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THEORETICAL ASPECTS
OF THE ENTERPRISE INVESTMENT PORTFOLIO SET-UP

Abstract. Present article is aimed to reveal the main theoretical aspects and practical methods for the enterprise
portfolio set-up. General scientific principles constitute the methodological basis of the study; principle of the
consciousness and activity unity; subjectivity principle; consistency principle; principle of development, as well as
the main provisions of the investment portfolio set-up.

Three fundamental theories of the investment portfolio set-up are described in the study, including their
significance and negative aspects, the method of investment portfolio set-up is analyzed as well as phased
description. The article is focused on the ratio of such indicators as investment risks and investment returns,
investment returns and investment liquidity. It is noted that the balance of these indicators makes fundamental
principle for the investment portfolio set-up. At the end of the article, the authors concluded that existing paradigm of
the stability investment portfolio analysis via the risk probabilities determination is not efficient enough and shall be
supplemented with stability analysis even at low risks.

The main findings of the study may be used as methodological basis for the further deepening research on this
matter.

Keywords: investment portfolio, investment strategy, models of the investment portfolios set-up, investment
projects.

Introduction

Currently, significant changes are noted in the approaches to determine the risks and riskiness of
various enterprises. The growing uncertainty of the external environment is noted in respect of enterprise,
that complicates to predict possible negative events. In this condition, set-up of the investment portfolio
for the enterprise becomes an opportunity to minimize the losses from the negative probabilities
meanwhile keeping the ability to allocate capital in the promising projects that would enable the
company's long-term plans implementation.

There are several reasons why the company seecks to optimize the process of investment portfolio set-
up to the maximum:

First, the portfolio with synergistic properties improves the enterprise investment attractiveness for
the third party investors. That brings the enterprise value increase. Second, investment portfolio becomes
the tool to identify the hidden value of assets owned by the company. Third, investment portfolios are
highly optional - that is, in fact, the effective tool for the management of uncertainties and risks associated,
among other, to the external environment of enterprise.

In addition, the use of portfolio investment enables the company to enter the new markets, upload idle
production facilities and redirect cash flows to the more productive direction.

Results and discussion

The enterprise investment portfolio set-up is one of the main stages in the company’s long-term
investment strategy formation. Meanwhile it is necessary to keep in mind a set of factors in this process:
interests of shareholders, mutual influence and co-dependency of projects within the single portfolio,
emergence of synergies, portfolio balance as a whole.
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The enterprise investment portfolio is a combination of various investment projects. The investment
project is the action plan related to capital investments, their investment and the subsequent generation of
profits. Each investment project has its own aim and that shall help to achieve the goal of the investment
portfolio the project belongs to. At the same time, projects may be linked both by the common process
chain and potential synergistic effects [1].

Significant amount of theoretical works is devoted to the problems of the enterprise investment
portfolio set-up. G. Markowitz was one of the first researchers engaged in the investment and expected
returns, who developed the Markowitz theory of the investment portfolio set-up. This theory provides the
enterprise motivation to form the least risky portfolio, and obtain the additional profit for additional risk.
The model assumes the investor to be guided with two factors only while making decisions.

1) average and expected returns from the portfolio;

2) risk measured by standard deviation or variance [2].

The Markowitz model is one of the most significant one in the modern financial theory, but it has a
number of drawbacks. First, the methods used for pricing the profitability and risks may bring significant
inaccuracies or a range of probabilitics, that embarrasses the decision making, and second, the model
considers only risky assets.

Another common theory is the “capital asset pricing model”. A number of scientists including W.
Sharp, G. Alexander, J. Bailey further developing the Markowitz theory segregated the risks in the
investment portfolio into market (systematic) and own (non-systematic). An important contribution of the
theory is that the portfolio diversification reduces its overall risk. This is due to decrease in the portfolio’s
own risk, since fluctuations cycles of the risks and profitability in each project portfolio do not coincide.
At the same time, the investor shall not take into account all the portfolio related risks now (according to
Markowitz), but only his own risk, since he is not able to affect the market. However, this model also has
a drawback — set-up of portfolio using the risk-free assets it poorly analyzed.

R. Ross additionally studied this matter. He proposed another theory called the arbitration pricing
model (APM). Within this model, the concept of arbitration was introduced - a situation when enterprise
may invest without risk and earn more than under risk-free rate. The main assumption of this model is that
investors take the opportunity to make a profit on the price difference without taking any risk [3].

