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The aim of this thesis is to create a framework to analyze capital investment projects. The teaching 

case was designed as a byproduct of this thesis which is targeted to be used as a teaching material in a 

university level investment management course. The goal of the fictive teaching case is to encourage 

students to become enthusiastic about making investment decisions and in all challenge the process. 

The case should help students to generally observe problems around investment decision-making, and 

make it easier to analyze investment projects. This thesis presents a solution approach to consider the 

investment opportunities of the fictive teaching case. 

 

The capital investment possibilities of the case are evaluated through cash-flow estimation. This thesis 

suggests that first when evaluating alternative capital investment projects, the firm’s management 

should consider the firm’s own goals for the future. The goal reveals also much about the risk bearing 

capacity of the firm. For example, if the firm’s goal is to grow it acts differently than when it is just 

trying to survive to the next month. After recognizing the future goals and analyzing the risks of the 

possible investment opportunities, the net present values of the possible investment opportunities are 

calculated. Generally, it can be said that one should invest in every project that is worth more than its 

cost. This thesis proposes that managers should consider risks and their own firm’s goals along with 

the firm’s net present value after choosing one new investment opportunity.  
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1 INTRODUCTION  

The aim of this thesis is to demonstrate an investment decision-making process 

through a fictive case-study. The case was a byproduct of this thesis and it can be 

used as a teaching material in a university level investment management course. The 

case is developed to produce an educational situation where students can practice the 

process of gaining information from financial statements and other statistics, and use 

it wisely to make profitable investment decisions. The case presents a situation 

where the student works as a manager of the fictional ice-hockey team Jets. The 

assignment is to consider one’s own risk-bearing capacity, the corporation Jets goals, 

and the available investment possibilities. The students are challenged to evaluate the 

best deal for an investment opportunity set and to validate the final decision. It is 

highly important to encourage students to become enthusiastic about making 

investment decisions and take active role in the process.  

 

The goal of the teaching case is to be interesting to follow and captivating to read. It 

should provoke thoughts and inspire ideas about how to operate in multiple choice 

situations. Life is not always black and white which makes this case also much more 

fascinating because there is not only one right answer to choose. This case teaches 

additionally to validate one’s own visions and even to stand up for oneself. 

Furthermore, the aim of the case is learning to calculate cash flows from separate 

capital budgeting decisions plus from a combined scenario. It is also highly 

important for the students to realize that there may be potential synergies between 

investments and they must be evaluated. In the end, the evaluation is based on how 

alternative investments effect the fictive ice-hockey club’s total equity value overall.  

 

Professional sport clubs are corporations which are run by the management. The 

management faces investment decisions starting from creating a team to building or 

repairing a sports arena. This thesis proposes that managers should consider risks and 

their own firm’s goals along with the firm’s net present value after choosing one new 

investment opportunity. These issues are analyzed through the fictional case of an 

ice-hockey team. Especially interesting of the case’s subject is its topicality, and how 

ice-hockey clubs must at the same please the audience while also producing the most 
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profitable investment decisions. It is not enough to just have a great team but it is 

also necessary to make the games attractive to as many spectators as possible, 

because ice-hockey is at the same time both a sport and an event business. The idea 

is to show how financial decisions can be made in the case, and how finance 

management offers a possibility to find the best projects for generating profits. 

 

This thesis discusses about risk evaluation when a firm considers making a new 

capital investment decision. First, a firm needs to consider itself a goal (Levy & 

Sarnat 1991: 8—19, Ross, Westerfield & Jordan 2010: 8—9). The goal indicates 

practical guidelines for making any decisions in the firm. If the firm’s goal is to 

survive or avoid bankruptcy, it will most likely act differently than a firm which 

wants to grow or expand. The goal reveals about the risk bearing capacity of the 

firm. For example, if the firm’s goal is to grow it acts differently than when it is just 

trying to survive to the next month. After recognizing the future goals and analyzing 

the risks of the possible investment opportunities, the net present values of the 

possible investment opportunities are calculated.  

 

The case gives students an opportunity to evaluate competing capital budgeting 

decisions. The first step for students is to develop an understanding of how 

discounted cash flow analysis can be used to make investment and corporate policy 

decisions. In doing so, students should learn that evaluating investment decisions in 

isolation can be problematic if combining these decisions has a synergistic impact on 

cash flows.  

 

This thesis is structured as follows. Section 1 introduces the aim of the teaching case 

and presents how the data is created. It also discusses Finnish ice-hockey business 

currently because the case concerns ice-hockey business in Finland. Section 2 

presents a net present value approach considering capital budgeting, financial 

statements, net present value and its components linking them to the fictional 

teaching case. Section 3 considers the potential investments, risk attitude and 

management’s goals in the teaching case when section 4 presents a solution approach 

for the case. Section 5 concludes.  
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1.1 Aim of the teaching case  

According to Farquhar (2012: 4—5) a case study usually presents a real-life example 

of a company or organization; this is also true in this case, even though it is fictive. 

Farquhar adds that a case study which is used for teaching purposes present a 

specific example of some activity based on a discipline. In the fictional teaching 

case, it is characterized by a situation where a fictional ice-hockey team faces an 

investment decision problem. The student’s main assignment is to consider how to 

best proceed. Farquhar also notes that the questions for the case are normally 

presented in the end of the case to create discussion in the educational perspective. 

The students are supposed to bring their theoretical knowledge to the situation as a 

means of interpretation. Analyzing the case also helps the students to understand the 

theoretical aims of the learning experience.  

 

Most business schools use the case study approach to learn about business actions 

and reactions and the way in which the theories covered in class can be applied and 

found in the real world. Case studies are frequently found for educators but of course 

their themes variate. An interesting point is that a case study requires reading the 

case as a story. The story yields critical facts that need to be analyzed. However, a 

case study does not conclude with happy ending but with several questions which 

need to be answered. (Fried, DeSchriver & Mondello 2013: 342). 

 

In the case, the student will come across financial material, and she or he must 

determine how it helps to answer the questions arising from future cash flows and the 

present value. The purpose is to encourage constructive discussion with other 

students and with the lecturer. Discussing these issues is important because in the 

business world, textbooks and theories do not cover every contingency, so 

professionals sometimes need to make an educated guess or work under various 

assumptions (Fried, DeSchriver, Mondello & 2013: 7—8). 

 

Every organization has its issues, and a manager who has experience in facing 

problems, especially on the financial side, will know how to respond to investments 

decisions processes (Fried, DeSchriver & Mondello 2013: 208). In the case, the 

reader i.e. the student must decide if the expected cash flows associated with adding 
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the arena upgrades, league change, or both warrant the considerable required 

investments in these assets. Because the case can be used for teaching purposes, the 

student’s assignment is to calculate the incremental cash flows associated with 

renovating or rebuilding the arena and joining a new league. After these analyses are 

completed, students should also consider combined scenarios. 

 

The teaching case also explores a variety of fundamental issues in valuation and risk 

management, providing students an opportunity to evaluate competing capital 

budgeting decisions. The pedagogical objective is to illustrate how discounted cash 

flow analysis can be used to make corporate investment decisions. Students learn 

that evaluating two investment decisions in isolation can be problematic if evaluating 

the two has a synergistic impact on cash flows. The case analysis includes 

calculating the incremental cash flows from two separate capital budgeting decisions 

(building or renovating the arena), which open up a new opportunity: to join to 

another league. However, joining a new league is quite risky because it comes out 

that the new league is not as stable as the old one. In the worst case, the new league 

may collapse. This is why it is highly important that students also recognize that 

present values are additive, but the potential synergies between investments must 

also be evaluated. 

 

In all learning with the case improves either team-work abilities or individual 

working skills. The case structure fits in both studying styles without any problems 

depending on the used studying methods and objectives. The case is a good way to 

study investment decision making because it offers an opportunity to consider 

different solutions with no actual real-world risks. These experiences are useful for 

preparing the students for the challenges of working life.  

1.2 Finnish ice-hockey business currently 

In Finland, ice-hockey is a popular hobby, and considering the small size of 

Finland’s population 5.4 million (Tilastokeskus 2017), many young women and men 

find their way to amateur or even professional level in ice-hockey fields. Finland’s 

ice-hockey union (Suomen Jääkiekkoliitto ry) is the parent organization of Finnish 

ice-hockey. In Finland, there were over 73,000 license players in 2014-2015 and 



 10 

according to Kansallinen liikuntatutkimus 2009-2010, there are approximately 200 

000 active ice-hockey players in Finland.  

 

A strong following of ice-hockey enthusiasts and an accumulated ice-hockey 

knowledge from decades of experience in Finland makes it possible to market ice-

hockey expertise abroad. In the summer 2015, China won the right to host the Winter 

Olympics of 2022. However, the Chinese government was not at all prepared for the 

Winter Olympics because there is negligible winter sport infrastructure in China. 

Now China has made an alignment that there will be 300 million winter sport 

hobbyists before 2022 and the facilities for them. It has been decided that there will 

be 10 million new enthusiastic ice-hockey players and 2,000 new ice-hockey arenas 

before the Winter Olympics of 2022. The target numbers may be seen utopist, but 

they give perspective to the future atmosphere in China and its needs in the field of 

ice-hockey industry. (Kauppalehti 2017). 

 

The goal is clear in China because they want to create an ice-hockey team for the 

Winter Olympics that will be also credible. This will in fact create the whole basis 

for the Chinese ice-hockey culture. There will be a lot of work to do because China 

now has 4,000 registered ice-hockey players. Chinese ice-hockey professor Zhu 

Zhiqiang feels confident that when China builds more ice-hockey arenas and teaches 

ice-skating in schools, the only thing China will need is role models – like Finns. 

Zhu Zhiqiang highlights that the Finns’ help is needed for the increase of ice-hockey 

knowledge and so that the Chinese would get excited about ice-hockey. (Helsingin 

Sanomat 2017). 

 

Because of the strong Finnish ice-hockey culture, Finns have a lot of knowledge of 

ice-hockey industry when it comes to training, equipment and other avenues. The 

ice-hockey industry is a possible export advantage for Finland in the future. That is 

why it is important to consider ice-hockey as more than a hobby and be aware of its 

future possibilities. If ice-hockey’s status grows in Asia as it is expected, it will bring 

more enthusiasts which will surely have an effect on the demand for ice-hockey 

knowledge and items.  
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In Finland, ice-hockey arenas will be given new uses in addition to hosting ice sports 

events. In a radio interview, the new chief executive officer Eeva Perttula of the 

Porin Ässät club highlights the whole ice-hockey industry being in revolution and the 

importance of keeping pace with it. The main change in her point of view is that the 

ice-hockey arenas will not just be for ice-hockey anymore. In the future, the arenas 

will also be functioning as organizational event venues. The next step will be to 

figure out what events are the most suitable for the ice-hockey arenas and then tempt 

people to take part in them and pay for them. Eeva Perttula thinks that for the Porin 

Ässät it will be especially important to encourage the growth of attendance revenues 

and merchandise sales in the future. (Radio Rock 2016).  

