are invested in objects of
entrepreneurial and other activities, which results
in the creation of profit (income) or achievement
of social effect.” Thus, the investment activity is
understood as “a set of practical actions of citi-
zens, legal entities, and the state aimed at imple-
menting investment” [1, p. 1, 2] At the same time,
innovative activity is perceived by this law as one
of the forms of investment activity, which includes
the development, production, and implementation
of fundamentally new types of equipment and tech-
nologies that are resource-saving and are intended
to improve the social and economic situation.

It is quite widespread both in real practice and
among scholars to understand the concepts of
“investment” and “innovation” practically as syno-
nyms. In certain literary sources, an almost identi-
cal interpretation of the content of investment and
innovation projects can be found. For example,
D. Stechenko notes that “from a commercial point
of view, any innovative project can be regarded
as an investment one aimed at getting profit”
[2, p. 194]. The author emphasizes that in fact, the
investment project is a plan (program) of specific
business events or an entrepreneurial idea, the
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realization of which requires investment. The fact
that any innovation requires some investment for its
development and implementation is true. However,
not every investment is innovation. By the way, the
other opposite may be a too narrow interpretation
of innovations, when they are understood solely
as technical innovations. Therefore, in our opin-
ion, the correct in a methodological sense, there
would be a clear distinction between the catego-
ries of “investment” and “innovation”. For example,
according to S. Mochernyi, innovations are always
confirmed by patents. Among their main types,
he, quite rightly, identifies: 1) technical and tech-
nological; 2) productive (creating new products or
services); 3) marketing (new methods of activity
in the market); 4) organizational (improvement of
organizational management structures); 5) mana-
gerial (improvement of the enterprise management
process) [3, p. 282]. In other words, we are talking
about such changes in the activities of the com-
pany, which enable it to gain a significant competi-
tive advantage in the traditional market or even pro-
vide prerequisites for creating new markets. As for
the “investment” category, it is, without any doubt,
is considered to be a long-term capital investment
in the development of productive forces and prop-
erty relations at the level of enterprises, firms, and
individual industries [3, p. 271]. That is, especially
in the context of reforming the national economy,
investments and innovations are, of course, inter-
connected but not identical.

Based on the foregoing, in the most general
form, the category “investment project” should be
defined as a definite form and the main stages of
development and implementation of investments.
Accordingly, it can be assumed that the invest-
ments that the company plans to implement are
always realized through investment projects.

The importance of analysing this tool for the
implementation of investment activity of the enter-
prise in the modern conditions predetermined the
main objectives of the study, namely: determining
the economic content of the investment project and
generalizing the main approaches to evaluating its
feasibility and efficiency.

Presentation of the basic material. As we
know, considering the purpose of investing the
capital, investment projects are divided into tactical
and strategic. Issues related to strategic projects
include changes of ownership types and the nature
of production, which encompass the release of new
products, changes in sales channels, the transition
to automated production, fundamental changes
in approaches to the training of highly skilled pro-
fessionals, etc. Tactical projects relate to the mod-
ernization of equipment, changes in the volume of
products manufactured, and the improvement of
product quality.

The most widespread strategic investment pro-
ject in the western practice of entrepreneurship is
the project of expansion of the enterprise with the
purpose to manufacture new products. The latter

is the result of new approaches and decisions that
may affect the change in the essence of the busi-
ness itself.

Common tactical investment projects are:

Replacement of obsolete equipment as a nor-
mal process of continuation of the existing busi-
ness on an unchanged scale. Such projects mostly
do not require long-term and complex procedures
of rationale and decision-making. Their multi-alter-
nativeness, in our opinion, may appear in the event
when there are several types of such equipment
and it is necessary to substantiate the benefits of
one of them.

Replacement of equipment to reduce current
production costs. The purpose of such projects is
to use more advanced equipment instead of a rel-
atively less productive and outdated one. This type
of projects involves a detailed analysis of the prof-
itability of each project option since the technical
efficiency of the equipment is not always the most
efficient financially.

