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Evaluation of Investment Projects in Undeveloped Markets

Using the example of a diversified industrial enterprise, there developed an approach to evaluating the prospects of the implementation of an innovation and
investment project on manufacturing a product under conditions of an undeveloped sales market as well as associated risks. It is substantiated that the project
can be promising due to its social significance manifested in obtaining environmental, social, and environmental effect from it realization. To evaluate alternative
investment projects, there developed a methodological approach that implies analysis according to the following scheme: volume of the market for the product,
designed capacity and production technology, competitive environment; characteristics of consumers. This will allow to demonstrate the advantages and disad-
vantages of each of the alternative projects at the initial stage of the study. The effectiveness and expediency of the project implementation should be evaluated
by the following indicators: payback period (PP), accounting rate of return (ARR), net present value (NPV), profitability index (PI), discounted payback period (DPP),
internal rate of return (IRR). When making the decision about the implementation of a particular project, its social effect as well as the forecast of future cash flows
reflecting changes in their value over time with regard to the discount rate should be taken into account. In developing markets, it is most appropriate to take for
the discount rate the weighted average cost of capital, which is calculated in accordance with the CAPM model using the central bank discount rate as risk-free
rate, and to calculated the risk premium using the methodology developed by A. Damodaran, based on the data on the country’s credit rating by Moody’s. The
identification of the main risks of the project is possible by conducting an expert survey providing for the evaluation of importance and probability of occurrence of
individual risk. The subjectivity of an expert survey has to be reduced by identifying the main mental traps. A more in-depth study of an impact of each risk has to

be conducted by using the VaR concept and analysing the sensitivity of impact of simultaneous two risks to the net present value of the project.
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YwepeHko C. B., XapueHko €. I0. OyiHtoeaHHs iHeecmuyiliHux npoekmie
HO HepO38UHEHUX PUHKAX

Ha npuknadi dusepcughikosaHozo npomMucn08020 MidNPUEMCMSA PO3po-
bneHuli nioxio do ouyiHKU nepcnekmus 8nposaoHeHHa iHHoBauiliHo20 ma
iHgecmuyiliHozo npoekmy gupobHUYMBa npodyKyii 8 ymosax Hepo3guHe-
HO20 pUHKy ii 36ymy i cynymHix pusukie. O6rpyHMOBAHO, W0 MPOEKM MOMe
bymu nepcnekmusHUM 3a80AKU i020 CycrinbHill 3HA4ywocmi, wio nons2ae
8 OMPUMGHHI EKOHOMIYHO20, COUia/1bHO20, eK0/102i4H020 edhekmis 8id peari-
3auii. bys po3pobaeHuli memodonoaiyHuli nioxio 00 oyiHKU anbmepHamue-
Hux iHeecmuuyiliHux mpoekmig, AKul 3a6e3ne4ye aHAsI3 30 MAKOK CXEMOK0:
00cA2 PUHKY CMIOMUBAHHA NPOOYKYIi, PO3PAXYHKOBA MOMYMHICMb, MeXHO-
n102if 8UPOOHULUMBQ, KOHKYpPeHMHe cepedosulle, XapaKkmepUuCMuUKa Croxu-
8avie. Lie 003801ums npodemoHcmpysamu nepesazu ma HedosiKuU KO¥H020
a6MepHAMUBHO20 IPOEKMY Ha No4YamKosomy emani 0ocaioHeHHs. Edex-
musHicmb i doyinbHicmb peanisayii npoekmis caid oyiH8aMu 36 MaKuMu
oKasHukamu: nepiod okynHocmi (PP), obsikosa cmaska npubymkosocmi
(ARR), yucma npusedera sapmicms (NPV), iHdekc npubymkosocmi (Pl), duc-
KoHmosaHuli nepiod okynHocmi (DPP), sHympiwHsa Hopma npubymkosocmi
(IRR). Mpu npulHAMMI piweHHA npo 30ilicHEHHA KOHKPemMHo20 npoekmy
HeobxiOHo 8paxosysamu (1020 couianbHuli echekm, npoeHo3 mMalibymHix
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Yweperko C. B., XapueHko E. 10. OyeHusaHue UH8ecmuyuoHHbIX
NpoeKmos Ha Hepa3euMbIX PoIHKAX