 

Sports business is in all a hot topic in Finnish media. Tero Auvinen, multifunctional 

sportsman and writer, and Arto Kuuluvainen, Doctor of Economic Sciences, have 

written a topical book of Finnish sports clubs. Their interview in Yle Aamu TV 

mentions that sports business is an interesting mixture of sometimes even fanatical 

supporters, thirst for success, and money. Sports teams are organized to gain success 

in their respective leagues, for example in ice-hockey and the NHL, but at the same 

time they also must gain financial wins. In sports business, the club must find the 

balance between financial concerns and building teams which can succeed.  

 

Tero Auvinen and Arto Kuuluvainen discuss that as a business field sport is in all 

challenging because it wakes up emotions. To describe the challenges in decision 

making, it can be said that there are as many opinions as a sport club has fans. One of 

the characteristics of sport business is that is lives from insecurity and that is why it 

is hard to control all the variables.  

 

Tero Auvinen and Arto Kuuluvainen mention an interesting dilemma between the 

media attention towards Finnish sport clubs in Finland and the sport clubs’ budgets. 

They criticize that Finnish sports clubs are so depended on voluntary workers so 

strongly. Auvinen wonders and at the same time appraises how it is even possible to 

make so good sport events with just voluntaries. However, he hopes that smaller 

sport clubs would learn from example the team Oulun Kärpät which has risen from 

bankruptcy to success. These days the Oulun Kärpät is a popular ice-hockey team 



 12 

owned by Nord-Finland which is a diversional corporation making great results 

financially and in the Liiga.  

 

The media attention towards ice-hockey business in Finland is telling of the topic’s 

actuality. In the future, it is possible that the Finnish ice-hockey knowledge is an 

export product which is exported for example to Asia. In addition, the development 

of Finnish ice-hockey business has not stopped either. It can even be speculated 

when the first initial public offering of a Finnish ice-hockey team will find its place.  

1.3 Data for the case  

This thesis has created a case study, whose purpose is to serve university level 

education objectives. Even though the case is fictive, it gives students a realistic and 

interesting way to analyze the investment decision-making process. The data is 

created for this case and especially for the students to go deep into the case scenario. 

The financial statements for the fictive case scenario are modified from the financial 

statements of the real-world ice-hockey team Kärpät Oulu (Suomen Asiakastieto Oy 

2016) and surveying the investment projects of other ice-hockey teams. To highlight, 

this case has no links to reality apart from the financial statements and it is created 

just for teaching purposes.  

 

The goal of the case is to encourage its readers to think like a manager would, 

consider the investment alternatives analytically, and then choose the best option. 

The student can consider her or his own risk preferences through this case. It would 

be important that the student wants to justify her or his choices, and that she or he 

could argue about the decision-making process in a constructive fashion. The used 

data is created to encourage for previously mentioned actions.  

 

Because the financial statements and the case itself is created to be as realistic as 

possible, it is easy to become immersed in the world of the case. The situation is 

fictive but believable which makes the whole assignment interesting for students. 

The case present a fresh view to consider the financial decision-making process in a 

contest which is not traditional for studying material.  
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2 NET PRESENT VALUE APPROACH  

The main rule for making investment decisions is to invest in all projects with a 

positive net present value (NPV) and to reject projects with a negative NPV. 

Generally, it can be said that one should invest in every project that is worth more 

than its cost. This chapter focuses on the components of the net present value 

approach while also presenting two alternative techniques for evaluating investment 

projects, although those approaches are not utilized in this thesis. 

2.1 Capital budgeting  

Investment process starts with the preparation of a capital budget, which is a list of 

investment projects planned for the coming fiscal year. Capital budgeting decisions 

may also be called capital expenditure (CAPEX) decisions, as most large 

corporations prepare an annual capital budget listing the major projects approved for 

investments. Today’s capital investments generate tomorrow’s cash returns. 

However, in finance management it is necessary to remember that the cash returns 

are not guaranteed. An investment can be a massive success or a horrible failure. 

(Brealey et. al., 2014: 2). 

 

Capital budgeting and purchasing capital items are long-term endeavors. Normally 

for a business, it is impossible to allocate the amount of money necessary for 

purchasing high-prices fixed assets in a short time-period. The capital budgets 

developed by the firm tell detailed how the firm’s funds will be raised and allocated 

over an extended period. (Fried, DeSchriver & Mondello 2013: 208—209). 

 

Additionally, Levy and Sarnat (1991: 22—23) state that capital budgeting is a many-

sided activity. According to them, it includes: formulation and articulation of long-

term goals; searching for new and profitable uses for investment funds; the 

preparation of an engineering, marketing and financial forecast; the preparation of 

appropriation and control budgets as the integration of these budgets in the firm’s 

information system; the economic evaluation of alternative projects; and the post-
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audit of the performance of past projects. If long-term goals are set, it serves as a 

guide for managerial decisions in capital budgeting.  

2.1.1 Investment decisions in the case  

Investment decisions are managerial decisions, and they require assets. Following a 

successful investment decision, a firm gains intangible or tangible assets. While 

considering an investment decision the firm must decide how much they are willing 

to invest, and in which projects. Selecting wealth-creating capital projects is similar 

to picking undervalued shares on the stock market. Investments form a part of a 

wider strategic process and as such they should be assessed both financially and 

strategically. Investment analyses are essentially search processes which search ideas 

for decision criteria and for additional information. (Pike and Neale 2006: 180—

181). 

 

In the case, there are five different avenues of investment: doing nothing, rebuilding 

the ice-hockey arena, renovating the old ice-hockey arena, rebuilding the arena and 

joining a new league, and renovating the old arena and joining a new league. From 

these five options, the best one should be chosen. These options are investment 

decisions because they will have an influence on future cash flows.  

2.1.2 Capital expenditures  

CAPEX is a general indication of capital intensity, and the degree to which revenues 

depend on fixed capital investment. Capital provided to a company, and any equity 

generated internally, should only be invested in assets if value is created for 

shareholders, when the value of economic benefits arising from the assets exceed the 

cost of acquiring those benefits. Capital is a limited resource and it should be 

allocated to assets that maximize the value created. If CAPEX exceeds depreciation, 

there is some indication that capital investment is for growth rather than replacement 

or maintenance purposes. CAPEX depends however on the accounting policy 

adopted for depreciation and the age of plant and equipment. (Agar 2005: 144) 
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Levy & Sarnat (1991: 21—23) state that in a typical capital investment decision, 

management makes a commitment of current resources in order to secure a stream of 

benefits in the future. However, current and capital expenditures are quite similar in 

that all the firm’s expenditures should be made towards gaining benefits in the 

future.  

 

The case describes the magnitude and timing of capital expenditures and especially 

the incremental capital expenditure, as well as the corresponding depreciation 

treatment. Incremental capital expenditures on the old ice-hockey arena renovation 

are 25 million euros, divided evenly between 2017 and 2018. The depreciations of 

the 25-million-euro renovation investment are allocated straight-line over a 5-year 

period beginning in 2019. In this option, where the club Jets decides to build a 

completely new ice-hockey arena, the incremental capital expenditures on the arena 

are 35 million euros, which is divided evenly between 2017 and 2018. The 

depreciation of the 35 million euro ice-hockey arena investment is allocated straight-

line over a 5-year period beginning in 2019.  

 

2.2 Financial statements  

The case is fictive but it gives a realistic and interesting way to consider the 

investment decision-making process. The financial statements created for this case 

were made with the intention of immersing the students deep in the case scenario. 

The financial statements of the case are adapted from the financial statements of a 

real-world ice-hockey club. 

2.2.1 The balance sheet of the case  

The balance sheet is a snapshot of the firm’s assets at the end of the year and the 

sources of the money that was used to buy those assets. (Brealey et. al., 2014: 722) 
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Table 1. Balance Sheet of Jets 2016 

 

*millions of euros  

Assets 

 
Current assets:   

Cash and equivalents  2,47 

Investments, available to sale 2,462 

Inventory – Merchandise 0,024 

Accounts receivable 0,112 

Total current assets: 5,068 

Property and equipment, net 0,397 

Intangible assets, net  1,285 

Total assets: 6,756 

    

Liabilities and Stockholder Equity    

Current liabilities:   

Accounts payable 0,422 

Total current liabilities: 0,422 

Long-term debt and deferred interest, net of current portion 1,088 

Total liabilities: 1,511 

Total stockholders’ equity 5,245 

Total liabilities and stockholders’ equity: 6,756 

 

The assets are listed in declining order of liquidity. The balance sheet does not show 

up-to-date market values of long term assets, and it does not include all the 

company’s assets which are intangible such as reputation, skilled management, or 

well-trained labor force. The net working capital can be calculated directly from the 

balance sheet subtracting current liabilities from current assets which roughly 

measures the company’s potential reservoir of cash. (Brealey et. al., 2014: 722—

723).  

 

Example 1: Jets’ net working capital in 2016 

 

Net working capital = Current assets – Current liabilities   

            = 0,136 – 0,422 = - 0,286 million euros  
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2.2.2 The income statement of the case   

According to Ross et. al. (2010: 24–25), an income statement is a financial statement 

which summarizes a firm’s performance over a certain period of time; usually the 

income statement measures the performance over a quarter or year. It can also be 

said that the income statement shows how profitable the firm has been over the past 

year (Brealey et. al., 2014: 723). 

 

Example 2: The equation of income statement is:  

 

Revenues – Expenses = Income  

Table 2. Income Statement of Jets 2016 

 

*millions of euros  

Revenues   

Attendance 4,024 

Sponsor rights 3,353 

Broadcast rights 2,262 

Merchandise sales 1,031 

Other revenues 0,879 

Total revenues  11,539 

Expenses   

Payroll    5,323 

Stadium operating expenses 1,491 

Other expenses 3,444 

Total expenses  10,260 

EBITDA 1,282 

Depreciation  0,152 

EBIT 1,130 

Interest 0,004 

Taxes (21,6 % tax rate) 0,244 

Net Income  0,882 

 

Jets receives revenues from four major sources: attendance, sponsorship rights, 

broadcast rights, and merchandise sales. The main expenses are payroll and stadium 

operating expenses. These values form earnings before interests and taxes, 
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depreciation and amortization (EBITDA) when revenues are summed and subtracted 

with the sum of expenses. 

 

Example 3: EBITDA of Jets in 2016 

 

EBITDA = Total Revenues – Total Expenses   

                 = 11,539 – 10,260 = 1,282 million euros  

 

When the depreciation and amortization are subtracted off the EBITDA, the result is 

earnings before interest and taxes (EBIT).  

