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Selling of capital investments to top 
management 

0. P. Lumijarvi* 

The purpose of this field study was to investigate, within one large company, how 
subordinates attempt to influence decision-makers so that they achieve the desired 
capital investment funds. It was discovered that subordinates try to convince superiors 
of the excellence of projects by selling investments, i.e., by employing economic, 
strategic, non-economic, and production technology arguments on formal and informal 
occasions. The findings are consistent with previous investigations which argue that 
subordinates attempt to induce decision-makers to become committed to a project 
through meetings and informal communications in order to avoid rejection, a capital 
investment calculation is not a major determinant in decision-making, and a submitted 
proposal will most likely be approved. 
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1. Introduction 
The importance of capital investments and capital budgeting cannot be over- 
emphasized. Investments affect operations and cash flows of firms for long periods of 
time, making investment success extremely important. However, an investment per se 
does not improve results but the success of companies depends upon how efficiently 
and effectively capital resources are utilized. Companies frequently spend large sums of 
money for capital investments which may give returns only after a long period of time. 
Moreover, a corporation's capital resources are typically limited. Consequently, the 
resource allocation decision is often critical to firm success. 

Capital investment processes of companies have been under study in the accounting 
literature for a long time [l-141. However, a large number of empirical studies in 
capital budgeting have been surveys and most of them have concentrated on the 
techniques used in evaluation. In fact, the popularity of different capital investment 
techniques in large U.K. and U.S. companies has been extensively investigated 
[15-261. These studies have revealed, for example, that capital budgeting techniques 
have become more and more popular during the past decades and that the DCF 
methods-net present value (NPV) and internal rate of return (IRRGand the payback 
period are the most popular techniques. Surveys have also discovered that the capital 
investment process is normally a bottom-up procedure and investment ideas are 
screened before the proposals are prepared [27-291. 
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Although surveys have contributed to the capital budgeting literature, they can be 
criticized in many ways. For example, surveys are fairly superficial. Normally only the 
results of the questionnaires are presented and the findings are seldom interpreted. 
Further, surveys may also give too favorable and rational a picture of the company's 
capital budgeting practices. For instance, although DCF techniques are applied, it does 
not mean that decision-makers use them, and the role of profitability calculations in the 
decision-making process is not known. In fact, it is not even obvious who makes the 
capital investment decisions and what is the role of top management in a capital 
budgeting process [30, 31, 231. Casual observations indicate that because typically units 
compete with each other for the limited amount of funds to be used for capital 
investments and lower-level operating managers propose capital investments and senior 
managers approve or reject these investments, the lower-level managers are seeking 
means for ensuring that the decision-maker-the person who has formal power to 
make the investment decision-will approve their proposals. Nevertheless, surveys 
have not uncovered how lower-level managers attempt to have their projects approved. 
Consequently, the surveys have not completely revealed how companies' capital 
resource allocation processes work [29,32]. The purpose of this paper is to describe 
and report a field study, which was conducted within one large organization, of how a 
subordinate attempts to influence decision-makers so that he or she receives the desired 
funds for fixed capital investments. 

The remainder of the paper is organized as follows. The next section presents 
findings of earlier studies in the field and states the propositions. Then the research 
methods are presented. The third section describes the target company, and is followed 
by the findings section. Finally, the study is summarized and the conclusions are 
offered. 

2. Literahlre review 

During the past few decades several scholars have studied capital budgeting from a 
social process viewpoint. The purpose of this approach, which can be regarded as an 
opposite perspective to the traditional normative and wealth-maximizing approach of 
the finance theory, has been to observe and explain the actual behaviour of people in 
capital budgeting processes [33]. A major study in this social process approach was by 
Bower [34] who showed that projects passed through different hierarchical phases and 
capital investment decisions were made by managers at various levels, not only by the 
top management of the organization. With the concept of impetus he also demonstrated 
the importance of the superiors' commitment in the acceptance of capital investments. 
Impetus refers to the willingness of a (division) manager to commit himself to sponsor a 
project before his superiors. In practice this means that when an investment is 
approved at the division and the division managers are committed to the project, it will 
also be accepted at the higher level of the organization. In fact, Clancy et al. [35] noted 
that once a project is set into motion, it becomes increasingly more difficult to stop: 

. . . after a project has received approval (or should one say, blessing) at several lower 
levels, upper-level decision makers are usually loathe to reject i t .  . . . it will usually be 
approved since by this time numerous lower-level managers and analysts have 
indicated their personal approval and commitment to the project. . . . upper-level 
managers will usually reject a project only if there are overwhelming reasons for doing 
so (p. 30). 
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consequently, from a subordinate's point of view, it is crucial that a superior commits 
him or herself to a project as early as possible. However, on the basis of the Bower 
study, it is not totally clear how this commitment can be achieved and whether there 
exist distinctions between different kind of investments. 