Ha npumepe OusepcuhuyuposaHHo20 NpPoMbIWIeHHO20 npednpuAmus
paspabomaH Mo0x00 K oueHKe nepcrekmug eHeOPeHUs UHHOBAUUOHHO020
U UHBECMUYUOHHO20 MPoeKkMa npou3godcmaa npooyKyuu 8 ycao8usx He-
pa3suMOo20 pbiHKa e€ cobima u conymemeyroujux puckos. 060cHoBaHo, Ymo
npoekm moxem 6bimb nepcrnekmusHeim 6aa200aps e20 0bwecmeeHHol
3HAYUMOCMU, 3aKAKYAIOWelicA 8 MoMyYeHUU IKOHOMUYECKO20, COYUanb-
H020, 3K0/02UYECKO20 hhekmos om peanusayuu. bbin paspabomaH me-
modonoauyeckull M00X00 K OyeHKe anbmepHamUBHbLIX UHBECMUYUOHHBIX
npoekmos, Komopeiii obecneyueaem aHanu3 no caedytoweli cxeme: 06vem
pbiHKa mompebneHus MpodyKYuU, PacyemHas MOWHOCMb, MexXHono2us
npou3sodcmaa, KOHKYpeHMHas cpeda, Xapakmepucmuka nompebumened.
3mo no3gonum MpodemMoHCMPUPOBaMb Mpeumywsecmea U Hedocmamku
Ka#0020 a7bMepHaMUBHO20 MPOEKMA HA HAYabHOM 3marne uccaedosa-
HUSA. SghcheKkmusHOCMb U UenecoobpasHOCMb Peanu3ayuu npoekmog cedy-
em oyeHusame no caedyrowum nokasamensm: nepuod okynaemocmu (PP),
y4yemHas cmaeka doxo0Hocmu (ARR), yucmas npusedeHHas cmoumocme
(NPV), undekc doxodHocmu (Pl), duckoHmuposaHHbIli nepuod okynaemocmu
(DPP), 8HympeHHss Hopma doxodHocmu (IRR). Mpu npuHAMUU peweHus 06
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2pOW08BUX MOMOKiG i3 3MIHAMU iX 8apMOCMI 3 MAUHOM 4aCY 3 YPAXYBAHHAM
CMasKu OUCKOHMYBAHHA. Ha puHKax, wio po3susarombcs, Halibinbw 0oyinb-
HO npuiimamu 3a cmagky OUCKOHMYBAHHA CepedHb038aXeHy 8apmicmb
Kanimany, AKa po3paxosyemoca 8idnosioHo do modeni CAPM 3 sukopuc-
MaHHAM 06:1iK080T CMABKU UeHMPasnbHo20 6aHKy AK 6e3pu3uKosoi cmasKu,
a Mpu po3paxyHKky npemii 3a pusuk suKkopucmosysamu memooduky A. Jamo-
0apaH, 3aCHOBAHY HA OaHUX Mpo KpedumHuli pelimuHe KpaiHu azeHMcmea
Moody’s. BusHa4eHHA OCHOBHUX PU3UKig MPOEKMy MOMAUBO WAAXOM eKC-
1epPMHO20 0NUMYBAHHA, W40 OUIHIOE BAXIUBICMDb i lIMOBIPHICMb BUHUKHEH-
HA iHOUBIOYanbHO20 pu3uKy. Cy6’eKMmuBHICMb eKcrepmHo20 onNUMy8aHHs
0BUHHA BYMU 3MEHWeHa WAAXOM BU3HAYEHHA OCHOBHUX MACMOK. binbw
2nuboKe 00CNIOHEHHA BMAUBY KOMHO20 PU3UKY MOBUHHO MPOsoouMu-
A3 BUKOPUCMAHHAM KoHuenuii VaR i aHanisy yymausocmi 00HOYACHO20
8rnusy 080X pu3uKie Ha Yucmy npusedeHy sapmicme Mpoexmy.

Knroyosi cnosa: iHeecmuuyiliHuli mpoekm, cepedHbO38aMeEHA B8apMicMb
Kanimany, modenb YiHOymeopeHHA Ha OCHOBHI 3acobu, Yyucma npusedeHa
8apmicme, aHAI3 4ymAuBOCMI, 8aAPMICHA Mipa PU3UKY.

Puc.: 5. Taba.: 11. ®opmyn: 3. bibn.: 12.
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0CyWecmeseHuU KoHKPemMHo20 Mpoekma Heobxo0umo y4umbIBame e2o co-
yuanbHbIli 3ghchekm, mpoeHo3 byOywux OeHedHbIX TOMOKOS C U3MeHeHUAMU
UX CMOUMOCMU C MeYeHUemM BpemeHuU ¢ y4EMom cmagku OUCKOHMUPOBA-
HusA. Ha passusarowjuxca peiHKax Haubosee yenecoobpasHo MpUHUMAmb 3a
CmasKy OUCKOHMUPOBAHUA CpedHes38eweHHy Cmoumocme Kanumana,
Komopas paccyumsigaemca 8 coomeemcmauu ¢ modenbto CAPM c ucronb-
308aHUEM y4émHol cmagku yeHmpanbHoeo baHKaA Kak 6e3puckosoli cmas-
Ku, @ npu pacyeme npemuu 3a puck ucrnosnb3osame memooduky A. Jamoda-
DQH, OCHOBAHHYO HA OQHHbIX 0 KPEOUMHOM pelimuHee CMPaHLI aeeHMcmea
Moody’s. OnpedesneHue 0CHOBHbIX PUCKOB MPOEKMA BO3MOMHO ymem KC-
nepmHo20 0NpPOCa, OYEHUBAIOUIE20 BAMHOCMb U BEPOAMHOCMb B03HUKHO-
8eHUA UHOUBUAYANbHO20 pucKa. CybbeKmusHOCMb 3KCMePMHO20 0npoca
OomtcHa 6bimb yMeHbWeEHA Mymem onpedesneHus 0CHOBHbIX 108yweK. bonee
2n1y60Koe uccnedosaHue 8aUAHUA Kax0020 PUCKa OOMHHO MPoBOOUMbCA C
UCM0/1b308aHUEM KOHUeNyuu VaR u aHanu3a yyecmeumensHOCMU 00HOBpe-
MeHH020 8030elicmeus 08yX pUCKO8 Ha YUCMYKO NPUBEOEHHYI0 CMOUMOCMb
npoekma.