 

Example 4: EBIT of Jets in 2016  

 

EBIT = EBITDA – Depreciations   

           = 1,282 – 0,152 = 1,130 million euros  

 

The value of a firm’s assets is linked to the future incremental cash flows that the 

assets will generate. Every item deteriorates over time, and a business must replace 

items as they deteriorate. A business can better afford to purchase new equipment if 

it takes a charge against earnings to write off the cost of a depreciating asset. 

Depreciations are not actual cash outlays even though they appear in the income 

statement. They represent the firm’s accountants’ estimation of the cost of equipment 

and property that are used up by the organization in the process of producing and 

distributing goods and services. Depreciations are used for tax purposes. (Fried, 

DeSchriver & Mondello 2013: 102-103). 

 

Taxes are calculated by multiplying EBIT with the tax rate which is in the case 

21,6%. When corporations make big investments, it is also typical to do tax 

planning. Considering financing, structuring and impact analysis, there can be 

evaluating to minimize taxes (Agar 2005: 7). The value of any financial asset or 

investment is contingent on the cash flow produced by the investment. The cash flow 

is subject to taxation when disbursed and when received (Fried, DeSchriver & 

Mondello 2013: 102). In the income statement, the last item is net income which is 

calculated by subtracting interest and taxes from EBIT. 
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2.3 Net present value and its components in the case  

The project’s impact to the firm’s value depends on all the additional cash flows that 

follow from project acceptance. Cash flows from assets involves three components: 

operating cash flow, capital spending, and change in net working capital. In the case, 

the unlevered free cash flow is calculated to be able to be calculated the whole 

equity’s present value. Free cash flow is the amount of cash that firm can pay out 

after paying for all investments necessary to growth. (Brealey et. al. 2014: 105—

108). 

 

Table 3 Jets’ unlevered free cash flow for 2016   

EBIT 1,130 

Taxes 0,244 

Depreciation 0,152 

Capital Expenditure  0,004 

Change in net working capital  -0,013 

Unlevered free cash flow 1,047 

 

 

It is given in the case that the asset beta is 1,14. Also the risk-free rate 2,23 % and the 

market risk premium 3 % are given. The capital asset pricing model (CAPM) implies 

that the Jets’ cost of capital is 5,65 %.  

 

Example 4: Cost of capital of Jets  

 

r = rf  +  β * ( rm – rf ) = 0,0223 + 1,14 * 0,03 = 0,0565 

 

The cost of capital gives a proper discount factor for the cash flows. It is still 

important to remember that if the new projects are more or less risky than the firm’s 

excising business, the cost of capital is not the correct discount rate (Brealey et. al., 

2014: 107—108). Project valuation is central to the success of any firm but the 

valuation is beset with massive uncertainty (Fama & French 1997). 

 

Example 5: The present value is calculated:  

 Present value = PV =  Ct 

                     (1 + r)t 
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In the equation 1/(1+r) t  is called discount factor. It measures the discount value of 

future cash flow C at the end of the year t (Brealey et. al., 2014: 20—21). In the case, 

the r is the cost of capital 5,65%.  

Table 4. The discount factors in the case  

Year 2016 2017 2018 2019 2020 2021 2022 2023 2024 2025 2026 

Discount 

factor  1,000 0,947 0,896 0,848 0,803 0,760 0,719 0,681 0,644 0,610 0,577 

 

The cardinal rule for making investment decisions is to invest in all projects with a 

positive net present value (NPV) and reject projects with a negative NPV. Generally, 

it can be said that one should invest in every project that is worth more than it costs. 

When an investor or a company is choosing projects, the difference between a 

project’s value and its costs in its NPV should be compared. However, the rule of 

thumb is to first forecast the cash flows generated by the project over its economic 

life. Secondly the appropriate cost of capital should be determined. This is essential 

to being able to discount the project’s future cash flows. The sum of the discounted 

cash flows is called present value (PV). Lastly, the net present value (NPV) should 

be calculated by subtracting the investment from its present value.  (Brealey et. al. 

2014: 105—108; Ross et. al. 2010: 261—265).  

2.4 Comparing valuing techniques  

The NPV rule is useful because it recognizes the time value of money. Its additional 

advantage is that it is not affected by, for example, an individual manager’s taste or a 

company’s choice of accounting. NPV depends solely on the forecasted cash flows 

from the project and the cost of capital. (Brealey et. al. 2014: 108—109). 

 

However, there are also other valuing techniques which discuss the internal rate of 

return (IRR) and payback rule.  
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2.4.1 The internal rate of return (IRR)  

One well-known method for calculating an investment project’s merit is the internal 

rate of return (IRR). In the IRR method, the project rate of return is the discount rate 

that gives a zero NPV. When IRR is used properly, it will give the same answer as 

the NPV approach. The internal rate of return rule accepts investment projects if their 

opportunity cost of capital is less than the internal rate of return. However, 

interpretation is not always easy for long-lived investment projects. (Brealey et. al. 

2014: 111—113). 

 

The IRR is a time-discounted measure of investment worth. In other words, the IRR 

is defined as that rate of discount which equates that present value of the stream of 

net receipts with the initial investment expenses. To calculate IRR, first the cash 

flows and expenses must be estimated and secondly, for example with trial and error, 

the IRR can be found where NPV = 0. (Levy & Sarnat 1999: 138—138). 

 

The study by Graham and Harvey (2001) says that large firms evaluate their projects 

primary with the IRR method. They conclude that compared to previous research, 

their results suggest increased prominence of net present value as an evaluating 

technique. The likelihood of using specific evaluation techniques in linked to firm 

size, firm leverage, and CEO characteristics. Small firms are significantly less likely 

to use net present value (NPV). They are also less likely to use supplementary 

sensitivity and VaR analyses.  

2.4.2 The payback rule  

The payback rule states that an investment should be accepted if its payback period is 

less than some specified cut off period. The payback period is calculated according 

to the number of years it takes in accounting before the cumulative cash flow equals 

the initial investment. The payback rule can be misleading, however. It ignores all 

the cash flows after the cutoff date, and it also gives equal weight to all cash flows 

before the cutoff date. To be able to follow the payback rule, the firm must decide on 

an appropriate cutoff date. If the firm uses the same cutoff regardless of project life, 

it will tend to accept many poor short-lived projects and reject many good long-lived 
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ones. (Levy & Sarnat, 1999: 157—159; Ross et. al., 2010: 265—268; Brealey et. al., 

2014: 109—111). 

 

Even though the payback rule has its imperfections with regards to time-valuing, 

many companies utilize it due to its simplicity. Companies often use it as a screen for 

dealing with the myriad minor investment decisions which simply must be made. 

There is no right or wrong way to utilize the payback rule, but it is necessary to 

remember that it is not absolute and there will be some errors. (Ross et. al., 2010: 

265—268). 
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3 POTENTIAL INVESTMENTS, RISK ATTITUDE AND 

MANAGEMENT’S GOALS IN THE CASE    

Professional sports clubs are corporations which are run by the management. The 

management faces investment decisions starting from creating a team to building or 

repairing a sports arena. This chapter presents first the investment opportunities 

which this case is focused on. Secondly, the risk attitude and the concept of a firm’s 

goal will be discussed both generally and through the case environment. 

3.1 Investment prospects generally and in the case  

In sports business, one of the most important decisions involves the use of funds for 

long-term projects such as purchasing equipment, constructing a new facility, or 

renovating an existing structure. The investments which are made towards these 

types of fixed assets, both tangible and intangible, need capital budgeting. The key 

principle while making investments is that they should be worth more than they cost. 

(Fried, DeSchriver & Mondello 2013: 208). 

 

An investment decision is based on the set of assumptions which are made on the 

date the investment decision is being valued. Market conditions and other 

circumstances may not support these initial assumptions later, and an investment 

initially considered unattractive may appear to be justified later, and vice versa. The 

hope is, however, that the investment creates additional value over time which makes 

it important to carefully consider the company’s investment capabilities and policies 

even though they are at first merely speculation of future prospects. (Agar 2005: 28).  

 

In this case, the team is about to make a choice whose outcome may open new 

opportunities. The team must first decide whether it wants to create a brand-new ice-

hockey arena or renovate the old one. Both decisions require funds to be realized, but 

they will also create new cash flows which increase the value of the whole company. 

However, the team may also choose not to do anything about their arena. When the 

background of the team has been studied, it is unsurprising that they have made good 

decisions in the past which have generated financial worth for the company. If the 
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team chooses to renovate or rebuild their arena, it opens a new opportunity to change 

the league in which they are playing. This decision does not generate directly 

tangible assets, but it requires assets because the team must pay a participation 

deposit and annual participation fees.  

3.1.1 Ice-hockey arena  

The most dynamic sports finance topic in the past 20 years has been arena and 

stadium construction deals. When investing in a new facility like an ice-hockey 

arena, there is a belief that capital expenditures on facility amenities like luxury 

suites, club seats, concessions, and parking would result in new income streams. 

Additionally, the older facilities may require structural repairs as well. (Fried, 

DeSchriver & Mondello 2013: 220—221). 

 

Massive constructions like ice-hockey arenas do not only benefit the ice-hockey 

team. The ice-hockey arena may become known as a tourist attraction and also serve 

other people than ice-hockey fans. Ice-hockey arenas are known as concert venues, 

and they may be used to hold an exhibition or a show, for example. When building 

an ice-hockey arena, its multifunctionality should be considered. This makes it easier 

to organize other events outside of the hockey season.  

 

There can be no doubt that building or renovating an ice-hockey arena is one of the 

biggest investment decision for an ice-hockey club. Such investments require a good 

financial status and also support from other local companies and even from the city 

or state government. In the case, there are two possible scenarios which include 

investing either in renovation or rebuilding an arena. The estimated total cost of the 

renovation is 25 million. Because the renovation is such a large undertaking and 

requires the roof to be lifted, the cost is approximated quite high. For example, an 

ice-hockey arena renovation for the Porin Ässät, which is an ice-hockey team in 

Finland, was estimated to cost 11.2 million euros (Porin Ässät 2014).  

 

In the case, the approximated rebuilding costs for the new ice-hockey arena are 35 

million euros. The team does not have to buy land for the new arena which keeps the 

costs moderate in the case.  
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3.1.2 League change 

The idea to add a league change to the case was inspired by the Finnish ice-hockey 

team Jokerit. The team decided to change their league from the Finnish Liiga to the 

Russian Kontinental Hockey League (KHL). At that time, it brought a lot of media 

attention to the team as they were the first Finnish ice-hockey team to join the KHL. 

However, the team Jokerit has also had its financial problems covered by the media. 

The Jokerit’s first year in the KHL brought the club over 13.4 million euros in losses, 

and the sales revenues did not even cover the salaries of the staff (Kauppalehti 2016). 

Nevertheless, the Jokerit will continue their journey in the KHL due to the team 

having extended their contract by five years (Helsingin Sanomat 2017).  