While portfolio set-up, any company pursues the main goal - to increase the business value keeping
the investments reliability and profitability [4]. At the same time, operating activity shall not be affected
by the investment activity of the enterprise - it is a matter of the funds liquidity. The main goal of the
portfolio set-up includes the following subgoals:

1. Ensuring the capital growth rate via inclusion of real and financial investment, the value of which
may increase in the investment portfolio.

2. High liquidity of the part of portfolio assets for quick reinvestment in case of market situation
changes and other difficulties inside the company.

3. Ensuring the growth rate of investment income including the investments with high interest and
dividends payable in the portfolio.

4. Ensuring the low level of investment risks via the portfolio leveling including the various
unrelated projects.

These sub-goals of the company's investment portfolio set-up are closely intertwined.

In general, the following principles of the portfolio set-up can be distinguished:

— portfolio compliance with the funds available for investment;

— implementation of the investment strategy;

— optimal ratio of profitability and liquidity;

— optimal ratio of profitability and risk;

— ongoing monitoring of the investment portfolio;

— portfolio manageability.

Compliance with the risk and return ratio is an important principle of the investment portfolio set-up.
The risks of investment project are subject to unsuccessful marketing strategy and other internal factors, as
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well as changes to legislation, restrictions related to the industry activities implementation and economic
situation in the country. Therefore, each company shall periodically develop countermeasures to risk
events and develop different event scenarios.

The matter of the optimal ratio of investment return and liquidity has always been relevant for the
enterprises. Thus, in addition to high-risk projects, high-yield investments include real estate, equipment,
etc., the market price of which may increase. However, investment in the fixed assets may reduce the
enterprise liquidity - its ability to pay off operating expenses quickly.

For example, the increase in the securities rate of return entails the increase in investment risk. And
real investments are quite high-yielding, but at the same time low-liquid. Therefore, while setting up the
investment portfolio, enterprises shall monitor their balance of indicators (Fig. 1).

investment risk

investment
return rate

\

Reduced portfolio
liquidity

Note - compiled by the authors

Figure 1 — Status of the investment portfolio indicators

As for the practical methods of the enterprise investment portfolio set-up, there is an algorithm of the
enterprise investment portfolio set-up, consisting of seven stages [3]:

1) Selection of the projects for investment portfolio - so-called formation of the bank of projects. At
this stage, the most promising options are searched in terms of implementation. Business plan is made for
cach project as well as the main technological, environmental, social and economic parameters of the
projects are calculated and checked for their compliance with the minimum requirements of the enterprise.
Significant economic parameters are return on investments ROIC, return index (PI), Internal Rate of
Return (IRR), Payback Period (PP), Discounted Payback Period (DPP) that is, relative indicators that
determine the project efficiency, for which the enterprise, as a rule, sets threshold values. Next, the most
suitable projects for the enterprise are selected from the bank (both from the economic point of view and
image).

2) Assessment of the project implementation interaction separately and enterprise strategy; ranking
projects depending on the impact to the strategic goals implementation. Finally, the projects are listed
from the larger to the smaller one depending on their investment attractiveness.

3) Calculation of the project rating based on the second stage analysis. Depending on the project
requirements, rating calculation complexity, necessary information, and time required for analysis may

vary. The most common and universal estimation methods are given by the scientists M. Ehrhart and Y.
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Brigham [6]. At this stage of the investment portfolio set-up, it is necessary to analyze not only the
economic aspects of the investment project implementation, but image, social, environmental aspects as
well. In addition, it is necessary to check the project adequacy to the rest entire project.

Herewith the formula for the rating calculation:

(D). R = JXLip (1 - w)?

where R — rating of the project investment attractiveness; o — normalized i-value:
2).o=1- xi, — for standardized ratio,

n

3).o=1- 9;—”, - for indicators representing the opposite effect.

X, — target value;
o — rated indicator value
p; — 1-score weight

The final rating of the investment afttractiveness indicates the degree of the key indicators
approximation to the target (ideal) value. The closer the rating to 1, the more attractive the project for
investment.

4) Additional stage of selection, when preliminary plans of the investment portfolio set-up are
considered subject to the projects selected upon the rating. It is necessary to correlate selected projects
with existing ones in order to exclude duplicates, and those that do not meet the enterprise requirements in
terms of its development stage adequacy at that point of time.

5) Feasibility verification of the projects from the point of resource intensity. The capital budget
amount is the most frequent limitation of the project resource intensity. If there are several projects, then
other criteria are added to the verification, i.e. the most resource-intensive project is not necessarily the
most important, and vice versa — the least resource-intensive project is the least important.

6) At this stage, the interests of the sharcholders or equity stakes of the company are assessed. It is
necessary to keep in mind the holders' interests consistency factor, since even if there are high indicators
of formal criteria at the early stages, the project inconsistent to the holders’ interests is most likely
ineffective.