Kntouesble cnoea: uHeecmuyuoHHbIl npoekm, cpedHes3sewieHHas cmou-
MOCMb Kanumana, mModesnb UeHo0bPa308aHUSA HA OCHOBHbIE CpeACmed, Yu-
CmMas npueedeHHas CMoumMocmb, aHANU3 4y8CMBUMEbHOCMU, CMOUMOCM-
HaA Mepa puckKa.
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Introduction. One of the innovative features of invest-
ment projects may be the formation of a segment of consump-
tion in an undeveloped market for a particular product. With
the availability of high risks of production and promotion of
products to undeveloped segments of its market consumption,
there is a need to form an appropriate infrastructure for selling
this product in this segment. At the same time, the develop-
ment of innovation and investment projects on the production
and promotion of such products may be promising as a result
of receiving both economic and social, environmental effects or
public importance of the realization. [6, p.278]

Problem statement. In this context, there is a problem
of using the methodology for comprehensive evaluation of the
expediency of developing investment projects with the manu-
facturing of product (provision of services) for underdeveloped
markets, taking into account the risks of product sales, assess-
ing the competitiveness of its production technology and the
volume of the consumption market, etc.

Analysis of recent researches and publications. Some
aspects of the methodology for evaluating investment projects
are discussed in a number of publications. The works [3; 4] pres-
ent an analysis of approaches to project risk assessment. An ap-

proach to manage financial risks is developed in [4]. A model
of portfolio of project analysis is introduced in [6]. The VaR
methodology is described in [7]. At the same time, there is a
l ack of a systems approach to the integration of the developed
in these publications methods to evaluate investment projects
on manufacturing a product for an undeveloped market.

The aim of the article is to develop a systems approach
to evaluating the implementation prospects of an innovation
and investment project on manufacturing a product under
conditions of its sales market being undeveloped and associ-
ated risks, which includes the integration of methods devel-
oped in the publications [3-7]. To achieve the aim, there used
the example of the investment project selected by the multi-
sectoral enterprise PJSC Vesko involved in utilization of coal
mine methane. Based on the systems approach, the enter-
prise carried out an analysis of two alternative proposals: the
production of gaprin (feed protein) and motor fuels from the
methane-air mixture, and as a result has chosen the gaprin pro-
duction project.

In this context, there is a problem of a relevant evaluation
of the appropriateness of development such projects, which
was considered based on the example of choosing the invest-
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ment project for utilization of coal mine methane among other
alternative projects by PJSC Vesko. The developed approach to
the selection of the mentioned project is of a methodological
interest for evaluating innovation and investment projects in
undeveloped markets.

Presentation of basic material of the research. The
enterprise PJSC Vesko has several activity areas, but the main
product of the enterprise is clay of the Andriivka deposit. The
uniqueness of this enterprise is in the fact that more than 7 % of
the world’s market of white plastic clays belongs to it. Accord-
ing to the results of 2016, more than 2.2 million tons of clay
were sold. Only 10 % of the production is used in the domestic

0

market, and 90 % is exported to more than 25 countries, mainly
EU members [8].

As for investment activity, the enterprise takes all mea-
sures to expand its scope, every year it puts into practice new
investment projects. The yearly net cash flow from its invest-
ment activity is negative. Figure 1 shows that the negative value
increases every year, and the average annual rate of decrease
over the last three years is 189.7 %. It is explained by the fact
that in 2015, compared to 2014, the net cash flow from its in-
vestment activity decreased more than 6 times, and in 2016
compared to 2015 — 1.4 times.
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Fig. 1 Dynamics of the net cash flow from investment activity, thousand UAH

Source: developed by the authors based on [8]

Over the last three years PJSC Veskohas have actively
been investing in new directions, namely: ash-slag products,
including microspheres, dolomites, technical gases, mining.
We will focus on the last of the mentioned directions — min-
ing — as the least active direction at this stage due to the tech-
nological complexity of extraction, but quite forward-looking
in economic terms.