Studies have discovered that a superior supports those projects which are in his or 
her interest to support. For example, Ackerman [36] studied four companies in a field 
setting and found that in one of the companies some projects were funded while others 
had to wait for years. The explanation, according to Ackerman, is the force of backing: 
such as the supporter's organizational power and how strongly he or she feels about the 
project [37,38]. Therefore Ackerman concludes that the capital budgeting process is 
influenced less by financial than other factors. In effect, there is some evidence in the 
literature that companies do not always use discounted methods for capital investment 
decisions [39, 16,401. 

It has been suggested that the capital budgeting process may be a mere ritual 
[41-43,351. This means that lower-level managers submit only such projects which 
will very likely be approved. If a project is rejected, a subordinate faces embarrassment 
and loss of face. A similar interpretation can be made on the basis on the findings of 
Mills and Herbert [44] who discovered that informal communications between 
subordinates and superiors are used in order to prevent rejection of investment 
proposals [17,45]. Carter [46] also notes in his empirical study that investment 
decisions are the result of sequential bargaining at different organizational levels. More 
precisely, between the initiation and final approval of an investment, different people 
and groups-for example, first a profit centre manager and a division manager and later 
the division manager and the president-bargain. During bargaining, people commit 
themselves to the projects, making it increasingly more difficult to cancel or reject the 
proposals [4 1,47,48]. 

Marsh et al. [49] argue that the capital budgeting process cannot be regarded purely 
as a political process. Rather, they stress the importance of formal control systems. 
Marsh et al. discovered that decision-makers commit themselves to a project via 
various meetings during the project's acceptance process. In addition, they noticed that 
typically only one capital investment option is presented to top management. 
Therefore, top managers can make only yes or no decisions and, according to the 
findings of Marsh et al., the top management at the corporate level approves the 
presented projects much more often than it rejects them. 

The preceding discussion can be summarized with the following propositions: 

P1. Subordinates attempt to induce decision-makers to become committed to a project 
because otherwise the investment is not accepted. 
P2. Subordinates try to gain decision-makers' commitment through meetings and 
informal communications. 
P3. Capital investment calculation is not the most important determinant in decision- 
making. 
P4. When a subordinate submits a proposal it will very likely be approved. 

The present study was designed to gather empirical evidence on these propositions. 

3. Research methods 

A field study methodology was chosen for this research in order to provide an in-depth 
understanding of the subject matter. In fact, it has been argued that the field study is a 



fruitful method to investigate issues associated with management control and the 
information related behaviour of managers [50-541. Moreover, it was assumed that 
more accurate and relevant data could be gathered using field research methods such as 
interviews and observations than through surveys or experimental studies. 

The search for a potential research site started in winter 1988. From the beginning it 
was clear that the study would concentrate on one large company with a vast number of 
subunits. Two factors were important in this choice. First, numerous organizational 
levels exist in a large company, and in such a corporation capital investment are 
typically done on a regular basis. Second, a detailed study of company wide 
competition for the funds could not be possible in a reasonable period of time if several 
companies were studied. 

By investigating business magazines, annual reports, and newspapers the researcher 
made a ranking of candidate firms. The most desirable company was approached in 
April 1988 when a research proposal and a covering letter was sent to the senior 
executive vice president of Scandinavia Corp (the name of the company is disguised). A 
phone call was made to this manager in May, during which he gave a preliminary 
approval for Scandinavia Corp to serve as the target firm. 

The field research was carried out at three of Scandinavia Corp's five divisions in 
1988-1989. The sources of information were: (1) interviews at several organizational 
levels; (2) informal discussions with the interview participants during coffee breaks, 
lunches, and tours of the unit facilities; and (3) historical as well as up-to-date 
materials obtained from the company (e.g. investment proposals and ex post audit 
reports of implemented investments). The primary source of information was 
interviews, and the objective was to interview people who played an important role in 
the company's or units' capital budgeting processes-the people who generate, 
co-ordinate, review, approve and reject proposals. The managers were normally 
interviewed once each. The duration of the interviews varied between 1 and 3.5 hours, 
and a typical meeting was 1.5 hours in length. Between September 1988 and June 1989 
a total of 71 interviews with 69 different people, totalling 110 meeting hours, were 
conducted. 