Increase in production output or expansion of
the services market. This type of projects requires
a detailed analysis of the commercial implemen-
tation of the project together with the rationale of
the market niche, and the financial efficiency of the
project as well.

Projects with the ecological load. Such pro-
jects include appropriate environmental analysis
of alternative options from the standpoint of the
ecological component of the production: the use
of more advanced and expensive equipment, and
hence an increase in capital costs, or the purchase
of a cheaper one and increase in current costs.

Such classification of investment projects could
be applied in domestic practice as well. At the
same time, it is obvious that there is every reason
to believe that from the standpoint of enterprise
development, orientation and volume of full pro-
duction, the investment project is distinguished by
the high level of commercial processing. The latter
requires the carrying out and implementation of a
complex of multilevel analysis of the investment
project. It will be worth noting that most experts
on these issues do not have differences of opin-
ion. They insist on the most detailed analysis of
all parameters of the project, especially the stra-
tegic project for new production. Furthermore, in
practical terms, in our opinion, at the level of eco-
nomic activity of certain enterprises, the issue of
the rationale of investment projects for production
is directly related to the analysis of competitive-
ness factors of the enterprise. More precisely, with
the identification of its level in domestic and for-
eign markets. We will note that detailed economic
research of the above problems is already being
successfully carried out not only by foreign econ-
omists but also by Ukrainian scholars I. Dolzhan-
skyi, T. Zagornaya, and others.

Concerning the sequence of investment pro-
ject analysis, and hence its rationale, first of all,
we note that the success of an investment project
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depends on the degree of the meeting of a poten-
tial investor’s requirements that may differ from the
generally accepted ones. Under such conditions,
the stage of development of an investment project
must precede the stage of preparation of invest-
ment offers. Only after their approval by the poten-
tial investor, the investment project is elaborated in
detail, taking into account the investor’'s comments
and wishes.

Summarizing the methodology for investment
project evaluation, we state that it usually begins
with the stage of the rationale of the prior expe-
diency of investments, when an enlarged eval-
uation of the most important technical and eco-
nomic parameters is carried out. The latter allows
identifying the feasibility of developing a specific
investment project and approximately assess its
economic viability. The purpose of this stage is to
prevent advance expenses and time on a prospec-
tively loss-making project.

During the preliminary assessment, the main
elements of which in general coincide with the
following detailed assessment, the technical and
economic rationale of the project is carried out.
Its development begins with the formulation of
the ultimate goal of the project, which is usually to
meet the needs of the market in a particular prod-
uct that in its turn should provide investors with a
profit. Also, some possible ways to achieve this
goal are determined roughly, that is, the multivari-
ate approach of the project development in terms
of selection of technology, equipment, production
capacity, location, financing, terms of execution,
and so on are considered.

The next step after forming the ultimate goal of
the project is to calculate the estimated demand in
a product that will be produced with the application
of technological solutions incorporated in the pro-
ject. At the same time, a general offer for the same
or similar products manufactured by other com-
panies is being predicted. In this way, the market
“niche” and the possible demand in future products
are determined both in the domestic and foreign
markets.

After the estimated possible demand in new
products over the years of the project implemen-
tation is calculated, the expected cash receipts
from sales with the help of approximate prices for
them over the years are calculated. Based on the
planned annual production program, the options
for the technical (technological) equipment of the
production are selected and the production capac-
ity of the enterprise is calculated.

The adoption of technological solutions with the
help of which the project will be implemented allows
determining approximately the cost of the project,
considering long-term (capital investments), cur-
rent (annual production) costs, as well as interest
on the loan if the company anticipates it.

Thus, by roughly forecasting all the aforemen-
tioned costs and proceeds from the sale of prod-
ucts, it is possible to compare them over each year.
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If it is obvious that the costs outweigh the proceeds,
even taking into account the possible changes and
correlations, then the project is defined as primarily
unprofitable and it is no longer returned to.