The technological complexities of mining are connect-
ed with extraction of coal lying at the depth in strata between
which there is extremely explosive gas — methane. During coal
mining, methane goes into the air, and in order to prevent the
explosion, air in the mine is saturated with oxygen and with the
help of degassing systems the methane-air mixture is pumped
out of the mine and released into the atmosphere. Thus, pol-
lution of the environment takes place and the mine has to pay
the environmental tax for the emission of methane, which is
classified as a “greenhouse gas”.

Currently, this direction of the activity of PJSC Vesko is
in the processing of the residual products of mining. However,
in our opinion, the idea of accumulation of methane-air mix-
ture with its further processing would be more useful from the
economic point of view and have a better socio-environmental
effect.

Thus, on the one hand, there would be a positive social
effect — a decrease in the pollution of the environment; on the
other hand, a considerable economic effect resulting from the
absence of the necessity to pay the environmental tax; the re-
ceipt of additional economic benefits due to producing and
selling finished product from the methane-air mixture (e.g.,
soot, acetylene, natural gas, motor fuel (methane), gaprin (feed
protein), methanol) as well as processing the mixture in cogen-

eration plants to supply energy carriers to thermal and power
networks).

There is a need to consider what products can be pro-
duced using the methane-air mixture with regard to the tech-
nological base of the enterprise. The raw material base is one of
the mines belonging to the strategic holding company DTEK,
with which a memorandum of comprehensive cooperation was
concluded. If necessary, the number of mines can be increased
to 14. Every year the mine emits 19.7 million m3 of methane-air
mixture with an average methane concentration of 35 %. Sev-
eral options of the finished product, including soot, acetylene,
natural gas, motor fuel (methane), gaprin (feed protein), meth-
anol, were considered.

At the preliminary stage of the study, it was discovered
that setting up production of most of the possible products is
unnecessary, mainly due to the availability of a cheaper produc-
tion method.

Therefore, two directions of the processing of the meth-
ane-air mixture were analyzed in more detail: production of
motor fuel and gaprin. We will briefly characterize each of the
directions according to the following scheme: market volume,
enterprise designed capacity and production technology, com-
petitors, consumers, and focus in more detail just on the eco-
nomic component of both projects.

The market for gas motor fuel deals with two main
products: methane and propane-butane mixture. Following
the results of 2016, according to the State Statistics Service of
Ukraine [9], the volume of this market amounted to 173 mil-
lion m?. The designed capacity of the raw material base — one
mine — amounts to 6.9 million m3/ year, which is less than 4 %
of the market volume.
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The production of motor fuel from methane-air mixture
comprises several stages, namely: increase of methane concen-
tration up to 95 %, removal of hydrogen sulfide, gas compres-
sion, storage and transportation in special containers under
pressure.

Besides the classical product-competitor — petrol — and
such modern technologies as Electric Vehicle Technology, the
propane butane mixture can also be used as a substitute of tra-
ditional fuels. One of the advantages of using the substitute is
a more developed infrastructure for its delivery — more than
2000 filling stations in Ukraine, while the figure for methane
ones is less than 200 according to the results of 2016. Also, the
propane butane mixture is transported more easily, and when
used it causes no engine power loss in contrast to the methane
mixture (engine power loss is at the level of 10-15 %) [9].

One of the major disadvantages in the situation with
NGV-refueling compressor stations, because every plant pro-
ducing methane mixtures has its own NGV-refueling compres-
sor stations.

Thus, there arises the necessity to build the own NGV-
refueling compressor station. Moreover, funds for free re-
equipment of vehicles, in order to increase the number of po-
tential consumers, were also included in the project. It should
also be mentioned that the potential consumers are owners of
already re-equipped vehicles, their number comprising about
400 thousand motorists.

Regarding gaprin, it is a complete protein produced as a
result of microbiological synthesis and intended to be used as
a feed protein supplement. Gaprin is approved by an EU safety
certificate, according to which this product is considered envi-
ronmentally friendly.

The Ukrainian market of feed proteins is estimated at 800
thousand tons annually while the designed capacity of the proj-
ect is 12.6 tons, which is less than 0.01 % of the market volume,
ie, in view of having certain competitive advantages, there
should be no difficulties with a sale of finished products [8].

The production of gaprin is based on the consumption
of the methane-air mixture by special bacteria followed by the
formation of biomass, which is to be dried and packaged.

At the moment, gaprin is not represented on the Ukrai-
nian market, but it is widely used in most European countries.
The main competitors of gaprin are soy oil meal and fish flour.
However, gaprin is better than these two competitive products
both in terms of the protein content and other characteristics.

The main potential consumers of gaprin are poultry
farms, pig farms, and households. Poultry farms, as a rule, have
a closed cycle of production, including that of feed stuff, but
these enterprises buy vitamins and protein supplements in ad-
dition.

