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THEORETICAL AND PRACTICAL PRINCIPLES OF ASSESSING THE 
EFFECTIVENESS OF BUSINESS PROJECTS 

 
The success of a company's financial prospects in the future 

largely depends on a solid foundation of economic decisions made at 
the current time. However, since the expected profits may appear only 
after an extended period, making effective economic decisions becomes 
more challenging [8]. To do this, it is necessary to consider various 
factors influencing decisions and systematize data for further analysis. 

Theoretical aspects of economic project performance evaluation 
are an essential foundation in management and decision-making. 

Project performance evaluation is a complex analytical process 
that involves analyzing and evaluating all aspects and parameters of a 
project to determine its feasibility and profitability [3]. The primary 
purpose of the assessment is to determine whether it is worth 
investing financial resources in a particular project and what decisions 
on financing and implementation are best made. 

The theoretical foundations of economic project performance 
evaluation are fundamental to understanding and applying the 
methodology in assessing potential economic opportunities. 
Performance evaluation is a vital tool in making management decisions 
and determining the feasibility of economic projects. 

The first basic principle is the Time Value of Money. It recognizes 
that money that can be received in the future has a lower value than 
money received now. This is due to the investor's ability to earn a profit 
or interest on the money invested. Therefore, project evaluation should 
consider the time factor, discount future cash flows, and their present 
value [2]. 

The second principle is "Full monetary valuation." The project 
efficiency assessment should consider all cash receipts and 
expenditures associated with its implementation. This means that all 
costs, including capital investments, operating expenses, depreciation, 
taxes, and other factors, should be included in the calculations. This 
approach allows you to get a complete picture of the financial cost and 
profitability of the project [2]. 

The third principle is "Comparison of alternatives". To make 
informed decisions on project implementation, it is necessary to 
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compare its effectiveness with the effectiveness of other possible 
alternative projects. This includes analyzing different scenarios and 
options for project implementation to determine the most optimal way. 
This approach helps investors to choose a project that maximizes their 
profits and minimizes risks [2]. 

All these theoretical principles form the basis for a 
comprehensive assessment of the effectiveness of economic 
projects and help to make informed management decisions on 
investment and business development. 

The practical aspects of assessing the effectiveness of 
economic projects include using various methods and tools to 
analyze and make informed decisions. There are several methods 
for evaluating economic projects and understanding their 
effectiveness. 

Net present value (NPV) is a critical indicator of economic 
project effectiveness. This indicator is used to determine a project's 
financial profitability and feasibility.  

NPV is the difference between the discounted cash inflows and 
discounted outgoings that arise during project implementation. To 
calculate the NPV, all future cash flows (including revenues and 
expenses) are first discounted to their present value using an 
appropriate discount factor. After that, the sum of discounted 
costs is subtracted from the sum of discounted cash inflows [12]. 

Assessing the effectiveness of a project using NPV is about 
determining whether this indicator is positive or negative. If the 
NPV is positive, it indicates that the project brings in more money 
than it spends on its implementation.  

This means that the project is financially viable and can lead 
to profit. On the other hand, if the NPV is negative, it may indicate 
that the project is not financially viable and may lead to losses. In 
this case, the decision to implement the project may be rethought, 
and investors may consider it less attractive from a financial point 
of view. 

The internal rate of return (IRR) is one of the key indicators 
used to assess the effectiveness of economic projects. It determines 
the discount rate at which a project's net present value (NPV) is 
zero. IRR can be considered an internal rate of return, which 
determines what internal rate of return a project can generate for 
investors. 

To calculate the IRR, you first need to find the discount rate 
at which the sum of discounted cash flows is zero. In other words, 
this is the rate at which the intrinsic value of all future cash flows 
(including profits and expenses) becomes equal to the initial 
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investment in the project. This rate can serve as a benchmark for 
investors who assess the risks and profitability of a project [12]. 

When assessing project efficiency using IRR, the resulting 
internal rate of return is compared to the average cost of capital 
(ROI requirement). If the IRR of a project exceeds the return on 
investment requirement, the project is considered adequate and 
attractive to investors.  

However, it is essential to keep in mind that caution should 
be exercised when evaluating projects using IRR, as this indicator 
can give multiple values for some projects with many variables. 
Thus, combined with other valuation methods, IRR can be a 
valuable tool for making decisions about economic projects. 

Payback Period (PP) is also a key indicator in assessing an 
investment project's effectiveness. It indicates how long it takes for 
the investment in the project to pay off through cash flows from it. 
PP is the period during which an investor recovers his initial 
investment from the cash flows received from the project. 