In the event when a preliminary rationale of the
effectiveness of the project showed that it is likely
to be profitable, it is worth moving to the second
stage of the development of the investment project,
i.e. to a detailed evaluation of its feasibility. The lat-
ter implies an expanded rationale for the efficiency
of the investment project in the final calculations
and is a rather complicated procedure that requires
the involvement of specialists from various indus-
tries: marketers, financiers, technical and eco-
nomic experts, leading specialists of specific units
of the enterprise. Since it is a relatively labour-in-
tensive process with a large amount of rationale,
it can also be carried out with the involvement of
specialists from organizations or companies that
have experience in developing similar projects (for
example, the Research Economics Institute of the
Ministry of Economy of Ukraine, Ukrainian Associ-
ation of Project Management, Association “Ukrcon-
sulting” and others).

A detailed technical and economic evaluation,
which is carried out at this stage, should prepare
conclusions that will serve as a basis for ration-
ale of the project and in making a final decision
on its development. The following aspects of the
project, such as marketing, raw materials supply,
resources, financial issues, etc. should be elabo-
rated in detail as well. The final result of the ration-
ale is a certain document for presenting the project
to a potential investor.

It should be noted separately that particu-
lar attention during the detailed evaluation of the
investment project effectiveness is required by an
analysis of marketing factors. According to special
research reports, over 75% of commercial failures
in world markets are due to marketing mistakes.
When developing a particular investment project, it
is very important to study the expected demand for
new products. In the first place, it is necessary to
determine what market it will be targeted at domes-
tic, export or a combination of them and who will
sell the new products (own company or a third-
party company, according to a contract concluded).
Thus, the aggregate commodity market should be
considered not only taking into account the needs
of domestic buyers but the evaluation of external
opportunities of sales in other countries in the pro-
cess of export supplies as well.

At the same time, for the development of fore-
casts of the possible demand in traditional goods,
the following data may be used: data on present
consumption and the rate of its change during the
period; orderly data on-demand in different mar-
ket segments; data on the dynamics of demand
in the past and its impact on future demand. In
case of necessity of forecasting of the conjuncture
of new products, for the implementation of which
special information and special methodological
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approaches are needed, market specialists are
involved. Thus, since the analysis of the market
conjuncture of new commodity affects the size
of manufacture, its production capacity and the
annual program, the study of the possible demand
in the offered product is indeed one of the most
important issues of the feasibility rationale of the
project.

Summing up, we emphasize that, undeniably,
an investment project as an investment offer and
as an instrument for realizing the investment needs
of a functioning enterprise should be developed
and substantiated in a certain sequence of stages
and using appropriate methods.

With the purpose to rationally manage invest-
ment activity of the enterprise, investment pro-
jects should also be evaluated according to certain
performance indicators. Regarding this, a study
of literary sources on the problems of investment
activity of enterprises, a detailed study of existing
examples of their application in the investment
activity of domestic enterprises, the coverage of
which is deliberately left by us outside the material
outlined, allows for some generalizations.

Firstly, the rationale of the effectiveness of
real investment projects should be based on the
harmonization of investment costs, on the one
hand, and the amounts and payback period, on
the other one. This is a general principle for the
formation of a system of effectiveness evaluation
indicators, according to which the results of any
activity should be compared with the costs of their
implementation. Concerning investment activity,
this principle is realized by comparing the direct
and the return flow of investment capital.

Secondly, an assessment of the number of
investment costs should cover the entire set of
used resources connected with the implementation
of the project. In the process of assessment, all
direct and indirect expenses of funds (own and
borrowed), tangible and intangible assets, labour
and other types of resources should be considered.
As the current practice shows, in most cases, the
assessment of investment costs does not reflect
the indirect costs connected, for example, with the
preparation of the project for implementation, the
formation of the required amount of investment
resources, monitoring the project implementation,
etc. This, to a certain extent, complicates the
comparison of results of the evaluation of the real
effectiveness of alternative investment projects.

