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WHAT YOU WILL LEARN AND WHY IT MATTERS

The investment case is the document that translates a strategic idea into a financial commitment. It is the

analytical artifact that distinguishes a capital allocation process that is rigorous from one that is merely

formal — that determines whether investment decisions are made on the basis of genuine analytical

assessment or on the basis of organizational advocacy supported by selectively constructed financial

models.

This part covers the complete architecture of a world-class investment case: the five components that

every significant investment proposal should contain, the standards that each component must meet to

provide genuine decision support rather than false analytical confidence, the process disciplines that

ensure the investment case is built to inform rather than to advocate, and the common failure modes that

corrupt investment cases in predictable ways. The investment case standard described here applies to

every significant capital allocation decision — organic growth investments, technology and infrastructure

decisions, headcount additions, and acquisitions — with appropriate calibration of depth and detail to the

size and nature of the specific investment.

COMPONENT ONE: THE STRATEGIC RATIONALE

The strategic rationale is the first and most important component of the investment case — the precise

statement of why the investment is being considered, what strategic objective it serves, and how it

connects to the company's long-range plan and capital allocation priorities. It is the component that most

investment cases handle worst, because writing a genuinely precise strategic rationale requires the

intellectual discipline to be specific about what is being claimed rather than general enough to be

unanswerable.

A world-class strategic rationale has four elements. The first is the strategic problem or opportunity being

addressed: the specific gap in the company's capabilities, market position, or competitive dynamics that

the proposed investment is designed to close. This statement of the problem should be specific enough

that a reader unfamiliar with the specific investment could evaluate whether the proposed investment

actually addresses it. Saying that the investment will improve our competitive position is not a strategic

problem statement. Saying that the investment will build the enterprise-grade security certification

capability that is currently blocking three named enterprise opportunities representing approximately four

million dollars of potential ARR is a strategic problem statement.

The second element is the connection to the long-range plan: the specific long-range objective that the

investment is intended to support, and the evidence that the investment is a necessary — not merely a

contributing — condition for achieving that objective. Investments that are nice-to-have contributions to

long-range objectives are lower priority than investments that are necessary conditions for achieving them,

and the strategic rationale should make this distinction explicit.
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The third element is the alternatives assessment: a brief statement of the alternative approaches to

addressing the strategic problem that were considered and the reasons they were rejected. An investment

case that presents a single proposed solution without acknowledging the alternatives considered implies

that the sponsor evaluated all available options and selected the best one — a claim that requires

evidence rather than assertion.

The fourth element is the timing rationale: why the investment should be made now rather than deferred.

Investments that are strategically valuable but not time-sensitive should generally be deferred in favor of

investments whose value is contingent on timely action, and the strategic rationale should make explicit

why the proposed investment belongs in the current allocation cycle rather than a future one.

COMPONENT TWO: THE FINANCIAL MODEL

The financial model is the quantitative core of the investment case — the projection of the costs,

revenues, and cash flows associated with the investment over its relevant time horizon. A world-class

financial model for an investment case meets four analytical standards that distinguish genuine rigor from

the appearance of rigor.

The first standard is driver-based construction. The financial model should be built from explicit,

documented operational assumptions at the driver level — the number of account executives hired and

their expected ramp trajectory, the average revenue per customer at full ramp, the expected attrition rate

— rather than from top-line growth rate assumptions applied to revenue or cost aggregates. Driver-based

construction is what makes the model's assumptions debatable rather than merely adjustable: when the

revenue projection is built from account executive count, ramp time, and average productivity, each

assumption can be challenged on its own merits and compared to historical data and industry

benchmarks. When it is built from a revenue growth rate assumption, the only debate is about what growth

rate is appropriate.

The second standard is complete cost inclusion. The financial model must include all costs associated

with the investment — not just the direct costs visible in the P&L; but the indirect costs, the opportunity

costs, and the support costs that the investment will consume. A sales team expansion model that

includes base salaries and commissions but omits recruiting fees, onboarding costs, sales enablement

investment, and the management capacity required to lead the expanded team is understating the true

investment by a material amount. Complete cost inclusion requires the discipline to think through all the

resource commitments the investment will generate, including those that will be absorbed by existing

teams rather than appearing as explicit line items in the investment budget.

The third standard is realistic timeline modeling. Investments rarely generate their projected returns on the

timeline that the sponsoring team hopes. New sales representatives take three to six months to generate

their first revenue. New products take longer to develop and longer to achieve market adoption than early

estimates project. New geographic markets take longer to reach profitability than comparable domestic
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markets because of the additional complexity of operating in unfamiliar regulatory and commercial

environments. The financial model should use realistic, historically calibrated timelines rather than

optimistic estimates that understate the investment's payback period and overstate its NPV.