 

In the case, the team considers changing the league from the Liiga to the KHL. It is 

estimated that the league change will bring new revenue streams, but it will also 

include new expenses. To play in the KHL, the club needs to pay a deposit of 2 

million euros on their freshman year. The KHL also demands an annual attendance 

fee of 0.7 million euros. In the case, the club negotiates a contract stipulating that if a 

new Russian sponsor, Matrjus, buys the name rights for the ice-hockey arena, they 

will also pay 10% of the team’s annual KHL fee. 

 

The major change in the club’s expenses concerns salaries if it decides to change 

leagues from the Liiga to the KHL. If the team decides to continue in the Liiga, the 

players’ salaries will be growing at 8 % per annum. If the club decides to either 

renovate the old ice-hockey arena or rebuild a completely new arena, however, there 

will be no incremental player expenses. But should the club change their league from 

the Liiga to the KHL, player expenses will double and will continue to grow at 8% 

annually. The operating expenses will also increase due to there being more 

travelling expenses.  

3.1.3 Player purchasing  

Purchasing players for a sports team is similar to buying stocks in stock markets 

where investors are trying to achieve greater returns than costs. Investing in players 

is researched much like in the stock markets where investors must use data from the 
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past because there are not any sure promises of the future. (Rogers 2003, Wolfe et al. 

2007). 

 

The case is not focused on player purchasing. However, the case does view the 

players as investments, as their salary expenses double if the team joins the KHL. It 

is generally a creditability factor how much a team pays for its players. Newcomers 

are important in creating good Cinderella stories with “rags to richness” narratives, 

but well-known players bring ready-made assets to the team.  

  

In corporate finance, the aim of investment decisions is to expand corporate’s 

functions (Levy & Sarnat 1991: 23—24). In sports, some of the biggest investment 

target are the players themselves. Buying a player is a risky investment due to there 

being no grantees of a player’s health in the future, for instance. Risks involved in 

player purchases include potential injuries and the uncertainty of a player’s 

performance. The case does not include a singular player purchasing scenario, but a 

major part of the team’s expenses is nevertheless comprised of salaries for the 

players. Not to forget, wise and cost-effective player picks will also lead to the 

opportunity to spend money on other investments. 

3.2 Potential goals of the management  

According to Levy & Sarnat (1991: 8—19) and Ross, Westerfield & Jordan (2010: 

8—9), at first a firm must determine a goal for itself. After that goal is decided, it is 

much easier to make decisions which have an effect on the firm’s future. Financial 

decisions and investments may fix a firm’s future course for better or worse. They 

also commonly refer to a highly uncertain future.  Major financial decisions must be 

made even with incomplete information, and only a few of the relevant variables are 

controllable. However, even these kinds of decisions cannot be avoided, as “no 

decision” is also a “decision”. (Levy & Sarnat 1991: 8—19). 

 

Financial decisions depend systematically on certain factors. One can emphasize the 

upcoming capital structure and consider optimizing the capital structure taking all the 

benefits of debt. This makes also sense as financial decisions should be based on 

rational reasoning. But are people always rational? Heaton (2002) and Hackbarth 
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(2008) present that optimistic managers overestimate their firm’s profitability and 

prefer debt to equity as they tend to perceive their firm’s equity as severely 

undervalued. By contrast, overconfident managers believe that the volatility of the 

firm’s cash flow is lower than it truly is, and therefore underestimate the expected 

cost of bankruptcy and take on more debt (Hackbarth 2009). 

 

In the absence of a decided goal, a firm would have no criterions for choosing among 

alternative investment strategies and projects. Firms must choose between 

investment projects with higher and lower returns but the returns are not everything 

what to take into account. For example, an investment strategy which promises two 

million euros accompanied by the risk of possible bankruptcy may not be the first 

choice if the other option is to gain one million euros’ profit and sleep soundly at 

night. (Levy & Sarnat 1991: 21—28). 

 

Levy and Sarnat (1991: 16) present eight possible candidates for the goal of the firm:  

 

1. Maximization of profits. 

2. Maximization of sales. 

3. Survival of the firm.  

4. Achieving a “satisfactory” level of profits. 

5. Achieving a target market share.  

6. Some minimum level of employee turnover.  

7. “Internal peace” or no ulcers for management as this 

objective is often called.  

8. Maximization of managerial perks and salaries.  

 

These goals are similar as presented by Ross et. al. (2010: 8—9), but they also add 

goals appointed like avoiding financial distress and bankruptcy, beating competition 

and maintaining a steady earnings growth. However, all these above considerations 

have in common that they indicate that a firm should maximize its profits while 

minimizing risk. A high profit potential project is characterized by a high degree of 

risk, but management should weigh returns against risk.  
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3.2.1 Management’s goals in the case  

In the case, five different scenarios need to be evaluated through their riskiness and 

future cash flows. In the first scenario, the team Jets decides to stay in the Liiga and 

not invest in either remodeling or rebuilding their ice-hockey arena. That produces a 

positive outcome as the club is a good company with a long history and stable 

financial status. This decision contains the smallest risk level. The renovation or 

rebuilding of the arena is the entry ticket to the KHL. Jets may of course also stay in 

the Liiga and enjoy its new facilities, but even though it brings a slight increase in 

returns in comparison to leaving the arena alone, it also contains a higher risk level 

than keeping the arena as it is. Joining the KHL and constructing a new arena 

includes the highest risk rate of all the available options. The arena renovation and 

joining the KHL option also has higher risk level than merely staying in the Liiga 

league, while the financial pressure will be much higher after rebuilding the arena.  

 

Figure 1. Jets investment opportunities 

 
This graph illustrates the different investment opportunities which Jets is facing. The 

plusses and minuses show how risky the investments are. This also reveals whether 
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the future cash flows are negative or positive. The graph estimates that the riskiest 

choice for the team is to rebuild a new arena and join the KHL. If the KHL stays 

stable, the investment is a success but if not, the losses are enormous. By contrast the 

most risk-free solution is not to have an arena refresh nor change leagues from the 

Liiga to the KHL. These choices depend on the decided goal of the Jets firm.  

 

When the Jets has decided its goal, it is much easier to approach this flow chart. Of 

course, the given background of the case guides choosing the goal but it is still 

important from a pedagogical perspective that the students comprehend the goal of 

the team Jets by their own reasoning.  

 

3.3 Analyzing risk and investment opportunities  

Hubbard (2009: 8) defines risk as the probability and magnitude of a loss, disaster or 

another undesirable event. Risk is also equivalent to a definition that a negative 

outcome is likely. The website of English Oxford living dictionary adds that a risk is 

characterized as a situation which involves exposure to danger. As a clarification, if a 

situation is risky, there is a possibility that something unpleasant or unwelcome will 

happen.  

 

When the concept of risk is taken to the world of finance, risk comes to mean that 

there is the possibility of financial losses. To evaluate these potential losses, firms 

must calculate possible projects’ impact on the firm’s own net present value to 

evaluate the soundness of their investment options, and compare that to the 

investment’s riskiness. According to Levy & Sarnat (1991: 216), the term risk is 

used interchangeably with an investment whose profit is not known in advance with 

absolute certainty but for which an array of alternative outcomes and their 

probabilities are known. However, Fried, DeSchriver and Mondello (2003: 103—

105) point out that when present values of future cash flows are calculated, the right 

discount rates must be approximated. The choice of the correct discount rates is tied 

to the risk of future cash flows. In this instance, risk refers to the uncertainty of the 

future cash flows. These preparatory functions can be termed as risk management. 
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Risk management is the process designed to identify problems and produce solutions 

for various risks ranging from tax concerns to litigation-based issues.  

 

Hubbard (2009: 10—11) outlines that in the definition of risk management, risk 

management is described as the identification, assessment, and prioritization of risks 

followed by coordinated and economical application of resources to minimize, 

monitor, and control the probability and impact of unfortunate events. To put it 

concisely, risk management is being smart about taking chances. Hubbard continues 

that risk management takes many forms, but the goal is always to minimize risk in 

some area of the firm relative to the opportunities being sought, given resource 

constraints.  

 

In the case, the biggest uncertainty to future cash flows arises from the instability of 

the KHL. If the KHL stays stable and does not collapse, the Jets’ investments in 

either a completely new ice-hockey arena or the renovation of the existing arena will 

create remarkable profits. However, this also means significant losses if the KHL 

collapses. Joining the KHL demands a high risk-taking ability. The risk-taking 

preferences depend on the decisions-maker which is in this case the student herself 

or himself.  

 

The case evaluates the students risk-taking ability because she or he needs to choose 

from different investment options. If the student’s risk-bearing capacity is low and 

the goal or preference is avoiding bankruptcy or ensuring the club’s survival, the 

better choice is not joining the KHL. Either the student may choose to rebuild the 

ice-hockey arena or renovate it. However, if the student does not have any risk-

taking ability, being risk averse, the choice could also be to ignore the renovations 

and preserve the current status quo for the club. It would also create a positive net 

present value for the future cash flows at the smallest risk.  

 

There are alternative attitudes towards risk which can be separated in three main 

classes, risk neutral investors, risk averters, and risk lovers. The risk averters dislike 

risk while risk lovers prefer risky prospects. The empirical and theoretical evidence 

supports that typically investors are risk averse. (Levy and Sarnat 1991: 227). 
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3.3.1 Application to risk analyzing – decision tree  

The decision tree is a technique which can be utilized to facilitate investment 

decision-making when uncertainty prevails, especially when the problem involves a 

sequence of decisions. Decision trees are commonly used to describe the real options 

impended in capital investment projects. The decision tree can be also called a 

decision flow diagram and it can help to illustrate project risk. (Levy & Sarnar 1999: 

277—279; Brealey et. al., 2014: 258—265). 

 

In the case, the decision tree shows a systematic approach to survey the possible 

investment opportunities and their riskiness. The decision tree clearly presents the 

different options from which the case reader i.e. the student may choose the most 

pleasing one. The decision tree introduces the Jets’ net present value after making the 

decision between different investment options. The decision tree makes it easier to 

compare the different opportunities at once.  

 

 

Figure 2. Decision tree of Jets’ future  

 

In the decision tree, actions taken at the one stage depend on actions taken at earlier 

stages. In a situation such as this, the evaluation of investment alternatives can 
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(0,15) -55,90

Liiga
15,55
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become very complicated. The decision tree forces the investor to systematically 

write down all the possible future decisions, as well as their respective monetary 

outcomes. The decision tree technique does not, however, obviate the need to reach 

decisions regarding projects having different expected profit-risk profiles. Making 

use of the decision tree helps investors make possible courses of action more 

transparent, especially when the firm is confronted by a complex sequence of 

decisions. (Levy & Sarnat, 1999: 277—279). 
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4 SOLUTION APPROACH FOR THE CASE  

Previously it has been discussed what investment decision-making demands. First, 

the decision-maker must know what the goal of the investment decision is. If the 

decision-maker works in a firm which wants to focus on maximizing the profits, the 

firm is more willing to take risk. However, if the firm is mostly concerned with its 

survival, it may not be so eager to take risk. Even though a firm has a clear goal, an 

individual manager’s personal preferences or characteristics may influence the 

decision-making process. If the manager is rather risk-averse, she or he may not 

necessarily wish to take the riskiest investment project opportunity, while a risk-taker 

manager may pursue the same opportunity without any qualms.  