We will evaluate the effectiveness and relevance of the
project implementation according to the following indicators:
payback period (PP), accounting rate of return; (ARR), net pres-
ent value (NPV), profitability index (PI), discounted payback
period (DPP), and internal rate of return (IRR) [2, p.487].

The planning of investments, determination of their
usefulness, profitability always implies forecasting future cash
flows. In calculating, estimating, comparing amounts of money
that are separated by time periods, the change in their value
should be taken into account [1, p. 373; 4, p.255]. Therefore, in
order to estimate the capital investments for several alternative
projects, it is necessary to take into consideration a different
value of money at present and in the future, which is done by a
discounting method. The term “discounting” is used to estimate
the present (current) value of future cash flows [3, p.260].

There is a need to calculate the weighted average cost of
capital as discount rates for investment projects. The WACC is
calculated according to the formula:

w2 1)
D+E

where K. and K, — cost of own and borrowed capital respec-

tively;

T — profit tax rate;

D — share of payable debt capital;

E — share of equity capital [1, p. 283].

The cost of debt capital is calculated as the weighted av-
erage cost of paid credit resources attracted by the enterprise.
And the cost of equity capital is calculated according to the
CAPM model:

WACC:KEX—E +(1-T)
D+E

CAPM =R, +B X (R, —R,), )

where R, risk-free rate of return;

B — coefficient of systemic risk;

R,~R;— market risk premium [1, p. 292].

We will determine the market risk premium based on
the study of A. Damodaran and data presented by Moody’s In-
vestors Service [11] (Tbl. 1).

Every year the market risk premium increases, which in-
dicates distrust on the part of investors and a forecast of much
higher risk of investing in Ukraine than in developed markets

The next stage is the determination of the coefficient of
systemic risk, which depends on the change in share prices of
a particular enterprise and changes in the market as a whole.
Since the shares of PJSC Veskodo are not listed on the stock
exchange, and it is too early to speak about the development
of the Ukrainian stock market, we will use the data of sectorial
coefficients P, taking into account the capital structure of PJSC
Vesko by the formula [2, p. 301]:

Table1
Investment risk premium in Ukraine in 2014-2016
Year IVII’:;:);’S Investment risnlfI ;):;:::1;/: at developed Investir:tlajnktr;i::e;’):/t:mium Market risk premium, %
2014 Caal 5.00 11.25 16.25
2015 Caa3 5.75 15.00 20.75
2016 Caa3 6.25 15.44 21.69

Source: developed by the authors based on [11, 12]
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B, =B, x0+0-T)D/E] (3)

We will find the sectorial coefficient of systemic risk based

ing to the structure of capital, depends largely on the value of
equity capital.

on the data presented by A. Damodaran [12], as the weighted Table 3
average indicator for individual branches of the enterprise ac- Equity capital
tivity (mining-chemical activity). When calculating the capital -
structure we use not balance sheets, but consider only payable Indicator 2014 | 2015 | 2016
loan capital. The resulting values are shown in Table 2. Risk-free rate of return 9.40% |24.88% | 18,08%
Risk premium 16.25% |20.75% | 21,69%
Table 2 Coefficient of systemic risk 0.846 | 0.817 | 0.837
Coefficient of systemic risk Equity capital (CAMP) 23.1% | 41.8% | 362%
Indicator 2014 2015 2016 Source: developed by the authors based on [8, 10]
B, 0.780 0.780 0.780
Tax (T), % 180% | 180% | 18.0% Table 4
Debt (D), % 9.3% 5.4% 8.2% Weighted average cost of capital
Equity (E), % 90.7% | 946% | 91.8% Indicators 2014 | 2015 | 2016
By 0.846 | 0.817 | 0.837 Equity capital (KE), % 231% |41.8% |36.2%
Source: developed by the authors based on [8] Cost of debt capital (KD), % 179% [332% | 28.1%
. . . o Tax rate (T), % 8% | 18% | 18%
Determining the risk-free rate in Ukraine is a rather con- - -
troversial issue, since, in our opinion, using the global risk-free Share of paid loan capital (D)% | 93% | 54% | 8.2%
rate is too optimistic. For this reason we will use the account- Share of equity capital (E), % 90.7% | 946% | 91.8%
ing rate of the NBU. Over the last three years, it has been fre- WACC 2232% 141.01% 135.12 %

quently changed, so we will use the annual weighted average
accounting rate.

The results of calculating the cost of equity capital of
PJSC Vesko are shown in Table 3, and indicate a sharp increase
in the value of equity capital in 2015 with a further minor de-
crease in 2016. This is due to the economic and political situ-
ation in the country, which is reflected both in the NBU [10]
accounting rate and in the risk premium calculated on the basis
of the credit ratings of the state.

In calculating the weighted average cost of capital, only
payable loan capital will be taken into account, the cost of
which, in accordance with the calculations, fluctuated in the
analyzed period as follows: in 2014 — 17.9 %, in 2015 - 33.2 %,
and in 2016 — 28. 1 %.