The main categories of stakeholders are described in the article of Anikina I.D. [5]:

a) capable to impact directly to the decision of the investment project selection: sharcholders,
creditors, and other investors. The acceptance or rejection of the project depends on them.

0) capable to impact only indirectly: employees of the enterprise, members of their families,
municipal and republican authorities, business partners of the enterprise. The effectiveness of the project
implementation and its investment attractiveness depend on them.

The interests of such huge number of heterogeneous groups associated with the project may differ
significantly, therefore, the nature of their decision regarding the project implementation may be different.

7) Assessment of the investment portfolio as a whole, as one single project, when investment projects
make its integral parts. At this stage, the time factor is of the utmost importance - the timeliness of the
portfolio goals achievement, optimization of the capital investments via timely redirection of free funds to
the necessary projects, time matching the end of one project to the start of another one. Based on necessity
to assess the portfolio, the entire calculation is made in two stages - first, the value of enterprise is
calculated without the entire portfolio, and then including the portfolio, also entirely including the
synergistic effects that arise, changes in risks and favorable probabilities. All this enables us to assess the
portfolio as a whole, but not as the sum of incoming investment projects. Whereas the synergistic effects
may occur in six different directions, such as innovations (gaining know-how from the excessive funding),
operational (changing operating leverage due to changes in cost structure), marketing (entering new
markets, increasing the share of the existing markets), financial (increase in financial flexibility and
stability of the portfolio), competence (improvement of the management quality, optimization of the
organizational chart) and speculative (investment in the projects with high potential cost growth) [7].

The above stages enable us to analyze all key aspects of the investment portfolio set up consistently,
from the smallest to the largest, taking into account the most significant groups of factors in the enterprise
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long-term strategy implementation. In addition, they provide a methodological basis for the analysis of
similar investment projects making minor adjustments, that means they are not highly specialized and can
be used by the enterprise in a number of similar tasks.

Conclusion

Modern theoretical models of the investment portfolios set-up devote most attention to the risk
prediction, its probabilities, while even an unlikely risk under sufficiently enough consequences, if it
occurs may destroy any long-term plan and bring the company to the losses or collapse. Consequently,
while the investment portfolio set-up, more attention shall be devoted not to the probability of the event
occurrence (keeping this aspect in mind), but to the consequences of this event and possibilities to
decrease possible impact. This gives us qualitatively different approach for the investment portfolio set-up
- not forecasting the probability of risks, but forecasting the enterprise sustainability with the worst
possible outcome.
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K9CINOPBIHHBIH HHBECTHIUAJIBIK IOPT®EJIH
KAJBINTACTBIPYABIH TEOPUAJIBIK ACIEKTLIEPI

AnHoTanmmsi. MakajgaHbIH MaKCaThl — KOCITIOPBIHHBIH, HHBECTUIMSUIBIK KOPIKBIHBIH KAJBINTACTHIPY IBIH HET13T1
TCOPHSITIBIK ACTICKTLIEPIH KOHE TKIPHOETIK 9MICTEPIH KApacThIPy. 3EpTTEYIiH OMICTEMENIK HETi3iH TAHBIMHBIH
JKAIBl FRUTBIMH KAFHJANAPHI, CAHA MCH KBI3MCTTIH Oiperciiiri KaFmaachl, CYOBCKTHBTLIIK, KYHCITIK, AaMy
KaruJanapel, COHBIMEH KaTap MHBECTHIILIIBIK IIOPT(ENbI KaIbITACTHIPY ABIH HET13T1 KAl TTaphl KYpaIbl.

3eprTeyae MHBECTHINIBIK CAACATTHI KANBINTACTHIPYIBIH HETI3IH KAJaFaH YOI TCOPHAFa CHIarTama OepiireH,
OJIAPABIH MAHBI3JBUIBIFBI MCH KCMINTIKTEPI KOpCeTiNreH. Makanasa WHBECTHIMSUIBIK TOYCKEIAEP MKOHE
WHBECTHIMSUIAPABIH  TaOBICTBUIBIFBL, HMHBCCTUUMSIAPABGIH TAOBICTBUIBIFBI MEH TE3 apaja eTenyl CHIKTHI
KOPCETKIIITEPAIH ©3apa OalNaHbICTBIIBIFBIHA aca KOHIT OemiHreH. MakKalaHbIH COHBIHIA AaBTOPJAP KEJITCH
YHFapBIMFA COMKEC, KOJIAHBICTAFBI TOYCKEIACP BIKTHMAIBIFBIH AHBIKTAY APKbLIBI HHBECTHIMSUIBIK KOPKbIHBIHHBIH
TYPAKTBUIBIFBIH TANAY MAPAJTATMACHIHBIH THIMILUITI MapIBIMCHI3, COHIBIKTAH TIYCKEIAEp ACHICHI TeMeH OOFaH
JKaFIaizia 1a TYPAKTBUIBIKTHI TAAAYMEH TOIBIKTBIPBLTY bI THIC.