All of the meetings were semistructured interviews following 'questionnaires' 
developed in advance [55,56]. For each interview, the questionnaire was tailored 
separately because individual characteristics and the setting had to be taken into 
consideration. The interviews were documented in writing and the notes were 
transcribed immediately after the meeting to create a permanent record. At times 
follow-up contacts were made in order to check the accuracy of the data or supplement 
the facts and figures. Follow-up calls were also made in order to track some of the 
investment projects as they progressed during the research project. All in all, the use of 
various forms of information and interviews with several people within same units as 
well as at different organizational levels allowed verification of the accuracy of the 
researcher's observations and helped overcome gameplaying by interviewees [57]. 

4. The target firm 

Scandinavia Corp is a publicly traded Fortune International 500 company and one of 
the largest enterprises in Finland. By means of its subsidiaries, sales offices, and 
representatives, Scandinavia Corp operates throughout the world. The company has 
always been a diversified industrial firm with a variety businesses and today, 
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Scandinavia Corp's organization includes five divisions which are decentralized into 
business units and further into profit centres. 

The profitability of the divisions and business units varies to a great extent, and the 
profitability of the whole company has fluctuated between poor and satisfactory during 
the 1980s, although the company has shown a profit every year. However, the 
company's profit increased remarkably in 1988 and 1989. Scandinavia Corp is fairly 
capital intensive and uses a lot of funds for investments. The amount of annual capital 
investments, excluding company acquisitions, has been lately nearly FIM 1000 million 
(approximately £143 million). 

The study concentrated on three divisions, hereafter Pulp and Paper Division, Metal 
Division, and Packing and Service Division. The units studied normally account for 90 
per cent of Scandinavia Corps' capital investments and 70 per cent of its net sales. The 
investigated units offer variation in many ways, for example, capital intensive vs labour 
intensive production processes, advanced vs standard manufacturing technology, large 
vs small units, rapidly growing vs stable units, and profitable vs unprofitable units. As 
a result, the sample provides a good cross-section of sizes and types of investments as 
well as activities within Scandinavia Corp. A summary of the divisions studied is given 
in Table 1. 

During the strategic planning phase the business units announce their preliminary 
capital investments needs. The investment potential is allocated to the units on the 
bases of the company's strategy, result projections of the business units, and their 
investment needs.' The investment potential for each unit is determined before the 
annual budgeting process starts. Although a unit's investment framework is approved 
during the budgeting phase, each investment proposal has to be accepted separately. 

Table I 
Summaty of the divisions studied 

Pulp and paper Metal division Packing and senrice 
division division 

1. Net sales 
(FIM million) 

2. Number of 
employees 

3. Number of 
business 
units 

4. Profitability 
of the units 

5. Amount of annual 
capital 
investments 
(approximately 
FIM million) 

Excellent: 1 unit Excellent: 1 unit 
good: 2 units good: 2 units 
Satisfactory: 1 unit satisfactory: 1 unit 

poor: 2 units 

Excellent: 1 unit 
good: 1 unit 
satisfactory: 1 unit 
poor: 1 unit 

150 

' Investment potential is based on the projects' expected contribution to the company's asset to equity ratio 
(AER). Capital investments are made within the limits within which the desired AER can be reached. 



For investments of under 1 million marks, the business unit's internal board-which 
operates as a unit's Board of Directors-releases reserves to the disposal of the general 
manager two or more times during a year based on current operating results. Before 
approval of investments over 1 million marks, a detailed investment proposal is 
required. If an investment falls below FIM 5 million, the proposal can be approved by 
the internal board of a unit. On the other hand, investments which exceed FIM 5 
million are accepted by the company's Executive Committee and projects over FIM 20 
million by Scandinavia Corp's Board of D i rec t~ r s .~  

An investment project's profitability is calculated using the internal rate of return 
(IRR) and payback criteria. There are no strict IRR or payback targets in the 
company. Nevertheless, interviews suggest that some informal return targets do exist. 
For instance, a project that is over FIM 5 million must have an IRR of at least 
15-20%. 