Thirdly, the assessment of the payback period
should be done based on the net cash flow indicator.
This indicator is formed from the sum of net profit
and amortization deductions during the operation
of the investment project. When conducting
different types of evaluations, this indicator can
be considered as the average annual, as well as a
differential for separate periods of the investment
project operation.

Fourthly, in the process of assessing the number
of investment costs and net cash flow should be

brought to their present value. At first glance, it
seems that the investment costs concerning net
income are always shown in the present value
format. In real practice it is not so — the investment
process in most cases is not simultaneous but there
are several stages. Therefore, all paid successive
amounts of investment costs must be brought to
the present value.

Following the presented generalizations while
selecting the methodology for rationale of the
investment projects effectiveness, we came to
the conclusion that the most accessible and, at
the same time, systematic and logical-sequential
one can be considered the methodology set forth
by domestic economists I. Blank and N. Gulyaeva
taking into account the approaches common in
western practice. Under this methodology, the
indicators for the rationale of the real investment
projects’ effectiveness depend on the method of
considering the time factor while assessing the
investment costs and payback investment flow and
are divided into two independent groups: discount
and statistical. Here, indicators for assessing the
effectiveness of real investment projects based on
discount methods of calculation are defined based
on the present value of the main parameters of
implementation and operation of projects in the
future. Conversely, while using statistical evaluation
methods, the procedure for discounting of net cash
flow under the project is not carried out.

Following the mentioned above, to the
discounted methods of calculating the rationale
of the efficiency of real investments, scientists
quite rightly, in our opinion, include the indicators
of net present income, the index of profitability,
and the internal rate of return. To indicators based
on statistical calculation methods, I. Blank and
N. Gulyaeva suggest to include the profitability
index and the payback period of investments. The
content of the indicated methods of estimating the
indicators is formalized in mathematical models
used by the authors. They reflect the existing
connections between independent and dependent
variables.

Thus, the index of the net present income is
calculated as the algebraic sum of the present
values of all elements of the net cash flow from
investments, which consists of investment costs
and return cash flow from the operation of the
project:

" NPI,

NCF=)’

i=1 (l-‘rd)l '

where NPl - is the amount of net present
income from the investment project in the course
of investment;

NCF - is the amount of net cash flow from
investments over the 1st period of the investment
lifecycle;

| — number of periods of the lifecycle of
investments;

1)

EKOHOMIKA TA YNPABNIHHA NIANPUEMCTBAMU



CXIQHA €BPOMA: EKOHOMIKA, BISHEC TA YINPABJIHHA

Bunyck 5 (22) 2019

d - discount rate.

We emphasize that the value of the indicator
of net present income may serve as a basis for
comparison, as well as a criterion of admissibility
while making decisions about a possible choice.
In this case, the positive values of the NPI
guarantee the receipt of income from the project
implementation and increase of the value of the
enterprise. If the NPI values < 0, the investment
project, respectively, should be rejected. In the case
of the availability of several alternative projects, the
advantage should be given to the project with a
higher value of the net present income.

The index of return is characterized by the ratio
of the present value of the return net cash flow
from the investment and investment costs for the
project. It can be calculated under the formula:

» RNCF,
R=> ——1, 2
;(Hd)’ ?

i

where IR — index of return on investment project;

RNCF, — the return net cash flow in the i-th
period of the lifecycle of the investment project;

IC — the amount of one-time investment costs
of the project;

n - number of periods of the lifecycle of
investments;

d - discount rate.

The index of return evaluates the return on
investment in net cash flow. An investment project
is defined as acceptable when the value of the index
is greater than one. In practice, among alternative
projects that logically exclude each other, the one
whose return index is greater is chosen.

The last discount indicator of the effectiveness
of an investment project in the proposed method
is the internal rate of return, which characterizes
the level of return of the project, which ensures the
return on investments made over the entire period
of its operation. For this purpose, the internal rate of
return is used as a discount rate when calculating
the indicator of net present income, and its value is
equal to zero:

" NCF,
NeL Y- —g, ()
(i) Z} (1+ IRRY

where NPl - is net present income from
investment at a discount rate at the level of the
internal rate of return of the project;

NCF. — is a net cash flow from investments in

each period;

IRR - internal rate of return of investment
project;

n — the number of periods of the investment
lifecycle.

