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What is gameplaying in capital budgeting?

Why people play games? 

What are the basic requirements for gameplaying?

What can be consequences of gameplaying?

What are the main types of games played?

How to avoid gameplaying?



Gameplaying in capital budgeting: 
What and why?  (here focus on ulterior gameplaying, 
Lumijärvi 1990, 1991 approach)
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Ulterior behaviours adopted by individuals in 
attempting to achieve a desired goal in the 
capital budgeting process

Managers play games in order to get their 
capital investments approved 

Managers try to reach organizational position 
and power (Bower, 1970)



Gameplaying in capital budgeting: 
Basic requirements & consequences
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Basic requirements

• all the capital investments are not approved by the 
proposer himself (more than one hierarchical level)

• Information asymmetry exists between proposers 
and approvers

Consequences

• Enhanced potential for non-optimal capital 
investment decisions 



What are the main types of games
played in capital budgeting? 
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Selling games
Manipulation of 

profitability
calculations

Manipulation of 
post-completion

audit reports

Bypassing 
procedures

External
gameplaying



Selling games
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Investment proposer emphasizes
certain arguments to get a 
decision-maker committed

-Economic

-Strategic

-Non-economic

-Production technology

Focusing and filtering in formal
and informal occasions

E.g., a proposer emphasizes
the benefits of an  
investment, but do not
present its risks

Investments are typically informally approved before their 
acceptance is considered at a formal meeting



Selling process (Lumijärvi, 1991)
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Characteristics that were dominantly prevalent with 
different selling arguments (Lumijärvi, 1991)
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Econ. Strat. Non-econ Prod Techn.

Unit’s poor profitability X

Unit’s good profitability X X

Investment represents new 

technology in the firm

X

Investment represents

standard techn. in the firm

X X

Investment is very large X

Investment is small X

Investment’s real reasons are

not economic factors

X



Manipulation of profitability 
calculations & PCA reports
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Manipulation of profitability calculations

• Intentional playing with the figures

• Overoptimism in cash-in estimates

• Underestimation of cash-out estimates

Post-completion auditing reports

• Playing with the figures 

• False statements

• “Forgetting to say” on purpose

• Can be reduced by letting an outside party to conduct PCA or to 
check reports



Bypassing procedures
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Use of operating 
funds

Cost overruns covered in 
cost budgets

Motive: no investment
appraisals needed

Splitting
investments

Small investments

Motive: lower level of 
approval required

Presenting the
initial outlay lower

than it is

Motive: lower level of 
approval required

Using surplus funds
for unapproved

investments

Small investments

Motive: no investment
appraisals needed



External gameplaying
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Competitor focused

• To ”force” competitors to stop their
investment preparations (competitors were
planning a similar investment; market would
only support the output of one investment)

E.g., leaking information about the 
investment  before its approval



How to avoid gameplaying? 
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Pre-decision controls
Independent reviewers 

of appraisals

Post-completion
auditing

• Lumijärvi (1990): ”PCA is the
only factor that was found to 
reduce gameplaying during
the appraisal phase.”

Sanctions?
The role of Internal
auditing function?



Conclusions
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Many forms of gameplaying used in firms

Manipulation & by-passing procedures harmful

Also using misleading, opportunistic selling arguments
harmful

External gameplaying can be even beneficial

PCA suggested as the number one tool to reduce harmful
gameplaying



Sustainability Aspects in Capital

Budgeting 



Sustainability
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Sustainability is made up of three pillars: economic, social and environment

These principles are also informally used as profit, people and planet

Sustainability is a holistic approach recognizing that all these must be considered together to 
find lasting prosperity

Here we focus on environmental and social aspects in firms

Coercive legislation/regulation (e.g., emissions to air & water)

Voluntary (e.g., ISO 14000 for environment, ISO 26000 for social responsibility, Global 
Reporting Initiative guidelines, Greenhouse gas protocols), Mandatory (CSRD)

Technological advances & growing sustainability awareness ‘changing the game’ 



How sustainability factors are incorporated 
in capital investment appraisals 
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• Efforts to include sustainability-related impacts in quantitative 
investment appraisal promotes visibility and helps to internalise 
externalities in corporate decision-making

• Nevertheless, quantifying & monetizing costs and benefits can be 
very challenging

• In practice, a lot of sustainability related information remains non-
financial and qualitative; i.e., it will be evaluated outside the 
investment calculations

• Lifecycle analysis, cost-benefit analysis and full social and 
environmental cost accounting suggested as tools

• Often sustainability investments are mandatory (compliance with the 
regulations – “licence to operate”)