5.  Results 

Observations in Scandinavia Corp indicated that subordinates attempt to 'sell' their 
investments to a decision-maker in order to have their projects approved. Selling was 
related to every major capital investment of Scandinavia Corp in one form or another. 
On the average nine interviewees out of ten said that investments have to be sold. 
Selling refers to an activity by which a proposer attempts to obtain the decision- 
maker's commitment to the investment [58-62,37,38]. When a person to whom an 
investment is sold has committed him or herself to the investment, he or she is ready to 
support the project, to promote it, and to contribute to the investment's a p p r ~ v a l . ~  
More precisely, it was observed in Scandinavia Corp that an investment of over FIM 5 
million, no matter how promising, is not accepted purely on the basis of an official 
proposal or calculations. For example, a member of the Executive Committee said: 

People should consider from the very beginning how an investment will be sold. The 
truth is that one or two ideas out of a hundred are carried out. This is because 
everybody doesn't see that an investment has to be packaged properly. You can call it a 
kind of lobbying but it belongs to the process. . . . Investments are considered for a 
long time. . . but they [proposers] have to know how to sell so that they'll [investments] 
be implemented. 

Selling can also be understood as a form of persuasion-the proposer of a capital 
investment attempts to induce the desired person to support the investment [67,43]. 

Depending on the size of a project there can be numerous sellers and decision- 
makers. However, in the projects of over FIM 1 million the initial seller is usually a 
general manager of a business unit. In these cases critical to an investment's approval is 
the commitment of the head of the division (see Figure 1). It appeared in several 
interviews that if the division manager does not approve the project, it has no 
possibility of being accepted [34]. One of the subordinates emphasized the importance 
of selling to the head of division by saying: 

If you want to ensure that a proposal is going to be accepted you have to know the 
supervisor [the head of the division] and sell the idea first to him. 

The 'divisional' level of management is exercised at the internal boards. In all of the other cases except in 
one, a head of the division is the chairman of a business unit's internal board. Tie  other members of an 
internal board are typically top managers of a division as well as central management. 

According to Brunsson [63], 'Commitment links the actor to the action in advance, it is a kind of promise of 
personal support to an action (p. 48).' cf. [64-661. 
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Selling 

Figure 1. The progress of a capital investment and the targets of selling in Scandinavia Corp. 

General 
Manager 

Several other interviewees revealed that the division head's cooperation is an essential 
pre-requisite for investment approval [68, 381. 

The study discovered that proposers then try to sell the investment to the members 
of the internal board (see Figure 1). If the investment advances to the Executive 
Committee, attempts are then made to obtain the support of the It was observed 
that if the CEO does not approve the project it will not get through the Executive 
Committee. If, on the other hand, the CEO does not reject the investment attempts are 
also made to sell the investment to the other members of the Executive Committee. 

Typically, efforts to sell the project to the CEO and to the other members of the 
Executive Committe have been made before an official investment proposal is 
submitted. In effect, so much has been discussed about proposals in advance that the 
acceptance of the investment is insured before the project is even considered by the 
Executive Committee [41,42]. Therefore investments are hardly ever rejected by the 
Executive Committee. The CEO gave the following description: 

Decision-makers 

-@ 

The Executive Committee has discussed the project at some point before the proposal 
comes there. When the proposal comes up for consideration, the decision has already 
been made. The decision was made at a very early stage when the head of the division 
informed [the members of the committee] about the investment in advance. But the 
decision can be delayed at the Executive Committee, so that the investment is studied 
carefully. If the final decision was made at an early stage, the investment would not be 
examined properly and planning could be started only after the decision. The Executive 
Committee's decision at a meeting is just a formality; it's just dotting the i. 

Division 
Manager 

Many interviewees made similar points. For example, one of the general managers 
said : 

Usually an investment has already been discussed in advance and the proposal is just a 
formality. The investment is simply blessed at the Executive Committee's meeting. It 
has been accepted earlier. 

It was observed that to the Board of Directors investments are not usually sold (see 
Figure 1). The Executive Committee is the most important forum of the decision- 
making which also applies to large investments. Further, it was noticed that the Board 
of the Directors of Scandinavia Corp does not, in general, reject investment proposals. 
Up to the present all of the projects which the Executive Committee has accepted have 
been approved by the Board (in which the CEO is a member). 

Board of 
Directors 

4The Executive Committee consists of the CEO, the senior executive vice president, and six vice presidents 
of whom five are division managers. 

Executive 
-Committee- 

- 
Internal 
Board 

- 



Selling arguments 
Birnberg et al .  [54] presented a framework that can be used to study selling of capital 
investments. Using their terminology, selling investments incorporates the focusing 
and filtering of information. For example, a proposer of an investment can enhance or 
focus the significance of the technology. Or the proposer may not reveal the drawbacks 
of the investment, i.e., information is filtered. It is worth noting that the line between 
filtering and focusing is not clear because some aspects of an investment may be 
focused while, at the same time, some other aspects are filtered. In this study the 
emphasizing of information includes both focusing and filtering. 

