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The implementation of effective investment projects that create added value
and ensure the GDP growth is essential for the modernization of the economy and
its transition to high-tech development path. The need for economic agents in the
implementation of investment projects appears when there is a need for the
development of business and the economy as a whole, and this need is generated in
the development strategy of the respective economic entity (or region, industry, the
country as a whole). The main strategic goal of business is to increase the market
value of the invested capital. Therefore, from the point of view of shareholders an
investment project is effective, when it provides the increase of the market value of
shareholders' or long-term creditors™ equity. The actual economic impact of the
project is the main source of growth of the market value of company, the regional
gross domestic product and gross national product as a whole. So, project analysis
is a kind of voluntary expertise of the investment project, the subject of which is
the study of the completeness and quality of design solutions, social, economic,
financial and social performance and commercial feasibility of the project.

Inflation affects the value and effectiveness of investment decisions, financial
feasibility conditions, the need for funding and the effectiveness of participation in
the project equity. This effect is noticeable for projects with a temporary
investment cycle (in the mining industry), or requiring a significant proportion of
borrowed funds, or realized with the simultaneous use of several currencies
(multicurrency projects). Inflation should be taken into account during the study of
the influence on the feasibility and effectiveness of uncertainty and risk projects.

To begin with, let’s consider the indicators used to describe inflation in
calculating the efficiency of the investment project. To describe the inflation use of
the following indicators:

o rate (level, norm) general inflation in one step (i), usually expressed as a
percentage per year (or month) (the change in the general price level);

o the overall inflation index for the step t (Jy), reflecting the ratio of the average
price level at the end of stage t to the average level of prices at the end of the
previous step. This figure is called the chain overall inflation index;

e general index of inflation for the period from the starting point, that can be
take the start or end of the zero step, until the end of any step t of calculating (GJy).
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This index is called the basic general inflation index. It reflects the ratio of the
average price level at the end of stage t to the average level of prices in the
accepted starting point of the inflation. These indicators are used to describe the
changes in the price level around a set of products, costs and resources used in the
project, that is to assess inflation on average. Similar indicators can characterize
the changes in prices for certain types of products or resources, such as: consumer
price index (CPI) is the ratio of the cost of the consumer basket in a given year to
the cost of the consumer basket in the base year; Index changes in resource prices
is the ratio of the price of the resource at time t to the price of the resource in the
base time t,. The task of economic investment appraisal does not include
consideration of inflation forecasting problems. It is an independent and fairly
complex area of economic forecasting. When developing socially costly significant
projects to the justification of the rate of inflation should be involved specialized
organizations, centers of economic conditions. There are both simple and complex
methods of evaluation of the investment project. To the simple methods of
evaluation of investment projects payback period is included, at the end of which
the sum of growth of money from the implementation of the investment project
will be equal to the sum of the initial capital investment in the investment project.
That is the payback time characterizes the time period during which the made
investor's investments in the project will be refunded by the income of its sales.
The payback period can be determined with and without discounted cash flows.
Payback period of discounting is called the length of time from the start time to the
"moment of payback with discounting." The moment of payback with discounting
is called the earliest point of time in the accounting period, after which the current
net present value becomes and in the future remains a positive. Methods of
calculating the return on invested capital is based on the use of information about
the cash flows and possibility of making a profit from the sale of the investment
project. This method has several drawbacks due to the fact that does not include
the time component of cash flows, it does not distinguish differences between
projects with the same sum of the average annual income, but varying the amount
of profit for the year.

Thus, in order to properly evaluate the results of the project, as well as provide
comparability of projects in a variety of conditions, it is necessary to take into
account the impact of inflation on the value of the calculated results and costs.
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Nowadays there is a tendency of a business stimulation. One of the active form
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