 

Regardless of the type of investment opportunity that is being evaluated, the firm 

must do capital budgeting. It is useful to determine the cash flows of an investment 

and also discount them before judging the opportunity according to personal 

preferences. If the net present value of an investment has a positive impact on the 

firm’s value, it is commonplace that the project will be accepted. By contrast, if the 

NPV is negative, the project is typically rejected.  

 

The created fictional case is produced to be a suitable teaching material for an 

investment management course, and it strives to full-fill the university teaching 

targets. The goal of the fictive teaching case is to encourage students to become 

enthusiastic about making investment decisions and in all challenge the process. The 

case should help students to generally observe problems around investment decision-

making, and make it easier to analyze investment projects. Solving the case requires 

accuracy. However, it can be expected that if the student solves the first scenario she 

or he is able to solve all of them. The scenarios 1 to 3 are similar but the scenarios 4 

to 5 need probability calculation skills. 

 

The following sub-chapters provide an overview of the different solution of the 

teaching case.  
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4.1 Scenario 1 – No renovation nor rebuilding of the ice-hockey arena 

In the first scenario, the club Jets decides not to renovate the ice-hockey arena nor 

join the new league KHL. This means that the team continues to function as it has 

before. The club trusts its stable finance status, and at this juncture the club does not 

wish to rush into any big decisions. The basis of the Jets’ success has been developed 

with carefully considered decisions, meticulous planning, and taking some time for 

the process. In addition, the club’s wise choices have developed an excellent credit 

rating for it and the future looks bright. 

 

Considering risk, this is the most risk-free choice of all the possibilities. This 

decision has a positive net present value of 8.06 million euros. It is calculated 

summing the total value of net present values (6,678 million euros), subtracting it by 

the value of long term debt (1,088 million euros) and adding the cash from the 

current assets (2,470 million euros). The previous operation is done also in other 

scenarios’ net present value calculation.  

 

Because the case is designed to be used in university level teaching environment, this 

first scenario introduces the baseline for all the scenario solution tracks. The 

student’s assignment is first to recognize which estimated values from the financial 

statement are needed. The income statement of the club Jets and the forecasted 

values between 2016-2026 are given, and the student need to collect the information 

to be able to calculate the present value of the cash flows for every year. Also, the 

balance sheet of the year 2016 is given to the students as source data. In the first 

scenario, finding the needed information may turn out to be challenging depending 

on the student’s ground skills. One may even try to find a too easy solution, trying to 

utilize only the estimated values of the last year 2026.  

 

When the annual present values for the cash flows are calculated, the student needs 

to estimate the value of equity. This is possible when all the cash flows are 

discounted to their present value and summed together. The club’s value of equity is 

calculated subtracting the value of long term debt and adding the value of cash to the 

total value of cash flows. Possibly when the student can calculate the first value of 
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equity, the whole assignment turns out much easier because the process for the other 

scenarios is quite same and requires just precision.  
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Table 5 .Value of equity  Scenario 1  

 *MEUR Current  Forecast                    

Year 2016 2017 2018 2019 2020 2021 2022 2023 2024 2025 2026 

EBIT 1,130 1,078 1,012 0,931 0,834 0,718 0,581 0,421 0,235 0,021 -0,225 

Taxes 0,244 0,233 0,219 0,201 0,180 0,155 0,126 0,091 0,051 0,005 -0,049 

Depreciation 0,152 0,158 0,164 0,171 0,178 0,185 0,192 0,200 0,208 0,216 0,225 

Capital expenditure  0,004 0,0041 0,0042 0,0042 0,0043 0,0044 0,0045 0,0046 0,0047 0,0048 0,0049 

Change in net working capital  -0,013 -0,014 -0,015 -0,016 -0,017 -0,017 -0,018 -0,019 -0,020 -0,021 -0,022 

Unlevered free cash flow 1,047 1,013 0,969 0,913 0,844 0,761 0,662 0,545 0,408 0,249 0,066 

Present value of a cash flow  

 

0,9590 0,8678 0,7739 0,6773 0,5779 0,4757 0,3707 0,2628 0,1520 0,0382 

Year 2025 value of cash flows from years 2026- 2,497 

Present value of cash flows from years 2026- 1,523 

Total present value of future cash  

flows 6,678 

-Value of long term debt 1,088 

+Cash 2,470 

Value of equity  8,060 
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4.2 Scenario 2 – Renovating the ice-hockey arena 

In the second scenario of the case, the club decides to renovate its old ice-hockey 

arena. The renovation would be completed with a new building technique which 

would elevate the roof scaffolding to a higher level and thus increase the available 

seating and standing room while providing room for skyboxes and allowing for new 

additional rows of seating at the top. Also, a multimedia grandstand would be added 

where attenders may watch games and bet on them in special seating areas. 

 

The renovation will take two years starting in 2017, and its cost to complete is at an 

estimated total of 25 million euros. The renovation will be paid for in roughly equal 

instalments at the end of the first and second year of construction as incremental 

capital expenditures. Moreover, a special tax incentive would allow the team to 

depreciate the 25 million euros of construction costs over a five-year period 

following the project’s completion. The renovation of the arena would be ready in 

the beginning of 2019 and it would not have any effect on the Liiga games the team 

would be playing.  

 

The renovated ice-hockey arena will bring increases in attendance revenues, 

sponsorship revenues, and the arena’s operating expenses. Otherwise the forecasted 

growth of revenues and expenses stays at same level as in the scenario where no 

renovation would be opted for. In conclusion, this choice has more risk than not 

choosing any refurbishment for the old ice-hockey arena. This decision has a positive 

net present value of 10.91 million euros.  

 

If the student can calculate the right value of equity for this scenario, the value is on 

the line with the first scenario. The second scenario offers higher value of equity than 

the first one but it also requires more assets. However, adding many of the new 

incremental cash flows may turn out to be challenging because it requires accuracy.  
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Table 6 .Value of equity – Scenario 2 

*MEUR Current Forecast                   

Year 2016 2017 2018 2019 2020 2021 2022 2023 2024 2025 2026 

EBIT 1,130 1,038 0,972 -3,299 -3,357 -3,432 -3,526 -3,640 1,222 1,058 0,866 

Taxes 0,244 0,224 0,210 -0,713 -0,725 -0,741 -0,762 -0,786 0,264 0,229 0,187 

Depreciation 0,152 0,158 0,164 0,171 0,178 0,185 0,192 0,200 0,208 0,216 0,225 

Incremental depreciation        5,000 5,000 5,000 5,000 5,000       

Capital expenditure  0,004 0,0041 0,0042 0,0042 0,0043 0,0044 0,0045 0,0046 0,0047 0,0048 0,0049 

Incremental capital expenditures   12,500 12,500                 

Change in net working capital  -0,013 -0,014 -0,015 -0,016 -0,017 -0,017 -0,018 -0,019 -0,020 -0,021 -0,022 

Unlevered free cash flow 1,047 -11,518 -11,563 2,596 2,558 2,507 2,442 2,361 1,182 1,062 0,921 

Grant   5,000                   

Present value of the cash flow    -6,1696 -10,3591 2,2013 2,0530 1,9047 1,7560 1,6069 0,7613 0,6479 0,5315 

Year 2025 value of cash flows from years 2026- 34,751 

Present value of cash flows from years 2026- 21,190 

Total present value of future cash flows 16,124 

-Value of long term debt 5,241 

+Cash 0,024 

Value of equity  10,907 
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4.3 Scenario 3 – Rebuilding the ice-hockey arena  

In the third scenario of the case, the club decides to rebuild its arena entirely. The old 

arena has been updated, expanded, and refurbished several times over the past years, 

but to truly modernize its game-day facilities the club must build a completely new 

arena. Jets has explored a variety of possible locations, but the most favoured plan 

right now is building the new arena in a location adjacent to the current grounds. 

 

The new arena costs are estimated at 35 million euros. It will be paid in roughly 

equal instalments at the end of the first and second year of construction. Moreover, a 

special tax incentive would allow the team to depreciate the 35 millions of 

construction costs over a five-year period following the completion of the 

construction project. The new ice-hockey arena increases the attendance revenues, 

sponsorship revenues, and some of the arena’s operating expenses. Rebuilding of the 

arena has also no effect on the team’s games in the Liiga. This option has more risk 

than not renovating the old ice-hockey arena. This decision has a positive net present 

value of 15.55 million euros.  

 

In the teaching point of view, this scenario mirrors the scenario two. Of course, some 

of the incremental cash flows differ but the idea is to same in the calculations. If the 

student can find the right value of equity, it makes sense with the previous solutions. 

Again, the costs provide returns which turn out to be bigger than the costs which 

makes rebuilding the ice-hockey arena a good investment candidate. If the student 

manages this far, she or he can calculate this scenario already with a routine.  
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Table 7. Value of equity – Scenario 3 

 

 *MEUR Current  Forecast                    

Year 2016 2017 2018 2019 2020 2021 2022 2023 2024 2025 2026 

EBIT 1,130 1,078 1,012 -4,956 -4,997 -5,054 -5,129 -5,224 1,659 1,517 1,346 

Taxes 0,244 0,233 0,219 -1,070 -1,079 -1,092 -1,108 -1,128 0,358 0,328 0,291 

Depreciation 0,152 0,158 0,164 0,171 0,178 0,185 0,192 0,200 0,208 0,216 0,225 

Incremental depreciation        7,000 7,000 7,000 7,000 7,000       

Capital expenditure  0,004 0,0041 0,0042 0,0042 0,0043 0,0044 0,0045 0,0046 0,0047 0,0048 0,0049 

Incremental capital expenditures   17,500 17,500                 

Change in net working capital  -0,013 -0,014 -0,015 -0,016 -0,017 -0,017 -0,018 -0,019 -0,020 -0,021 -0,022 

Unlevered free cash flow 1,047 -16,487 -16,531 3,297 3,273 3,236 3,185 3,119 1,524 1,422 1,298 

Grant   5,000                   

Present value of a cash flow   -10,8725 -15,6473 2,9541 2,7751 2,5971 2,4198 2,2430 1,0374 0,9159 0,7913 

 

Year 2025 value of cash flows from years 2026- 48,971 

Present value of cash flows from years 2026- 31,549 

Total present value of future cash flows 20,763 

-Value of long term debt 5,241 

+Cash 0,024 

Value of equity 15,546 



 41 

4.4 Scenario 4 – Renovating the ice-hockey arena and joining the KHL  

In the fourth case scenario, the club decides to renovate its old ice-hockey arena and 

join the new league KHL. The estimated renovation costs will still be 25 million 

euros, but the KHL brings both new revenue and new expense streams. The club is 

aware of the risks of joining the KHL, but at the same time Jets sees the KHL as an 

opportunity to further improve the team’s standing in the world of sports. However, 

to become a respected team in the KHL, the club must at least double its player 

budget.  