Table 4 shows the main components and the weighted
average cost of capital of PJSC Vesko in 2014-2016, which, ow-

%

Source: developed by the authors

After calculating WACC, we can compare the corre-
sponding values with the CFROI indicators (Fig. 2).

The calculations show that in 2014 and 2015, the average
efficiency of investment activity exceeded the weighted average
cost of capital by 32 and 20 % respectively, which indicates the
effectiveness of the investment policy of the enterprise. How-
ever, due to a significant investment in long-term projects in
2016, the efficiency of investments dropped sharply, which led
to the fact that the weighted average cost of capital exceeded the
CFROI value. That is, the company attracted funds amounting
to 35.12 %, and received the return on investment only at the
level of about 27-28 %. The main reason for this was, as noted
above, is investing in projects that generate cash flows only a

70.00
60,89% 61,11 %
60.00 54,55% 5%,9%4%
50.00 4E0TE%—
40.00 35,12 %
30.00 2232 / 27,29% 2829%
20.00
10.00
00.00
2014 2015 2016
Singleperiod CFROI E== Multiperiod CFROI —— WACC

Fig. 2. WACG, single- and multiperiod CFROI for PJSC Vesko

Source: developed by the authors
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few years after their implementation. As a result, cash outflow
from the enterprise takes place, which in the future may nega-
tively affect both its liquidity and financial sustainability.

On the basis of the found weighted average cost of capital
and forecasted cash flows for the two projects, we will find indi-
cators of their efficiency. They demonstrate that both projects
are cost-efficient (Tbl. 5), and their implementation will bring
additional cash to the enterprise. At the same time, the produc-
tion of gaprin according to the calculations is more profitable
than the production of motor fuel.

Table 5
Indicators of the effectiveness of the proposed projects
Indicator Gaprin Methane
PP, years 1.48 2.1
ARR, % 60.1 % 35.1%
Pl 137 1.06
DPP, years 3.66 473
NPV, ths UAH 22416 8168
IRR, % 52.1% 38.2%
WACC 35.12%

Source: developed by the authors

Despite a quite attractive effectiveness of the projects,
it is also necessary to take into account various risks associ-
ated with their implementation. In order to assess the risks, an
expert survey in which 15 specialists took part has been con-
ducted. All the participants were asked to rank each of the pro-
posed risks in accordance with the impact on the final project
indicators (Tbl. 6).

Also the experts participating in the survey were asked
to evaluate the probability of occurrence of each risk (Tbl. 7)

The weighted average impact and probability of occur-
rence of each risk have been calculated on the basis of the given
data (Tbl. 8). This has enabled to illustrate the primary risk map
(Fig. 3), according to which nearly all risks, except for the ac-
counts receivable risk, are found to be in the critical area [7].

In view of the fact that people are subjective in their
judgments, they have their own fears, habits, etc., we will try to
level out or at least minimize the impact of subjectivity on the
final result by identifying the main mental traps. The first men-
tal trap can be generally called a habit or a stereotype, which
lies in overestimating the probability of occurrence of negative
consequences of typical phenomena in crisis situations.

First of all, the situation deals with the change in the ac-
counting rate of the NBU, which has changed a lot of times over
the last few years, the similar situation is with the change in the

Table 6
Results of the survey on the impact of financial risk
on the NPV
Ne Financial risk factor/Impact on NPV Slight Low Middle High Critical
1 | Accounts receivable 0 1 3 8 3
2 | Accounts payable 4 5 3 2 1
3 | Currency rate 0 0 5 7 3
4 | Inflation 0 2 4 8 1
5 | Cost of electricity 2 3 4 5 1
6 | Change inimplementation costs 0 1 3 6 5
7 | Change in sales volume 0 1 2 6 6
8 | Change in the accounting rate of the NBU 1 2 3 7 2
Source: developed by the authors based on the results of the expert survey
Table 7
Results of the survey on the probability of financial risk occurrence
Ne Financial risk factor /Probability of occurrence Slight Low Middle High Very high
1 | Accounts receivable 0 4 1 6 4
2 | Accounts payable 1 3 6 4 1
3 | Currency rate 0 0 3 7 5
4 | Inflation 0 1 2 8 4
5 | Cost of electricity 1 1 6 5 2
6 | Change in implementation costs 3 2 5 4 1
7 | Change in sales volume 2 5 5 3 0
8 | Change in the accounting rate of the NBU 1 2 7 4 1
Source: developed by the authors based on the results of the expert survey
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Table 8
Matrix of financial risks
Ne Financial risk factor Weighted average impact Weighted average probability
1 Accounts receivable 3.87 3.67
2 Accounts payable 2.40 3.07
3 Currency rate 3.87 413
4 Inflation 353 4.00
5 Cost of electricity 3.00 3.40
6 Change in implementation costs 4,00 287
7 Change in sales volume 413 2.60
8 Change in the accounting rate of the NBU 347 3.13

Source: developed by the authors based on the results of the expert survey

Impact of a risk

@@@@@P

low middle highvery high

slight

slight low

middle high very high
Probability of occurrence of a risk

Fig. 3. Primary risk map

Source: developed by the authors based on the results of the expert survey

currency rate. These phenomena are perceived by the popula-
tion as extremely negative and a high probability of their occur-
rence is intuitively entailed [5, p. 192].