The observations gave evidence that the different arguments which are used to sell 
investments to decision-makers, i.e., in attempting to influence decision-makers in 
order to obtain the desired funds, can be classified as follows: 

1. Economic arguments, e.g, profitability of an investment. 
2. Strategic arguments, e.g, an investment's strategic applicability. 
3. Non-economic arguments, e.g, social factors pertaining to an investment. 
4. Production technology arguments, e.g., new manufacturing system. 

Next, each of these categories is studied closer. 
The basic argument in selling investments is to maintain that the investment is 

profitable. It was observed that in almost every investment case profitability of the 
project was emphasized. Especially, if the unit's profitability was poor it stressed the 
project's return. In fact, the study did not find any proposal where IRR was under 
15%. Scandinavia Corp's manager of financial control confirmed this by saying: 

I've never seen an investment proposal where the return is under 20%. And the 
payback period is normally 2-3 years. 

However, it was observed that the effectiveness of economic arguments were low. Most 
of the decision-makers saw little value in figures. For example, a member of the 
Executive Committee disclosed: 

I don't pay attention to calculations but to the description of the investment and what 
we are going to get out of it. What's written in the investment's description and what's 
between the lines matter. 

A member of an internal board has a similar view: 

They [general managers] are selling investments with percentages. Well, maybe they 
think that we can't say anything when the return is 20% and payback period 2-3 years. 
Too may people try to sell like this. 

Several decision-makers emphasized that it is demanding to analyse and criticize the 
proposed calculations and figures. Therefore they do not pay much attention to 
numbers. In fact, it was observed that if a lower-level manager presents calculations 
convincingly superiors are unable to criticize the figures. One of the general managers 
gave his opinion: 

If the IRR is, for example, 30% it's difficult for the head of the division to object. He 
can ask questions, but, to a great extent, he has to rely on what is proposed to him. 

As a result, the presented return figures have finally a minor role in the final 
decision-making. Nevertheless, it was observed that the return of an investment has to 
be sufficient, IRR of at least 15O/0, because otherwise the investment would not even be 
considered. In fact, the study discovered that investments which returns are insufficient 
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are either presented as profitable or they are not submitted from the units. The CEO 
confirmed these arguments by saying: 

An investment's estimated return is important for a proposal to even be taken into 
consideration. . . . The return is about on the same level for all the investments which 
come to the Executive Committee. 

Within Scandinavia Corp, it is essential that an investment fits into a unit's strategy. 
Consequently, most proposals now state that the investment is part of a strategy or that 
the investment will allow the planned strategy to be implemented. For example, a 
controller of a division said that the most typical cliche nowadays is that 'the strategy 
requires the investment'. Although the efficiency of the strategy argument varied, it 
appeared in the interviews that for most of the decision-makers it was essential. For 
example, one of the division managers conceded: 

Large investments, especially, are based on the fact that a good strategy exists. That is 
the most important criterion. 

A member of an internal board explained why it is good to justify and buy an 
investment with a strategy argument: 

You can frame a strategy and you can understand it. 

In addition, it was discovered that all kinds of non-economic reasons are employed 
to sell investments although it appeared they are rarely used in Scandinavia Corp. An 
example of a non-economic argument is employment. It was observed that in the 
investment cases where social factors were emphasized forcefully, the arguments had a 
significant effect and those investments were finally accepted. For example, in one of 
the cases social factors were the real reasons for carrying out a large investments of over 
FIM 130 million. An alternative was the shutdown of the factory. The CEO 
commented this project. 

There are several things that matter, [for example] employment of the unit. . . . If there 
weren't any social factors the factory would have already been cemented closed! 

Finally, it turned out that capital investments can also be sold by using production 
engineering arguments. On the basis of the observations, these arguments are not 
employed as often as economic and strategic arguments, but more often than 
non-economic arguments. This is because the production technology arguments are 
typically applied when the project represents new technology in the company, such as 
FMS (Flexible Manufacturing Systems). Observations also indicate that the effect of 
these arguments is good, i.e., an investment can gain acceptance by emphasizing 
technological details of the project. 

These distinct types of arguments are each related to particular information because 
the persons selling an investment state their arguments using focusing and filtering. 
The preceding discussion is summarized in Table 2.' It was observed in Scandinavia 
Corp that economic arguments were emphasized extremely frequently although they 
did not seem to have much influence on the decision-makers. Strategic arguments were 
also employed very often and they had more effect on the superiors than economic 
arguments. Non-economic arguments were applied rarely, but when employed they 

Subordinates and superiors were asked to reveal the way of selling investments as well as employed 
arguments and their effectiveness. 