 

In the previous years, Russia, the home country of the KHL, has had dark times 

financially, and those have also affected KHL ice-hockey teams. Because of the 

economical instability of Russia, the future of the KHL has been questioned from 

time to time. It has been approximated that there is a 15 % chance that the KHL will 

fail financially in the future. If Russia’s economic situation settles and the KHL 

games continue as always, the winner of the KHL will be paid the first prize of 10 

million euros. According to the case, the club Jets has its first chance at this big win 

in 2026.  

 

In the case, the KHL will suffer a financial collapse at the end of 2021, if it happens 

at all. In that instance, the club won’t receive any revenue for the following three 

years. During those three years, the Jets will negotiate its way back to the Finnish 

Liiga, and is the team will have its first chance to play there again in 2025.  

 

This scenario has two different closing scenarios. In the first one, Jets decides to 

renovate its old ice-hockey arena and join the KHL. If the KHL does not collapse 

and Jets wins in 2026, the option has a positive net present value of 27.85 million 

euros. This option has a probability of 85 %. However, if Jets decides to renovate its 

arena and joins the KHL but the KHL collapses, it has a negative net present value of 

– 36,03 million euros. When the probabilities are observed together, the net present 

value is 18.26 million euros.  

 



 42 

The probability calculation in this scenario brings the student back on her or his toes. 

Even though the used probability calculation technique is the most basic one, it may 

confuse the student especially in this first scenario. It is most likely to happen that 

the student tries to use the information of the probabilities in too early stage.   

 

The probabilities are interesting considering the student’s own risk preferences. 

Considering personal risk bearing ability it is hard to bring to the educational 

situation because the cash flow calculation is the main teaching target. However, in 

this point it would be interesting to ask the students to think themselves would they 

be able to choose this investment project and why. This would hopefully wake 

thoughts or even discussion between the students.  
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Table 8. Value of equity – Scenario 4 (KHL + win) 

*MEUR Current Forecast                   

Year 2016 2017 2018 2019 2020 2021 2022 2023 2024 2025 2026 

EBIT 1,130 1,038 0,972 -5,514 -3,483 -3,458 -3,441 -3,433 1,565 1,551 1,524 

Taxes 0,244 0,224 0,210 -1,191 -0,752 -0,747 -0,743 -0,741 0,338 0,335 0,329 

Depreciation 0,152 0,158 0,164 0,171 0,178 0,185 0,192 0,200 0,208 0,216 0,225 

Incremental depreciation        5,000 5,000 5,000 5,000 5,000       

Capital expenditure  0,004 0,0041 0,0042 0,0042 0,0043 0,0044 0,0045 0,0046 0,0047 0,0048 0,0049 

Incremental capital expenditures   12,500 12,500                 

Change in net working capital  -0,013 -0,014 -0,015 -0,016 -0,017 -0,017 -0,018 -0,019 -0,020 -0,021 -0,022 

Growth rate    -11,997 0,004 -1,074 1,862 0,011 0,009 0,006 -0,425 -0,001 -0,008 

Discount factor    0,94652 0,89590 0,84799 0,80264 0,75972 0,71909 0,68063 0,64423 0,60978 0,57717 

Present value of a cash flow   -6,1696 -10,3591 0,7288 1,9742 1,8894 1,8038 1,7175 0,9344 0,8834 6,6010 

 

 

 

  

Year 2025 value of cash flows from years 2026- 54,22 

Present value of cash flows from years 2026- 33,060 

Total present value of future cash flows 33,064 

-Value of long term debt 5,241 

+Cash 0,024 

Value of equity  27,85 
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Table 9. Value of equity – Scenario 4 (KHL collapses) 

*MEUR Current Forecast                   

Year 2016 2017 2018 2019 2020 2021 2022 2023 2024 2025 2026 

EBIT 1,130 1,038 0,972 -5,514 -3,483 -3,458 -28,424 -30,036 -12,063 -0,045 0,324 

Taxes 0,244 0,224 0,210 -1,191 -0,752 -0,747 -6,139 -6,488 -2,606 -0,010 0,070 

Depreciation 0,152 0,158 0,164 0,171 0,178 0,185 0,192 0,200 0,208 0,216 0,225 

Incremental depreciation        5,000 5,000 5,000 5,000 5,000       

Capital expenditure  0,004 0,0041 0,0042 0,0042 0,0043 0,0044 0,0045 0,0046 0,0047 0,0048 0,0049 

Incremental capital expenditures   12,500 12,500                 

Change in net working capital  -0,013 -0,014 -0,015 -0,016 -0,017 -0,017 -0,018 -0,019 -0,020 -0,021 -0,022 

Growth rate    -11,997 0,004 -1,074 1,862 0,011 -7,867 0,074 -0,496 -1,021 1,515 

Discount factor    0,94652 0,89590 0,84799 0,80264 0,75972 0,71909 0,68063 0,64423 0,60978 0,57717 

Present value of a cash flow   -6,1696 -10,3591 0,7288 1,9742 1,8894 -12,2806 -12,4786 -5,9486 0,1204 0,2866 

Year 2025 value of cash flows from years 2026- 18,73 

Present value of cash flows from years 2026- 11,424 

Total present value of future cash flows -30,813 

-Value of long term debt 5,241 

+Cash 0,024 

Value of equity  -36,03 
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4.5 Scenario 5 – Rebuilding the ice-hockey arena and joining the KHL 

In the fifth case scenario, Jets decides to rebuild its old ice-hockey arena entirely and 

join the KHL. The estimated renovation costs will be 35 million euros, but the KHL 

will bring both new revenue and expense streams as in the previously discussed 

scenario four. In this scenario, there would be the same risk factors as in the fourth 

one and the Jets should double its player budget to become a creditable team 

according to the KHL standards. 

 

In this scenario, the KHL has the same 15 % chance to collapse as mentioned 

previously, but if the KHL stays stable, Jets has the chance to win 10 million euros 

first prize. According to the case, Jets has its first chance to win this prize in 2026. 

However, if the KHL collapses according the case estimates in 2021, Jets will not 

receive any revenue in the following three years. This time Jets negotiates its way 

back to the Finnish Liiga, where its first chance to resume playing games is in 2025. 

 

This scenario also has two different closing possibilities. In the first one, Jets decides 

to build a completely new ice-hockey arena and join the KHL. If the KHL does not 

collapse and Jets wins in 2026, that option has a positive net present value of 32.16 

million euros, and the probability of 85 %. However, if Jets decides to rebuild its 

arena and join the KHL but the KHL collapses, it has a negative net present value of 

– 55.90 million euros. When the probabilities are observed together, the net present 

value is 14.52 million euros.  

 

If the student can calculate the previous scenario, she or he has routine to calculate 

this one too. The importance of accuracy must be highlighted also in this scenario 

because handling this big dataset takes its own time. If the numbers are not matching 

for example with other students, making the calculations can be even frustrating for 

the student.   
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Table 10. Values of equity – Scenario 5 (KHL + win) 

*MEUR Current Forecast                   

Year 2016 2017 2018 2019 2020 2021 2022 2023 2024 2025 2026 

EBIT 1,130 1,078 1,012 -7,132 -5,081 -5,037 -4,999 -4,969 2,051 2,061 2,059 

Taxes 0,244 0,233 0,219 -1,540 -1,098 -1,088 -1,080 -1,073 0,443 0,445 0,445 

Depreciation 0,152 0,158 0,164 0,171 0,178 0,185 0,192 0,200 0,208 0,216 0,225 

Incremental depreciation        7,000 7,000 7,000 7,000 7,000       

Capital expenditure  0,004 0,0041 0,0042 0,0042 0,0043 0,0044 0,0045 0,0046 0,0047 0,0048 0,0049 

Incremental capital expenditures   17,500 17,500                 

Change in net working capital  -0,013 -0,014 -0,018 -0,019 -0,020 -0,021 -0,023 -0,024 -0,026 -0,027 -0,029 

Growth rate    -16,741 0,003 -1,096 1,013 0,013 0,012 0,010 -0,447 0,010 0,004 

Discount factor    0,94652 0,89590 0,84799 0,80264 0,75972 0,71909 0,68063 0,64423 0,60978 0,57717 

Present value of a cash flow   -10,8725 -14,8078 1,3523 2,5765 2,4715 2,3668 2,2622 1,1835 1,1309 6,8469 

 

Year 2025 value of cash flows from years 2026- 70,30 

Present value of cash flows from years 2026- 42,866 

Total present value of future cash flows 37,376 

-Value of long term debt 5,241 

+Cash 0,024 

Value of equity  32,16 
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Table 11. Value of equity – Scenario 5 (KHL collapses) 

*MEUR Current Forecast                   

Year 2016 2017 2018 2019 2020 2021 2022 2023 2024 2025 2026 

EBIT 1,130 1,078 1,012 -7,132 -5,081 -5,037 -30,386 -31,997 -12,022 -0,003 0,368 

Taxes 0,244 0,233 0,219 -1,540 -1,098 -1,088 -6,563 -6,911 -2,597 -0,001 0,080 

Depreciation 0,152 0,158 0,164 0,171 0,178 0,185 0,192 0,200 0,208 0,216 0,225 

Incremental depreciation        7,000 7,000 7,000 7,000 7,000       

Capital expenditure  0,004 0,0041 0,0042 0,0042 0,0043 0,0044 0,0045 0,0046 0,0047 0,0048 0,0049 

Incremental capital expenditures   17,500 17,500                 

Change in net working capital  -0,013 -0,014 -0,015 -0,016 -0,017 -0,017 -0,018 -0,019 -0,020 -0,021 -0,022 

Growth rate    -16,741 0,003 -1,096 1,015 0,013 -6,114 0,076 -0,485 -1,025 1,302 

Discount factor    0,94652 0,89590 0,84799 0,80264 0,75972 0,71909 0,68063 0,64423 0,60978 0,57717 

Present value of a cash flow   -11,4868 -16,5313 1,5913 3,2063 3,2491 -16,6164 -17,8711 -9,2016 0,2307 0,5311 

Year 2025 value of cash flows from years 2026- 20,04 

Present value of cash flows from years 2026- 12,220 

Total present value of future cash flows -50,679 

-Value of long term debt 5,241 

+Cash 0,024 

Value of equity  -55,90 
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4.6 Summary of the scenarios  

At this juncture, it would be easy to say that the club should choose the project with 

the highest net present value of Jets, i.e. that Jets should accept the opportunity 

where it would renovate its old arena and join the KHL. The club’s NPV in this 

scenario is 18.26 million euros. This scenario, however, has two possible outcomes: 

while the Jets will never gain the 18.26 million euros, it will either have an 85 % 

chance that the club’s value would be 27. 85 million euros, or a 15 % chance for 

massive negative net present value of -36.03 million euros.  