Another mental trap is the distorted projection, which is
in projecting one’s own financial experience to an enterprise’s
activity, e.g., overestimating the influence and probability of in-
creasing prices for electricity or uncontrolled level of inflation.
These phenomena have a significant impact on the welfare of
the population; therefore, experts project the negative conse-
quences of these processes, which they experience themselves,
on results of an enterprise’s activity.

Thus, taking into account mental traps, the risk map
(Fig. 4) demonstrates that the following risks get into the criti-
cal area: change in sales prices, sales volume, inflation rate and
a cost of electricity; the last two risks being “on the border”.

That is, the project results are mostly influenced by the
price risk and operational risk (risk of change in sales volume).
Taking into consideration that gaprin is an innovative prod-
uct for the Ukrainian market, we can estimate the risk of price
changes only for motor fuel.

We will use the VaR historical method for quantifying
the price risk for motor fuel. First of all, we find rates of price
change based on 93 periods (each period is 14 days) and make
up a histogram (Fig. 5).

According to the histogram with the probability of 95 %,
the price for methane in the following period will decrease by

no more than 1.3 % of the price of the current period. The final
stage of the quantitative evaluation of price risk was a forecast
of a lower limit of the price for methane for the following 15
periods (30 weeks) (Tbl. 9) using VaR, calculated according to
the formula (3, p. 242]:

Var = (1+/Number of pediod x Current price)xValue of quintile.
4)

According to the calculations presented in Table 9, for
the following period (14 days), the price for methane with the
probability of 95 % will decrease by no more than 2.15 % or by
UAH 0.32. However, for the 15 period, i.e., after 30 weeks, the
lower limit of the price for methane with the probability of 95
% will be UAH 13.58, i.e., by UAH 1.22 (8.61 %) lower than the
current price. While calculating the project, the starting price
in the first period was taken at the level of UAH 14.8, i.e., there
is a significant level of the risk of price reduction. The impact
of the change in the price for motor fuel on the indicators of
effectiveness of investments is analyzed below.

By analyzing the NPV sensitivity of both projects to
changes in the price and sales volume, we will find a more risky
project (Tbls. 10 and 11). According to Table 10, while reducing
the price for finished products in the first year of the project
implementation by 5 %, the net present value will be UAH 7.35
million, i.e., the NPV will decrease three times. However, tak-
ing into consideration the competitive price compared to sub-
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Fig. 4. Risk map with regard to mental traps
Source: developed by the authors based on the results of the expert survey
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Fig. 5. Price fluctuations for methane in 2015-2017
Source: developed by the authors
Table 9 End tbl. 9
Calculation of price risk for motor fuel 1 2 3 4
; 10 13.80 -1.00 -6.97 %
Periog | Priceformethane, | y.p VaR, %
UAH /m n 13.75 -1.05 -7.32%
! 2 3 4 12 13.71 -1.09 -7.66 %
! 1448 032 215% 13 13.66 -1.14 7.99%
2 1435 045 -3.06% 14 1362 -1.18 -8.30%
3 14.25 055 3.76% 15 13.58 -1.22 -8.61%
4 14.17 -0.63 435% Source: developed by the authors
5 14.10 -0.70 -4.88 %
6 14.03 0.77 536 % stitute goods and a possibility to increase sales, the project is
not highly risky. For instance, if the enterprise has to reduce the
7 13.97 -0.83 -5.80 % : o ; o
price by 10 %, the increase in the sales volume by 20 % will give
8 13.91 -0.89 -6.21% the net present value of UAH 26.3 million.
9 13.85 095 6.60% The situation with the project of motor fuel production

project is more complicated, because according to the data of
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Table 10
Analysis of the NPV sensitivity of the project Gaprin to changes in the price and sales volume
Price| 8,910 9466 10,023 10,580 1L137 11,694 12,251 2808 13,364

NPV | 22,416 £0% 85% 800 95 100% 105% 110% 115% 120%

7,558 BOM|-B7.943 -60,847 -43,258 29559 . 17064 - 3,660 | 10,832 26508 43,784

W 8,03 B3M|-T0904 -47403 -33,081 20,092 - 7072 | 7,048 22445 39207  BTA
g 8,503 90%|-55871 -37,854 -23488 -10,882 1805 17,736 34,059 51795 70956
S . 8,975 0305 |-43,040 -2B305 -14971 - 1,765 | 12682 1844 45516 64114 B4
- 9,447 100%|-34266 -19.860 - 6,549 | 7351 | 12416 38BE 56856  Te43x 97T
% 9920 105%|-258258 -11,7%= 1,771 16,216 3203 49326 68,156 88752 111106
= 10392 110%|-18.042 - 3,518 9948 25081 41652 59,768 70536 101071 1244589
“ 10,365 1150 |-10.633 | 3,702 18124 33945 51270 70,209 50,876 113350 13TET
11,337 120%)- 3,420 | 11,281 26301 42,810 60,888 80,651 102,216 125708 151286