Table 2 
F r e q q  and effectiveness of different arguments 

Economic Strategic Non-economic Production 
arguments arguments arguments technology 

arguments 

1 .  Frequency of Very frequently Very frequently Rarely Frequently 
selling argumentsa 

2. Effectiveness of Ineffective Effective Effective Very effective 
selling argumentsb 

" Scale: rarely, frequently, very frequently. 
Scale: ineffective, effective, very effective. 

were effective. Finally, proposers emphasized production technology arguments 
frequently and the decision-makers seemed to value them very high. 

It was observed in Scandinavia Corp that some characteristics of the project as well 
as of the unit submitting the investment were prevalent when certain selling arguments 
were employed. One of them is that units with poor profitability emphasize economic 
arguments when they attempt to promote their projects. More precisely, they stress to 
the decision-makers that an investment is exceptionally profitable. On the contrary, the 
business units with a good profitability do not seem to emphasize the economic 
arguments, rather they use strategic and production technology arguments. For 
example, a well performing unit in Pulp and Paper Division made an investment of 
over FIM 300 million. All of the interviewees said that the acceptance of this 
investment did not depend on the costs. Strategy proved to be more important than the 
initial outlay. One of the business unit managers said: 

In this case there was a vision that we have to produce [certain] product or otherwise 
we are going to be out of the market, and this was the major issue. 

The decision-makers agreed and one of them stated: 

The investment was sold [with the argument] that new products would result, and this 
argument was very easy to buy. 

An example of production technology arguments is a well performed unit in Metal 
Division which was planning a FMS investment of over FIM 55 million. Calculations 
indicated that the project would be extremely profitable. But the real selling arguments 
were FMS and its benefits. In fact, the approval of the investment was influenced more 
by the general appreciation of FMS than by the project's profitability. 

This FMS investment also indicated that when an investment represents new 
technology in the company production technology arguments are emphasized. A 
similar case emerged in another unit of Metal Division where a FMS investment of 
FIM 15 million was considered. Also in this case the FMS was emphasized and the fact 
that the investment included new technology advanced the project in the company. 

In addition, it was discovered that in extremely large investments, those of several 
hundred million marks, strategic arguments are emphasized much more than any 
others. For example, one unit in Pulp and Paper Division was considering a machine 
investment of over FIM 900 million. The general manager of the business unit 
emphasized that strategy is much more important in such a large investment than 
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profitability: 

The most important issue isn't, or, in my opinion it shouldn't be, the return. There 
should be a vision of the desired market. This means that where we are going is more 
important than the return. . . . The most important thing is what's the faith in this 
business. This kind of a large business shouldn't be justified only by a calculation. 

Similar comments were also received from other managers who had large investments 
under consideration or implementation. In fact, the company's top decision-makers 
agreed and, among others, the senior executive vice president of Scandinavia Corp 
said: 

In large investments several other things are considered, not just profitability and other 
calculations. A decision regarding this kind of investment is more a decision of strategy 
than of calculation or profitability. 

These two cases give partial evidence for the observation that if an investment 
represents standard technology, such that already exits in the company, proposers may 
emphasize strategic arguments. In addition, it turned out that if the investment is 
small, typically under FIM 5 million, the proposers emphasize economic arguments. 
All in all, it was observed that if a project is small and represents standard technology, 
proposers stress more economic and strategic arguments than any others. The final and 
a natural observation was that if an. investment is not based on economic factors but, 
for example, on the guarantee of employment, proposers emphasize non-economic 
arguments. 

Table 3 summarizes the preceding discussion. The figure presents factors which 
were observed to link a business unit and a capital investment when proposers 
employed different arguments. 

Table 3 
Chmacteristics that were dominantly prevaht with dtfferent selling arguments 

Economic Strategic Non-economic Production 
arguments arguments arguments technology 

arguments 

Unit: 
Unit's poor profitability x 
Unit's good profitability x x 
Investment: 
Investment represents 
new technology in the 
company 
Investment is extremely 
large (comparing to 
average projects) 
Investment represents 
standard technology x 
in the company 
Investment is small x 
Investment's real reasons 
are not economic factors 



Selling occasions 
When selling investments was investigated further it appeared that selling takes place in 
different situations in Scandinavia Corp. More precisely, the interviews and observa- 
tions indicated that selling occasions can be categorized as follows: 

1. Formal selling occasions, e.g., meetings and negotiations where strategic plans, 
budgets, and capital investments are considered. 
2. Informal selling occasions, e.g., arranged trips, audiences with decision-makers, 
accidential appointments, and phone calls. 