The use of the internal rate of return is broad
enough as based on it a decision on the acceptance
of an investment project is made. If the specified
indicator for the investment project exceeds the
investment capital costs or the level of profitability
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of the operating assets or financial profitability of
the enterprise, then such a project is considered
beneficial for implementation. If it is necessary
to compare alternative investment projects, the
advantage is given to that one with a higher internal
rate of return.

The profitability index, which is based on
statistical methods of project evaluation, allows
determining the level of efficiency of operating
activity of an enterprise.

In particular, it can be calculated under the
formula below:

IP — N[inv ) (4)
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where IP — index of profitability of an investment
project;

NI.., — annual average net investment income;

IC - investment costs.

It is worthwhile to emphasize, and by the way,
I. Blank and N. Gulyaeva also emphasize that the
given index, however, does not fully characterize
the efficiency of investments. This is due to the
fact that, firstly, investment income is an integral
part of the return net cash flow from investments
(depreciation deductions from capital assets
introduced are not taken into account in the
evaluation), and secondly, when calculating it, the
influence of the time factor is not taken into account
and no comparison of the cost characteristics of
the net investment returns and investment costs is
ensured.

However, as noted, the value of the index of
profitability serves in practice as an indicator of
the operating activities of the enterprise. When
forming financial resources at the expense of own
and borrowed funds, the value of this index should
exceed the coefficient of profitability of operating
assets. If the financing of the project is solely due
to own financial resources, then the index of return
on investment is compared with the level of financial
profitability of the enterprise. In general, the value
of the index of profitability of the investment project
must exceed the profitability of the company’s equity.

Indicator of the payback period is considered
the most widespread in the practice of evaluating
the effectiveness of investment projects. It takes
into account the expected length of the payback
period and it can be calculated as the ratio of the
investment costs to the average annual sum of
return of net cash flow under the following formula:

pp_C (5)

where PP - payback period of investment costs
of the project;

IC — the amount of investment costs for the
implementation of the investment project;

NCF,,. — an average annual return of net cash
flow from the operation of the project.

Usually, a significant disadvantage of this
indicator is that it does not take into account
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the impact of amounts of cash flow outside the
payback period on the actual effectiveness of
the investment project. However, the indicator
of the payback period determines how long the
investment financial resources will be “frozen” in
the project. That is, under other equal conditions,
the shorter this period, the more liquid the project
is. Also, since the “distant” elements of the cash
flow are considered riskier than the “near” ones, it
can be assumed that the payback period also gives
a rough estimate of the riskiness of the project.

As we can see, all of these criteria of investment
effectiveness are mutually related to each other
mathematically and in general determine the
decision on the acceptability of the project. The
net present income characterizes the ability of
the project to generate an increase in the welfare
of its investors and the amount of payback on
invested capital. The internal rate of profitability
determines not only the minimum allowable profit
of the project but contains information about the
reserve of its financial security. This information
is provided by the investment profitability index
since it measures the investment profit per unit of
contributed capital.

Thus, the use of each of these indicators
ensures obtaining important information about the
investment project from the standpoint of different
criteria for its evaluation, which in turn allows us to
make the right decision about its implementation.

In our opinion, a methodology of evaluating the
effectiveness of an investment project should be
supplemented by an assessment of the risks of
an investment project. Indeed, it is precisely in the
investment activity of enterprises thatrisk issues are
extremely acute. This is due, firstly, to the significant
duration of the investment cycle from the moment
of investment until the time of their payback. It is
clear that in the long run, it is difficult to predict the
results that can be influenced by various external
economic, political, social, environmental, and
other factors. Secondly, investment involves the
contribution of large funds, material resources, the
ineffective use of which can negatively affect the
financial status of the investor as a whole. Thirdly,
investing in many cases is done through the third
parties (financial intermediaries), therefore, the
investor usually has no real opportunity to control
the use of invested funds, to quickly get into the
production process, and so on. Thus, an enterprise
that makes a positive decision on an investment
project should take into account that the future cash
flows of the investment project may unexpectedly
decrease or increase. Likely, the interest rates
at which future cash flows are invested can also
change. Among the most widespread factors that,
for example, reduce the expected return cash
flows from the implementation of an investment
project, should first of all highlight loss of positions
in the market, increase of cost, new requirements
for environmental protection, increasing cost of
financing, etc.