Items included in capital investment appraisal due 
to company policy/standard procedures 
(Australian large companies; Vesty et al, 2015)
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Incorporation of sustainability aspects in Capital Budgeting; 
Large Finnish manufacturing companies (Koskinen, 2023)
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Motives for sustainability in Capital Budgeting; Large 
Finnish manufacturing companies (Koskinen, 2023)
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Information types in capital investment decision-
making  (Vesty et al, 2015)
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Impediments affecting collection of 
sustainability-related data
(Australian large companies; Vesty et al., 2015)
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Examples of sustainability-related information used 
in capital investment appraisals 
(Six Australian firms in different industries, Vesty et al., 2015)
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Importance and treatment of sustainability 
impacts
(In large Australian firms; Vesty et al., 2013) 
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Case: Energy Efficiency Investment
(Rasmussen, 2020)
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Case: Energy Efficiency Investment
(Rasmussen, 2020)

• Energy efficiency investment that was motivated and justified by 
diverse rationales: productivity, strategic, energy, and 
sustainability 

• Complying with environmental legislation (licence to operate)

• Necessary for the survival of the Mill

• Reduction of energy use → energy cost savings

• Pulp and Paper Industry is a really heavy energy user

• Reduction in emissions (carbon footprint; climate change)

• Also, non-energy benefits

• In the Case company all the investments are subject to the same 
investment process

• The investment project was classified as strategic (large)
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Investment procedures for large and smaller 
investments
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Sustainability aspect in investment application: 
partly monetized for inv. calculation, partly 
quantified or qualitative shown in appendices
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Lessons learned about sustainability 
aspects in investment in practice
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Sustainability 
considerations will be a 
standard procedure in 

firms in the future

Sustainability 
assessment is 

nowadays largely left to 
sustainability and risk 

experts

Sustainability investment 
related appraisals 

include often qualitative 
analysis beyond 

investment calculations

Relates often to getting 
a licence to operate

Non-regulatory 
investments with 

negative NPV can be 
accepted if there are 
major sustainability 

benefits

Occupational Health & 
Safety investments are 

made regardless of 
investment calculation 

decision


	Slide 1: Capital Budgeting (22E12000)   Gameplaying Sustainability Aspects in Capital Budgeting    March 14, 2024 Jari Huikku 
	Slide 2: Gameplaying in Capital Budgeting    
	Slide 3: Content
	Slide 4: Gameplaying in capital budgeting:  What and why?  (here focus on ulterior gameplaying, Lumijärvi 1990, 1991 approach)
	Slide 5: Gameplaying in capital budgeting:  Basic requirements & consequences
	Slide 6: What are the main types of games played in capital budgeting? 
	Slide 7: Selling games  
	Slide 8: Selling process (Lumijärvi, 1991)  
	Slide 9: Characteristics that were dominantly prevalent with different selling arguments (Lumijärvi, 1991)  
	Slide 10: Manipulation of profitability calculations & PCA reports
	Slide 11: Bypassing procedures 
	Slide 12: External gameplaying 
	Slide 13: How to avoid gameplaying?   
	Slide 14: Conclusions  
	Slide 15: Sustainability Aspects in Capital Budgeting    
	Slide 16: Sustainability
	Slide 17: How sustainability factors are incorporated in capital investment appraisals   
	Slide 18: Items included in capital investment appraisal due to company policy/standard procedures  (Australian large companies; Vesty et al, 2015)
	Slide 19: Incorporation of sustainability aspects in Capital Budgeting; Large Finnish manufacturing companies (Koskinen, 2023)
	Slide 20: Motives for sustainability in Capital Budgeting; Large Finnish manufacturing companies (Koskinen, 2023)
	Slide 21: Information types in capital investment decision-making  (Vesty et al, 2015)
	Slide 22: Impediments affecting collection of sustainability-related data (Australian large companies; Vesty et al., 2015)
	Slide 23: Examples of sustainability-related information used in capital investment appraisals  (Six Australian firms in different industries, Vesty et al., 2015)
	Slide 24: Importance and treatment of sustainability impacts (In large Australian firms; Vesty et al., 2013) 
	Slide 25: Case: Energy Efficiency Investment (Rasmussen, 2020)
	Slide 26: Case: Energy Efficiency Investment (Rasmussen, 2020)
	Slide 27: Investment procedures for large and smaller investments
	Slide 28: Sustainability aspect in investment application: partly monetized for inv. calculation, partly quantified or qualitative shown in appendices 
	Slide 29: Lessons learned about sustainability aspects in investment in practice