Evaluating the effectiveness of a project using the payback 
period is to compare this indicator with the expected payback time 
set by the investor or organization. The project can be considered 
adequate if the project payback period meets or is shorter than the 
investor's expectations. 

PP can be a valuable metric for investors wanting to recoup 
their investment and profit quickly. Projects with a short payback 
period can attract those looking for quick results. However, this 
indicator has limitations, as it does not consider cash flows after 
the payback period. Therefore, its use should be complemented by 
other valuation methods considering the project's long-term 
profitability. 

The evaluation of economic projects is a critical element in the 
decision-making process at the corporate level. Using theoretical 
methods based on financial indicators and models is integral to 
this process. However, looking at specific practical examples is 
essential to understand better the nature, mechanics, and 
potential challenges of such techniques. 

When we look at large global companies such as Apple, Tesla, 
or McDonald's, we see their successes and the strategies that 
helped them reach their peaks. They have repeatedly faced the 
need to evaluate potential economic projects and decide whether to 
invest in them or focus on other development areas. 

The effectiveness of the methods we analyze on the example of 
well-known global companies is shown in Table 1.  
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Table 1 
Application of economic project evaluation methods based on the 

experience of leading global companies 

Company Project Evaluation 
method The result Conclusion 

"Apple" iPhone 
development 

Net present 
value (NPV) 

The positive 
NPV value 
indicated 
the high 

efficiency of 
the project 

The company 
decided to 

start 
implementing 
the project, 
which later 
became a 
global hit 

"Tesla" 

Construction 
of a giant 
factory in 
Germany 

Internal 
rate of 

return (IRR) 

The positive 
IRR value 
indicated 
the high 

feasibility of 
the project 

The company 
decided to 
implement 
the project, 
expecting to 
increase its 
presence in 

the European 
market 

"Coca-Cola" 
Expansion of 
production 
in China 

Net present 
value (NPV) 

Based on 
the NPV 

calculations, 
it was 

decided that 
the project 

was 
effective. 

The company 
decided to 
increase its 
production 
capacity in 

the region to 
meet growing 

demand. 

"McDonald's" 

Opening of a 
new 

restaurant 
in Kyiv 

Internal 
rate of 

return (IRR) 

The IRR 
calculation 
showed that 
the project 
is profitable 

The 
restaurant 

was opened, 
and the 

company 
continued its 
expansion in 
the Ukrainian 

market. 
 
The analysis of economic project evaluation methods on the 

examples of leading global companies shows the great importance of 
such methods in making strategic decisions at the corporate level. All 
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the companies under consideration used financial indicators (NPV or 
IRR) to determine the effectiveness of their economic projects. 

Specific evaluation results, such as a positive NPV or IRR, were 
critical factors that influenced companies' decisions to proceed with 
projects. The data shows that such decisions later proved correct, as 
companies achieved the desired results by expanding their activities or 
entering new markets [7, 13]. 

A systematic approach to evaluating economic projects based on 
clear financial criteria is a well-known and effective tool to support the 
strategic management of large companies. The relevance of such 
assessments and their correct interpretation can be the key to the 
success of large corporate initiatives. 

However, evaluating the effectiveness of economic projects has 
several problems that could be improved. In particular, some valuation 
methods need to consider the time value of money, while others do not 
allow for the comparison of projects with different capital intensities. 
Still, others are difficult to use in practice. 

Under martial law, when Ukraine needs to rebuild its 
infrastructure, economy, and social sphere, evaluating the 
effectiveness of economic projects is particularly important. It allows 
us to make informed decisions on implementing projects that will help 
rebuild the country and improve the population's living standards. 
Based on the analysis of the theoretical and practical aspects of 
assessing the effectiveness of economic projects, as well as taking into 
account the peculiarities of martial law in Ukraine, the following 
recommendations can be formulated: 

- To develop a comprehensive method for assessing the 
effectiveness of economic projects that takes into account the following 
factors: 

1. The time value of money. 
2. The ability to compare projects with different capital intensity. 
3. Ease of use in practice. 
4. Risks associated with martial law. 
5. Needs of the population under martial law. 
6. The state's capacity to finance projects. 
- Introduce a system for monitoring and evaluating the 

effectiveness of implemented projects. This will allow us to assess the 
actual results of projects and make necessary adjustments to their 
implementation. 

- Create a database of projects that have undergone performance 
evaluation. This will allow businesses, authorities, and investors to 
access information about practical projects and use it to make 
decisions about implementing their projects. 
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