It is clear that it is not possible to anticipate all
risks, but in practice, traditionally the main project
risks that may occur at any phase of the project
lifecycle, include: the risk of financial sustainability
decrease, the risk of insolvency, the risk of project
implementation, the risk of project financing,
marketing risk, interest rate risk, inflation risk,
operational risk, etc. That is why in the investment
activity of enterprises it is important to correctly
estimate and analyse potential risks, to identify
ways of avoiding them through diversification,
insurance, obtaining additional information while
choosing investment decisions, creating funds and
reserves, etc.

In domestic practice, taking into account, as a
rule, insignificant in comparison with the western
one, the volume of financing of investment
projects (up to $1 000 000) a fairly simple
approach to determining the risks of the project is
used — an analysis of the sensitivity of the project
to risk. Its technique involves several successive
steps, starting with choosing a key indicator of
investment efficiency that may be one of the
already known indicators of the internal rate of
return or net present income. Then the factors
(or indicators) of the investment project are
chosen, concerning which its developers have
no unambiguous opinion. As a rule, they are
capital investments and investment in working
capital, market factors (price, sales volume), the
time of construction and putting into operation
of the fixed assets. Then the possible lower
and upper indicators of the selected uncertain
factors are set, and for them, the calculation of
the key indicator of the efficiency of investments
is made. Based on the obtained results,
conclusion concerning the most critical factors
of the investment project, which should be paid
special attention to during its implementation is
made. For example, if it is a price, then in the
process of implementing an investment project,
there appears a need to improve the program of
marketing and the quality of goods. If the project
is sensitive to changes in production volume, then
in our opinion, special attention should be paid
to improving the system of internal management
of the enterprise. If the material costs factor is
identified as critical, then it will be appropriate to
work out a mechanism for effective relations with
suppliers of raw materials, etc.

Consequently, there is no doubt that the
methods for evaluating the effectiveness and
risks of the investment project are interconnected
and complement each other. There is a cross-
link between them since the calculations
that underlie the methodology for evaluating
investment projects and risks are based on
common indicators.

Conclusions of the present research.
According to the results of studying the economic
content of the investment project as an instrument
for implementing the investment activity of
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the enterprise and generalization of the main
approaches to evaluate the effectiveness of
investment projects, the following conclusions can
be made:

e Inthe theoretical and methodological terms, the
categories of “investment” and “innovation” should
be differentiated, although they are interrelated.
The investments that the company plans to
implement are initially embodied in the investment
project, which we identify as a definite form and the
main stages of preparation and implementation of
investments.

¢ The rationale of the investment project must be
carried out on a scientific basis, using appropriate
methods, taking into account the specifics of the
production process of a particular enterprise. Each
stage of the lifecycle of an investment project
requires a multi-level study from the standpoint of
commercial, technical, financial, environmental,

institutional analysis, and in the context of risk-
sensitivity analysis.

¢ The decision on the eligibility of an investment
project should be based on an evaluation of its
effectiveness, which should be carried out through
the calculation and analysis of the system of
discount and statistical indicators of net present
income, the index of profitability, the internal rate
of return, and the payback period of investments.

¢ Based onthe peculiarities of investment activity
of enterprises, the methodology for evaluating the
effectiveness of an investment project should be
supplemented by an assessment of the risks of
an investment project, analysis and rationale of
the methods that will be the subject of our further
research in the search for an effective mechanism
for attracting investment in order to expand the
production capacities of Ukrainian enterprises and
increase their competitiveness.
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