Examples of both of these selling occasions are provided below. 
In some respects, an investment is first sold when a business unit's strategic plan is 

considered. To  illustrate this point, a member of the Executive Committee said: 

During the strategy phase a lot of discussions are held. At that stage people try to sell 
their ideas to others. They try to convince others that it is worthwhile to put money in 
this [investment]. 

After this phase, investments are reconsidered at several later meetings. In fact, it 
appeared that one of the basic means for selling is that an investment is discussed at 
numerous meetings over a long period of time [49]. This was exemplified in all large 
investments, those of several million marks or more. When a project is reviewed 
several times over a long period of time, decision-makers gradually commit themselves 
to the investment. Each time the project is considered decision-makers give their 
approval to promote the project. Finally, when an official proposal is submitted, a 
commitment has already been made to the project and it is accepted. One of the general 
managers revealed: 

Decision-making on an investment is a long process and requires several discussions. 
But it is important that the idea for the investment is generated by a decision-maker so 
that he notices that this investment should be done and that there is something in it. . . . 
You can't just bring an investment to a decision-maker and say 'Here it is.' The 
decision-makers have to be committed to the investment before the decision is made. 

If an investment is put before an internal board, the Executive Committee, or the 
Board of Directors, a general manager or head of the division gives a presentation on 
the project. This presentation can include the strategy of emphasizing arguments. In 
fact, according to the interviewees, the presentation is an effective means of selling an 
investment and of obtaining the decision-makers' commitment to the project. One of 
the decision-makers regarded the presentation as essential to the acceptance of an 
investment: 

If poor investment papers [proposal] exist and a person can't present his issue properly, 
you get the feeling that everything is not in order, even though the idea may be good. 
Nevertheless, the investment will not be accepted. On the other hand, if the idea is 
lousy but the person has good papers and can present his stuff clearly and sell it, it's 
absolutely sure that the project will be accepted. 

When the role of a presentation was raised during the interview where a general 
manager and the unit's vice manager were present at the same time, the following 
dialogue ensued: 

The vice manager: One important factor when you go to present a proposal is that 
you are prepared for questions. Many times managers test the 
idea by anticipating questions, and if you have prepared yourself 
for this and you can give reasoned answers, everything is going 
to be ok. 
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The general manager: A good, logical presentation is very important because it can 
have a great influence. 

The vice manager: It's very important that at the end of the presentation you get 
somebody to say how good this idea is as soon as possible 
because the Executive Committee members actually know very 
little about the issue and are watching other members to see 
what they think about it. When one person says that this is a 
good idea then, normally, the others follow. But if you get a 
tough opponent, then it's more difficult because now the others 
may follow his opinion. 

The interviews indicated that selling occurs frequently in informal selling occasions. 
More precisely, investments are sold, for example, when proposers unexpectedly meet 
a decision-maker. To illustrate this point, one of the operating managers said: 

There exist so many decision-makers in this large company that you have to sell your 
own [investment] to the decision-makers every time you meet one of them. 

Another manager had a similar opinion: 

If you [unexpectedly] run into a decision-maker then of course you start to sell your 
investments and you make it clear that we really have to get the funds. 

In addition, the interviews revealed that informal selling occasion often take place 
during phone calls [69-7 11. 

The interviews also revealed that investments are frequently presented to the 
decision-makers during personal visits [38]. Especially, if an investment is large, 
proposers pay visits to decision-makers. One of the operating managers said: 

One good method [to sell] is visiting one of so called experts [i.e. top managers] and 
asking his opinion on the idea. This is important because this expert may [otherwise] 
feel that he was passed by when the idea then officially appears. 

A member of the Executive Committee confirmed that often people try to sell 
investments to him by visiting and asking his advice. He continued: 

People come to discuss. They want to know what is lacking in the proposal and what 
else should be done. . . . On the other hand, I'm also trying to push this by saying, for 
example, that you still have to think about this and that. It's a consulting discussion 
about what is needed so that the proposal can move to the next stage. And in this way 
the investment comes known in the company, and it just doesn't appear on an agenda. 

In addition, one way of selling an investment is to have decision-makers visit a site 
where a machine similar to the proposed one exists. It was observed that this occurs in 
Scandinavia Corp especially when a project includes new technology. 

Table 4 
Frequency and effectiveness of diffment selling occasions 

Formal selling 
occasions 

Informal selling 
occasions 

1. Frequency of 
selling occasions2 

Very frequently Frequently 

2. Effectiveness of Effective Very effective 
selling occasionsb 

' Scale: rarely, frequently, very frequently. 
Scale: ineffective, effective, very effective. 