Source: development by the authors

Table 11, the net present value of the project changes sharply
due to the minimal change in sales volume and, even more, the
slightest change in prices. For instance, reducing prices in the
first year of the project by 2 % leads to a reduction of the net
present value six times, compared to the initial calculations.
At the same time, such sensitivity to the change in price
and sales volume is more risky than in the situation with gaprin,
because due to the stiff competition and the inability to influ-

ence the market price as well as the technological inability to
increase sales volume, the project for the production of motor
fuel should be regarded unreasonably risky.

Increasing sales by 5 % increases the net present value of
the project more than twice, but considering the technologi-
cal capabilities of the equipment, an increase in the volume of
methane-air mixture production is not possible.

Table 11

Analysis of the NPV sensitivity of the project Gaprin to changes in the price and sales volume

Price, $| 041 0.43 0.43 0.43 0.43 0.43 0.43 0.43 0.449

Prica. vah | 14.17 14.64 14.65 14 .65 14.65 14.65 14.65 14.80 15.10

NPV B,168 90% W% 9% om% s 8% o 100% 1%
5,863,725 s5%  |-50,298 -37,727 -345(2 -32,08 -B A6 -26205 -23,276 - 20,295 - 18,178
- 41,669 -29024 -2603% -23070 -20075 -17027 13926 -10,771 - 4,293
33,039 -20387 -17,335 -14,29 -11067 - FE50 - 4577 - L6 5,549
L 24410 -11,870 - 8657 - 53 - 200 | 4,27 475 |88 | 15,215

| 15,273 - 3,352 71 380 653 10337 13378 17,882 24,882

6,208,650 0%
E 6.553.575 5%
S " 6898500  100%
7,243,425 105%
L 7588350  uox | a0 [ 513 ases
o 7933275 usx |- ass | 13842 17058
8,278,200  120% 7,352 2L,770 5531

12,086 15666 15311 23,020 26,796 34,548
0,731 M4 15285 IS 61000 A28
29,377 W\ 37,58 4AL305 4540 53,881

Source: developed by the authors

Thus, after considering two investment projects related
to the mining activity of PJSC Vesko, it can be concluded that
the production of gaprin both in terms of efficiency and risk, is
more reasonable than the production of motor fuel. In case of
the implementation of the proposed project, both an economic
effect (NPV of the project is UAH 22.4 million) and social and
environmental (reduction of emission of harmful substances
into the air) are achieved.

Conclusion. As a result of the study, the following con-
clusions have been made regarding the peculiarities of evalu-
ating the effectiveness of investment projects in developing
markets:

1. While considering various alternative investment
projects, it's necessary to characterize briefly each of
them according to the following scheme: market vol-
ume and designed capacity, technology of production,
competitors, consumers. This will allow to reveal the
advantages and disadvantages of each of them at the
initial stage of the study.

2. Planning investments, determining their expediency,
profitability always implies forecasting of future cash
flows. Accordingly, in calculations it is necessary to
take into account the change of their value in time,
i.e., to use a discount rate, in order to bring cash flows
to the present value. In developing markets, it is most
appropriate to take for the discount rate the weighted
average cost of capital and calculate it with regard to
the following features:
to calculate the cost of equity capital according to
CAPM model using the central bank discount rate as
a risk-free rate;

*  to calculate the risk premium using the methodology
developed by A. Damodaran, based on the data pre-
sented by Moody’s Investors Service;
to take the beta coefficient at a level of industry-aver-
age value and adjust it with respect to the structure of
capital of a particular enterprise;

*  to use the value of only payable loan capital.
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3. The effectiveness and expediency of a project imple-
mentation should be evaluated according to the fol-
lowing indicators: payback period (PP), accounting
rate of return (ARR), net present value (NPV), profit-
ability index (PI), discounted payback period (DPP),
internal rate of return (IRR). Also, when making a de-
cision on the implementation of a particular project,
its social effect should to be taken into consideration.

4. One of the ways to determine the main risks of a proj-
ect is the method of expert survey, and determining
the significance and probability of occurrence of a
particular risk. However, since people are subjective
in their judgments, they have their own fears, habits,
etc., it is necessary to level out or at least minimize
the influence of subjectivity on the final result by
identifying the main mental traps.

5. A more thorough study of the impact of each risk
should be conducted using the VaR concept and
analyzing a sensitivity of impact of two simultaneous
risks on the net present value of the project.
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