3eprreyaiH Heri3ri TYHWIHAEMENnepl OChI MACENEHI 9pi Kapad 3epTTey VINH OICTEMENK HETi3 peTiHAe
KOJITAHBLTY bl MYMKIH.

Tyiiin ce3aep: WHBECTHIMSIBIK KOPXKBIH, WHBCCTUINSIIBIK CTPATCTHS, WHBECTHIILUIBIK KOP>KBIHIbBI
KaJbINTACTBIPY YITIIEPi, HHBECTHIISIBIK sk00amap.
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TEOPETHYECKHE ACHEKTHI ®OPMHUPOBAHUA
HWHBECTHIIHMOHHOI'O TIOPT®EJIA NIPEAIIPUATUA

AHHOTaHI/Iﬂ. HGJ'II) CTaTbl — PACKPBITHC OCHOBHBIX TCOPCTHUICCKHUX ACHCKTOB H MPAKTHYCCKHUX MCTOAOB
(P OPMHPOBAHHA HHBECTHLHOHHOTO MOPT(EI MpeaIpHATHA. METOI0TOTHICCKYI0 OCHOBY HUCCIICIOBAHHA COCTABHIH
O6H.[eHay‘IHI>Ie NPUHOUIBI MO3HAHWA, NPHHIOUII CAWHCTBA CO3HAHHWA WU ACATCIBHOCTH, NPHHIIUIT Cy6’BeKTHOCTI/I;
NPpUHOHUIT CUCTCMHOCTH, NPHUHIMWUIT PA3BUTHA, 4 TAKXKC OCHOBHBIC ITOJIOKCHHUA (I)OpMI/IpOBaHI/I}I HHBCCTHITHOHHOTO
mopTQers.

B wucciaenoBaHWM AAHO ONKMCAHHE TPEM OCHOBOMOJIATAFOINMM TEOPHSM (DOPMHPOBAHUS HHBECTHIUOHHOTO
mopres, MOKA3aHbI WX 3HAYAMOCTh W OTPHUIATCIBHBIC CTOPOHBI, MPOAHATH3HPOBAH METOA (DOPMHPOBAHUS
HWHBECTHIIMOHHOTO MOPT(EIs C MOITANMHBIM OMHCAHHEM. B cTatbhe 0C000C BHHMAHHE VACICHO B3aUMOCBSI3H TAKHX
noxasaTenefI, KAaK HHBCCTHIHOHHBIC PUCKH H OOXOJHOCTH I/IHBGCTI/IHI/Ifl, JOXOOHOCTh I/IHBeCTI/IHI/IfI " JIMKBHOHOCTH
BIOKeHHH. OTMEUCHO, YTO COOMOACHHE OamaHca MEXKIAY STHMH IOKA3aTCIAMH SBIBICTCH OCHOBOIOJATAOIIHM
MPUHOMIOM (POPMHUPOBAHKMA HHBECTHIMOHHOTO HOpPT(ent. B KoHIE cTaTbu aBTOPBHI MPUXOAAT K BBIBOAY, HTO
CYILECTBYIOIIAA TAPAAATMA AHATA3A YCTOHYMBOCTH HHBECTHIHOHHOTO MOPT(HENs Yepes ONPeaCICHIE BEPOATHOCTEH
PHUCKOB HeocTarouHa 3()(PEKTHBHA U TODKHA OBITH JOTIOTHCHA AHAM30M YCTOWIHBOCTH JAXKE MPU HABKHUX PUCKAX.

OcHOBHBIE BbIBOABI HCCICOOBAHHUA MOIYT OBITh HCIIOJIB30BAHBI B KAYECTBE MeTOI[I/I‘{eCKOfl OCHOBBI JIA
JAMBHCHINCTO YIIyOICHHS HCCICAOBAHMI MO JAHHOM TPoOIeMe.

KioueBbie c¢Jj10Ba: WHBECTHIHOHHBIM HOPT(EIb, WHBECTHLIHOHHAS CTPATETHA, MOACTH (hOPMUPOBAHI
HHBCCTHITHOHHBIX nopT(I)enefI, HHBCCTUITHOHHBIC MMPOCKTHL.
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