Table 4 summarizes the above discussion. It was discovered that selling occurs more 
frequently in formal than in informal occasions. However, on the basis of the 
observations, it can be said that an informal selling occasion is more effective than 
formal occasions. Especially observations indicated that such an informal occasion 
where a personal visit is made to a decision-maker has a great influence. 

5. Discussion and conclusions 

The preceding arguments are summarized in Figure 2 where selling capital investment 
to a decision-maker is illustrated. As the figure demonstrates, the purpose of selling is 
to induce a desired decision-maker to become committed to a capital investment. 
There can be several selling occasions before the commitment is received but when the 
selling succeeds the decision-maker supports the project, puts it forward with the 
proposer, and contributes to the investment's a p p r ~ v a l . ~  

The findings support the first and second propositions which argued that subor- 
dinates attempt to induce decision-makers to become committed to a project because 
otherwise the investment is not accepted, and that subordinates try to gain decision- 
makers' commitment through meetings and informal communications. It was observed 
in Scandinavia Corp that in every capital investments of over FIM 1 million lower-level 
operating managers sold their projects to superiors and this way they tried to receive 
superiors' commitment and to get investments accepted. In fact, a capital investment, 
no matter how promising is not approved purely on the basis of its official proposal or 
calculations but proposers have to obtain decision-makers' commitment to projects. 
People carry out selling capital investments by emphasizing (i.e. focusing and filtering) 
economic, strategic, non-economic and production technology arguments. This means 
that by using such grounds a proposer attempts to convince his or her superior that the 
project is sound and worth implementing. In addition, selling occurs in different 
situations; not only in formal meetings but also in informal occasions such as personal 
visits and phone calls. Although the study discovered that selling takes place more 
often in formal than informal occasions, it emerged that an informal selling occasion is 
the most effective. Especially, a decision-maker's commitment to a project is more 
easily obtained if a proposer visits him or her. 

The results also supported the third proposition; a capital investment calculation is 
not the most important determinant in the final decision-making. The study discovered 
that decision-makers regard .economic arguments almost as useless proposers on the 
other hand, stress profitability figures very often in selling. However, a project's 

is accepted 

F i  2. Selling a capital investment to a decision-maker. 

Informal Emphasizing 
economic, 

It is also possible that the capital investment is rejected. 

No 
The proposer 
and the decision- 

Selling strategic Is the decision- Yes maker sell and 
non-economic,-.maker committed - promote the invest- 
or production to a project? ment together 
technology or 

Formal arguments the project 
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profitability has to be sufficient so that the investment is taken into consideration. 
Moreover, observations indicate that the most effective arguments are those associated 
with production technology. In general, decision-makers consider issues linked to 
strategy and production engineering relevant and important, but, proposers use 

and strategic arguments more frequently in selling than non-economic and 
production technology arguments. 

Observations gave evidence that in general proposers use economic arguments when 
their units' profitability is poor, an investment is small, or the project represents 
standard technology in the company. Strategic arguments are prevalent in situations 
characterized by a unit's good profitability, a large investment project, or an investment 
in standard technology. On the other hand, non-economic arguments are used when 
the project is not based on economic factors. Finally, production technology arguments 
are dominant when a unit's profitability is good and a project represent new technology 
in the company. 

The findings also support the fourth proposition which argued that when a 
subordinate submits a proposal it will very likely be approved. The study discovered 
that after an idea has been sold to the division manager, efforts are made to sell the 
project to the members of the internal board, and in large investment cases also to the 
CEO and the members of the Executive Committee. If the decision-makers give their 
commitments to the investment, or at least do not reject it, an official investment 
proposal is submitted. Expressed differently, efforts to sell the project to the 
decision-makers have been made before an official investment proposal is submitted. 
Moreover, the official proposal is presented after it is known that the investment will 
likely be accepted. In effect, so much has been discussed about the project in advance 
that the acceptance of the investment is insured before the project is even considered, 
for example, by the Executive Committee [41,42]. Therefore investments are hardly 
ever rejected although it is possible. No rejected investment case emerged in the 
interviews [49]. 

This research, of which results apply only to the target firm, has offered a 
perspective for understanding how lower-level managers attempt to have their capital 
investment approved in a large company. Nevertheless, there are still several questions 
to be answered. Does selling occur in other companies? If it does, how is it carried out? 
How different capital budgeting systems affect selling? Finally, it could be studied 
whether selling is associated with other investments such as company acquisitions. 
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