 

The scenario above is perhaps best suited for risk-takers, but the scenario in the 

second place does not include as much risk. If Jets accepts the project where it builds 

a new arena but stays in the Liiga, the club’s NPV will be 15.55 million euros. This 

investment does not demand as much risk-taking ability as the previous one even 

though it too yields a remarkable NPV.  

 

If Jets’ management judged the investment projects only by their NPV, the best 

investment project to choose would be building a completely new stadium and 

joining the KHL, with its NPV 32.16 million euros. The most undesirable scenario 

would therefore be doing nothing. Taking the goals of Jets and the managements 

risk-bearing preferences into consideration changes the situation a bit and perhaps 

gives slightly more leeway for the first choice.  

 

This case leaves it open which pedagogical objectives may be highlighted in the 

educational situation. If the wish is to go this case through fast, the student my try to 

calculate the equity values at home by the help of the lecture material. However, if 

there is more time to use for this the case may be also done as a group work. The 

main educational objective is the calculation of the future cash flows for alternative 

investment projects but taking the risk preference speculation also to the 

consideration, the case becomes a many-sided learning wholeness.   
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5 CONCLUSION   

The aim of this thesis is to create a framework to analyze capital investment projects. 

A teaching case was designed as a byproduct of this thesis which is targeted to be 

used as a teaching material in a university level investment management course. 

According to Farquhar (2012: 4—5), a case study usually presents a real-life 

example of a company or organization, and that is also true in this case despite the 

firm and the investment project situation being entirely fictional. A case study which 

is used for teaching purposes presents a specific example of activity based on a 

discipline. This teaching case presents a situation where a fictional ice-hockey club 

faces an investment decision problem.  

 

The students’ main assignment is to consider which of the investment scenarios are 

the best option for both the sport club and themselves. The students are supposed to 

bring their theoretical knowledge to the case situation as a means of interpreting the 

facts. Analyzing the case also helps students to understand the theoretical objectives 

of the learning exercise, and the students will gain practical knowledge in how 

investment decisions are made.  

 

This thesis focuses on the reasoning behind investment decisions and it aims to 

provide insight for them through the case. Firstly, it is highly important to know the 

goals of a firm. The firm’s chief goal may be maximizing the profits or surviving to 

the next quarter, but it should clearly influence the decision-making process. 

However, companies are run by people, and it follows that the management’s 

personal preferences may also effect the decision-making process. If the manager of 

the firm is eager to take risks, she or he may be more willing to choose projects with 

unsecure prospects in the future. By contrast, a more risk-averse manager may avoid 

risk even though it could bring more returns for the firm in some of the cases.  

 

This thesis presents some optional investment-making practices in addition to the 

most popular net present value calculation method. The decision-making tree method 

works well for the presented case environment. According to the decision-making 

tree, the net present values of suggested projects must be calculated, but it presents 
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the solution in simple form which makes it easier to choose the most pleasing course 

of action considering the risk-bearing ability and the firm’s goal.  

 

The project’s impact on the firm’s value depends on all the additional cash flows that 

result from project acceptance (Brealey et. al. 2014: 105—108). This thesis explores 

all the possible investment possibilities for the fictional sport club. After those have 

been presented, the projects’ impact on the firm’s net present values are calculated. 

Net present value is a useful evaluating technique, but the IRR and the pay back 

technique are also presented as alternative techniques.  

 

There are five different scenarios from which the sport club chooses the best one. In 

the first scenario, the club Jets decides to stay in the Finnish Liiga and chooses not to 

refurbish their ice-hockey arena. That produces a positive outcome since the club is a 

healthy company with a long history and stable financial status. This decision 

contains the smallest risk level. The renovation or rebuilding of the arena is the entry 

ticket to the new league KHL. The club may of course also stay in the Liiga while 

enjoying its new facilities, but even though this choice brings slightly more returns 

than the “do nothing” option, it also contains a higher risk level than doing nothing. 

Joining the KHL and building an entirely new arena includes the highest risk rate of 

all. The arena renovation and joining the KHL option also has a higher risk level than 

staying in the original league, and the financial pressure is a lot higher after 

rebuilding the arena. Only the options of entering the KHL and refurbishing the 

arena give a negative net present value should the KHL collapses, which is at a 15 % 

chance of taking place.  

 

The possible collapse of the KHL brings the decision process back to the beginning 

as at this stage the decision-maker must be aware of both her or his risk preferences 

and the firm’s own goals. Even though an investment project such as joining the 

KHL and building a new arena gives the biggest net present value, it also requires 

high risk-taking capacity from the person making the decisions. 

 

The goal of the teaching case is to be interesting to follow and captivating to read 

encouraging students to become enthusiastic about making investment decisions and 

in all challenge the process. The case should help students to generally observe 
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problems around investment decision-making, and make it easier to analyze 

investment projects. Calculating cash flows for alternative capital investment 

projects demands great accuracy from students. However, evaluating the cash flows 

for  investments may be even frustrating if the numbers are not matching for example 

with other students. Still, solving the case teaches great skills of investment decision-

making and offers a possibility to consider one’s own risk-bearing ability.  
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APPENDIX 1. THE FICTIONAL TEACHING CASE   

 

Jets is a successful Finnish ice-hockey team which was founded in 1946. The team 

has won the cup for Finnish Elite League – the Liiga seven times; once in the 1980s 

and six times in the 2000s. In the 21st century, the team has been in the running to be 

one of the three best teams in the league for seven times, which is the national 

Finnish record. The team has played in the Liiga non-stop since the season 2000-

2001. Altogether the season 2015-2016 is the team’s 31st in the Liiga. 

 

In the recent years, Jets has reached a stable finance status, and the team’s success 

does not show any signs of abating. This great financial background has been 

accomplished through hard work, wise choices, and carefully considered decisions. 

During the previous fiscal year (2016), club’s total revenue was 11.54 million euros. 

The club’s faith in the future is also strong and Jets has high hopes of the seasons to 

come. However, the field of sports is irrevocably tied to the overall economic 

situation. When the economy is strong, people have more money to spend on their 

free time, and when times are harder people can put their money only towards what 

is necessary. 

 

For years, an international consulting agency has provided Jets estimated values for 

investment projects. The agency approximates Jets’ 20-year risk free rate at 2.23 % 

and Jets’ asset beta level at 1.14. The agency estimates that market capitalization is 

4.23 million euros, and the approximated risk premium is 3 %.  

 

The story of the arena 

 

The present home arena of Jets was opened in 1975. The arena is owned by the Jets 

club and the local company Titan owns the arena’s naming rights. The arena was 

renamed as the Titan Arena in 2003 when Jets decided that the main leaser could sell 

the naming rights to another company. In 2003 Titan took up the lease for the 

naming rights in a contract which will continue to the end of 2019. When Titan’s 

contract ends, the naming rights will be returned to the club.  
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The last time the arena has been renovated was in 2003-2004.  In that renovation, the 

attendance capacity was reduced from 7600 to 6600. Right now, the Titan Arena has 

the capacity of 4718 seats, standing room for 1616, and 280 sky box seats. In 2008, a 

brand-new training space was opened next to the arena. Jets plays its home games in 

the Titan Arena and it does also all its training there.  

 

The future  

 

The club management for the Jets has decided that it has three options for 

progressing on its road of success. The first opportunity is that Jets continues to work 

precisely as it has before. Its wise choices have developed an excellent credit rating 

for it and the future looks bright. The basis of Jets’ success has been thoroughly 

thought-out decisions, careful planning, and taking the time necessary for the process 

of deliberation.  

 

The team receives revenues from four major sources: attendance, sponsorship rights, 

broadcast rights, and merchandise sales. For the past several years, revenue growth 

in the Liiga has been averaging 5 % across all these sources and it is expected to 

continue at that rate for another ten years in addition to the net working capital 

growth.   

 

Player salaries are growing at 8 % per year. The competition for top-level talents is 

tough and the teams in the Liiga are willing to pay large sums for the best players. 

Jets keeps its capital expenditure at 4,000 euros in 2017 with the expected grow at 2 

% per year. The arena operating expenses and other expenses are expected to grow at 

4 % as well as depreciation and interest expenses. The tax rate will be 21.6 % 

through the period. 

 

If Jets decides to renovate or rebuild their arena, it opens new kinds of opportunities.  
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Renovation  

 

Because Jets has expressed its interest to develop Titan Arena’s facilities, the home 

city of Jets has carried out some fund-raising operations for the arena renovation. 

The renovation of Jets’ home arena will especially concentrate on modernizing the 

game-day facilities. The home city of Jets considers that supporting a local sport 

team is a positive for the city’s imago, and it opens new opportunities in the field of 

event business. The city will grant a fund for 5 million euros to invest in the arena’s 

upgrading and it will be donated to the club in 2017.  

 

Jets is considering to invest more to the coming renovation and build a bigger arena 

which would have room for 8,000 attendees. Jets would also make an effort to 

improve the ice refrigerant system, offices, locker rooms, arena lighting and sound, 

and arena seating. 

 

The attendance capacity would increase from 6,600 by 1,400. The renovation would 

be completed with a new construction technique which would elevate the roof to a 

higher level and thus increase the amount of seats, standing room, and skyboxes, 

making new mezzanine rows on higher levels of the arena. Also, a multimedia 

grandstand will be added where attenders may watch games and bet on them in 

special seats. These seats have a tablet screen which the viewer may also use for 

enjoying other services. For example, these seats have the capacity to order food and 

drinks directly to the grandstand without leaving it during the game. There would be 

500 multimedia seats available altogether.  

 

The renovation would take two years to complete, starting in 2017 at an estimated 

total cost of 25 million euros. On the first year of renovation, the funds from the 

home city of Jets will be counted to its present value and added to future free cash 

flows. The renovation would be paid in roughly equal instalments at the end of the 

first and second year of construction as incremental capital expenditures. Moreover, 

a special tax incentive would allow the team to depreciate the 25 million of 

construction costs over a five-year period following completion.  
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The renovation of the arena would be completed in the beginning of 2019 and it 

would not have any effect on the team’s Liiga games. During the renovation, Jets 

must however train two summer seasons (4 months/year) in another arena. The rent 

of the training arena will cost 10,000 euros per month.  

 

With the new arena, the Jets expects that the incremental attendance revenue will 

increase by 20 % relative to the current forecast, the incremental sponsorship 

revenues by 15 %, and the incremental arena operating expenses by 5 %. It is 

expected that Titan will extend its naming rights contract until the end of 2026. 

Otherwise the forecasted growth of revenues, expenses, etc. will stay at same level as 

in the situation where no renovation would be made.  

 

Arena rebuilding  

 

One considerable option for the club Jets is also to rebuild its home arena entirely. 

The Titan Arena has been updated, expanded, and refurbished several times over the 

past years, but to truly modernize the game-day facilities is to build a new one. The 

current attendance capacity is 6,600 but Jets is hoping to accommodate up to 9,500 

attenders. A truly modernized arena would be a collection of new innovations which 

will attract new type of venue renters and ice-hockey game viewers. With the old 

arena, it is unfortunately not possible to start all new planned event experiments. Jets 

has explored a variety of possible locations for the new arena, but the most favoured 

plan right now is to build the new arena in a location adjacent to the current grounds. 

The new arena will be the diamond in the crown of all Finnish ice-hockey arenas and 

it will have the newest technology for every possible need.  

 

The new arena will cost an estimated 35 million euros for Jets. The sum will be paid 

in roughly equal instalments at the end of the first and second year of construction. 

Moreover, a special tax incentive would allow the club to depreciate the 35 million 

euros of construction costs over a five-year period following the arena’s completion. 

Due to the rebuilding, the fees to the naming rights fees would rise for their current 

holder Titan, and that would be shown as a 20 % incremental growth in sponsor 

rights revenues. It is expected that in this case Titan extends its contract with Jets 

until the end of 2026.   
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Because the old arena will be left standing where it is, it will be kept for training 

purposes. The arena rebuilding effort will also not have an effect on the team’s Liiga 

games because they will be able to play their games at the old arena before the new 

arena is completed.  

 

With the new arena, the team Jets expects attendance revenue to increase 

incrementally by 25 % relative to forecast, and arena operating expenses to increase 

incrementally by 3 % relative to forecast. These increases are estimated based on the 

historical experience of the team Eagles who opened a new 9,000 capacity arena in 

2014 after playing for many years in their old 6,000 capacity arena.  

 

Otherwise the growth of revenues, expenses, etc. will stay at same level as in the 

situation where no rebuilding would be done. The grant from the home city of Jets 

will be donated as discussed in the arena renovation scenario. 

 

From the Liiga to the KHL 

 

One other Finnish ice hockey team, the Lumberjacks, has made this radical move: in 

2015, it left the Finnish Liiga and moved to the Russian Kontinental Hockey league 

(KHL). This has brought the Lumberjacks a lot of media attention and new 

sponsorship deals. On the other hand, media has also reported that the Lumberjacks 

has some financial issues because the players are more expensive in the KHL and 

there are much more travelling expenses.  

 

The KHL is an international professional ice-hockey league which was founded in 

2008. It comprises of 28 teams based in Russia, China, Belarus, Croatia, Finland, 

Kazakhstan, Latvia, and Slovakia. It is widely considered to be the premier 

professional league in Europe and Asia, and second in the world behind the National 

Hockey League (NHL).  

 

The Jets management has been following the Lumberjacks’ moves from the 

sidelines, and it has brought up the idea of also changing leagues to the KHL. The 

club is aware of the risks involved, but at the same time sees the KHL as an 

opportunity to bring the team onto the next level. Moreover, the KHL has 
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continuously praised the Lumberjacks as an excellent addition to the KHL league. 

The KHL is also pleased that their league has expanded to western areas. In all, it 

would be great for the KHL if more Finnish teams would play in it because it would 

provide the KHL with new followers and more publicity.   

   

To get the creditability in the KHL, the Jets needs to at least double its player budget. 

It would however continue its expected 8 % annual growth. For example, the 

Lumberjacks set aside 20 million annually for its player budget in the KHL; in 

contrast, the Jets club is spending 5.3 million annually on players in the Liiga 

currently. The Jets club is also fostering new ice-hockey starts in its extremely active 

junior teams but to be taken seriously, the team needs a few bigger names that are 

already known in the ice-hockey world to balance out the diamonds in the rough the 

team already has on its roster.  

 

The team’s games visibility would rise exponentially, as normally the KHL games 

have approximately tens of millions of viewers.  The Russian TV company Astan 

owns the broadcast right for the KHL games. If the Jets starts to play in the KHL, it 

will receive 9 million for the broadcast rights from Astan for the first year (2019), 

continuing by 10% annual growth. 

 

To play in the KHL every team must pay a deposit of 2 million euros. If a team 

decides to leave the KHL for one reason or another, the deposit will be returned. 

However, last year Russia has experienced dark days in terms of economics, and that 

has also had an effect on the KHL. Some western sponsors have chosen to step back 

and there have been problems in paying the players’ wages. Also, due to the falling 

value of the rouble some players playing for Russian teams are receiving only a 

fraction of their originally agreed earnings. Because of the economical instability of 

Russia, the future of the KHL has been questioned from time to time.  It has been 

approximated that there is a 15 % chance that the KHL fails financially in the future. 

If the KHL collapsed, the deposits would never be paid back.   

 

When the club management is having its negotiations regarding changing leagues, a 

big Russian company, Matrjus, expresses its interest in buying the naming rights for 

the Jets home arena from Titan, should Jets change leagues to the KHL. Jets makes 
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the stipulation that when Matrjus buys the naming rights for the arena, they would 

also pay 10 % of the team’s annual KHL fee. The KHL attendance fee is 0.7 million 

euros annually. Matrjus pays its share of Jets’ annual fee directly to the KHL. The 

team’s first season in the KHL would be 2019-2020, and Matrjus would then begin 

their 10-year naming rights contract, too.    

 

If the economic situation in Russia settles and the KHL games continue as always, 

the annual winner of the KHL cup will be paid the first prize of 10 million euros. It is 

a sizeable reward, and it would alone cover a remarkable portion of Jets’ player 

expenses. Considering the Jets’ previous success and the statistics provided of the 

KHL freshmen teams on their first years, the Jets has its first chance at victory in 

2026. The first prize would be counted to its present value and added to total present 

value of future cash flows. 

 

League change and arena renovation  

 

With the arena renovation and joining the KHL in 2019, the team Jets expects 

attendance revenue to increase incrementally by 25 % relative to forecast, sponsor 

rights by 20 % with arena operating expenses increasing incrementally by 5 % 

relative to forecast. 

 

Otherwise, the growth of revenues, expenses, etc. will stay at same level as in the 

situation where no renovation would be done. The grant from the home city of Jets 

will be donated to the club. 

 

League change and rebuilding the arena  

 

If the Jets management decides to rebuild its arena and join the KHL in 2019, the 

team Jets expects attendance revenue to increase incrementally by 35 % relative to 

forecast, sponsor rights by 30 % and arena operating expenses to increase 

incrementally by 3 % relative to forecast. 
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Otherwise, the growth of revenues, expenses, etc. will stay at same level as in the 

situation where no rebuilding would be done. The grant from the home city of Jets 

will be donated as planned. 

 

Possible troubles in the new league  

 

As previously stated, due to the economic struggles of Russia, the future of the KHL 

is uncertain. The sports analysts have forecasted that most probably the KHL will 

collapse by the end of 2021, if it happens at all. In that case, the Jets won’t receive 

any revenues on the following three years.  During those three years, the Jets will 

negotiate its way back to the Finnish Liiga, and is able to first resume playing there 

again in 2025. In 2025, the Jets would also be able to gain revenues again but it is 

forecasted that their first-year attendance revenues will be 5.5 million euros, and 

sponsor right revenues 3.7 million in the Liiga. They will have an approximated 10 

% annual growth. In 2015, the broadcast rights are forecasted to be 2.5 million euros 

and merchandise sales 1 million euros. Broadcast rights and merchandise sale 

revenues will continue at an approximated 5 % annual growth.  

 

If the KHL collapses, the Jets club will suffer enormous losses with regards to its 

expenses. Even though there will be no KHL games any more, the club must still pay 

its players’ wages as agreed until the end of 2023. After that it has the option to 

reduce its player expenses because of the contracts of the players. However, Jets will 

not terminate all the player contracts because it will continue playing 2025 in the 

Liiga.  In 2024, the payroll will be 5 million euros and its approximated annual 

growth is 8 %.  

 

Before the KHL collapse the revenues and expenses act as there would be no 

collapse at all, regardless of whether Jets chooses the renovation or arena rebuilding. 

The collapse does not have any effect on approximated arena operating expenses, 

incremental operating expenses or other expenses. They stay at the same level 

independent of whether Jets chooses the renovation or arena rebuilding. There is no 

more need to pay the KHL attendance fee after the KHL collapses. The collapse will 

also have no effect on depreciations and capital expenditure.
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Table 12 Initial data for the students  

The balance sheet, risk-free rate, Jets’ asset beta and market value of equity are also given for the students but they are already presented in this thesis.  

*MEUR  Current Forecast 

         
Year 2016 2017 2018 2019 2020 2021 2022 2023 2024 2025 2026 

Attendance 4,02 4,221 4,432 4,654 4,886 5,131 5,387 5,657 5,939 6,236 6,548 

Sponsor rights 3,35 3,518 3,693 3,878 4,072 4,276 4,489 4,714 4,949 5,197 5,457 

Broadcast rights 2,26 2,373 2,492 2,616 2,747 2,884 3,029 3,180 3,339 3,506 3,681 

Merchandise sales 1,03 1,082 1,136 1,192 1,252 1,315 1,380 1,449 1,522 1,598 1,678 

Other revenues 0,879 0,923 0,969 1,018 1,068 1,122 1,178 1,237 1,299 1,364 1,432 

Total revenues 11,539 12,116 12,722 13,358 14,026 14,727 15,463 16,237 17,048 17,901 18,796 

Payroll 5,323 5,749 6,209 6,705 7,242 7,821 8,447 9,123 9,853 10,641 11,492 

Stadium operating expenses 1,49 1,550 1,612 1,676 1,743 1,813 1,885 1,961 2,039 2,121 2,206 

Other expenses 3,444 3,582 3,725 3,874 4,029 4,190 4,358 4,532 4,713 4,902 5,098 

Total expenses 10,26 10,88 11,55 12,26 13,01 13,82 14,69 15,62 16,61 17,66 18,80 

                        

EBITDA 1,282 1,236 1,176 1,102 1,012 0,903 0,773 0,621 0,443 0,237 0,000 

Depreciation  0,152 0,158 0,164 0,171 0,178 0,185 0,192 0,200 0,208 0,216 0,225 

EBIT 1,130 1,078 1,012 0,931 0,834 0,718 0,581 0,421 0,235 0,021 -0,225 

Interest 0,004 0,004 0,004 0,004 0,005 0,005 0,005 0,005 0,005 0,006 0,006 

Taxes (21,6% tax rate) 0,244 0,233 0,219 0,201 0,180 0,155 0,126 0,091 0,051 0,005 -0,049 

Net Income  0,882 0,841 0,789 0,726 0,649 0,558 0,450 0,325 0,179 0,011 -0,182 
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