The fourth standard is consistent discounting. Every cash flow in the model should be discounted at the

same rate — the company's cost of capital as established in Part Two — and that rate should be explicitly

stated and consistently applied across all investment cases reviewed by the capital allocation committee.

Allowing different investment cases to use different discount rates makes NPV comparisons across cases

meaningless and creates opportunities for sponsors to manipulate the discount rate to produce favorable

NPV results.

COMPONENT THREE: SENSITIVITY ANALYSIS

Sensitivity analysis is the component of the investment case that transforms a point estimate of

investment value into an honest representation of the range of outcomes the investment might produce. It

is the component that most distinguishes investment cases built to inform from those built to advocate —

sponsors who are genuinely confident in their investment thesis will present a robust sensitivity analysis

that demonstrates the investment creates value across a range of scenarios; sponsors whose confidence

is fragile will resist sensitivity analysis because it exposes the narrow range of conditions under which the

investment is value-creating.

The sensitivity analysis in a world-class investment case has three elements. The first is the identification

of the two or three assumptions that are most consequential for the investment's NPV or IRR — the

assumptions whose variation most significantly changes the evaluation conclusions. These are identified

through a first-pass sensitivity test: varying each of the major assumptions by plus and minus twenty

percent and measuring the impact on the NPV. The assumptions that produce the largest NPV swings are

the most consequential, and these are the assumptions that deserve the most analytical attention in the

sensitivity analysis and the most rigorous scrutiny in the investment case review.

The second element is the scenario analysis: the presentation of the complete investment evaluation

under three distinct scenarios — a base case reflecting the most likely outcome, an upside case reflecting

the outcome if key assumptions come in better than expected, and a downside case reflecting the

outcome if key assumptions disappoint. Each scenario should be built from a coherent set of

self-consistent assumptions — not the best possible assumption for each input in the upside case and the

worst possible assumption for each input in the downside case, but a coherent business situation that is

genuinely plausible and internally consistent.

The third element is the break-even analysis: the minimum value of the most consequential assumption

required for the investment to have a positive NPV. The break-even is the most operationally useful output

of the sensitivity analysis because it provides a specific, observable performance threshold that

management can monitor throughout the investment's life. If the break-even revenue per account
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executive is two hundred thousand dollars of annual new ARR, and the current cohort of account

executives is tracking at one hundred eighty thousand dollars in their third month, management can

calculate precisely how far from the break-even they are and what specific actions would close the gap.

COMPONENT FOUR: RISK ASSESSMENT

The risk assessment identifies the specific events and conditions that could cause the investment to

underperform relative to the base case, estimates the probability and financial magnitude of each risk, and

identifies the mitigation actions available for the risks that are controllable.

The first discipline in risk assessment is the distinction between controllable and external risks.

Controllable risks are those that management can mitigate through specific actions: the risk that a new

product fails to achieve market adoption can be mitigated through additional customer discovery before

launch, a phased rollout that limits the capital committed before early adoption data is available, and a

defined decision point at which the investment will be reassessed if early metrics fall below threshold.

External risks are those determined primarily by factors outside management's control: macroeconomic

conditions, competitive actions by well-funded rivals, regulatory changes. For controllable risks, the

investment case should specify the mitigation actions and their cost. For external risks, the investment

case should specify the monitoring indicators that would signal whether the risk is materializing and the

contingency plans available in response.

The second discipline is probability and impact estimation. Not all risks deserve equal attention in the

investment case review — a risk that has a five percent probability of materializing and would reduce the

NPV by two hundred thousand dollars deserves less discussion than a risk that has a thirty percent

probability and would reduce the NPV by two million dollars. Presenting risks with explicit probability and

impact estimates — even rough estimates — allows the capital allocation committee to prioritize their

scrutiny of the most consequential risks and to assess whether the expected value of the investment, after

probability-weighting the risks, remains positive.

The third discipline is the definition of go and no-go conditions: the specific performance thresholds that

management commits to monitoring, and the performance levels that would trigger a formal reassessment

of whether continued investment is justified. An investment case that defines go-no-go conditions is

making a credible commitment to investment accountability — it is saying that the investment thesis will be

tested against observable evidence and that the organization will act on that evidence rather than

continuing to invest regardless of what the evidence shows.
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COMPONENT FIVE: THE ALTERNATIVES ANALYSIS

The alternatives analysis is the investment case component that most demonstrates the intellectual

honesty of the sponsoring team. It presents the alternative approaches to achieving the same strategic

objective that were considered and explains, on the basis of specific analytical comparison, why the

proposed approach is superior to the alternatives.

The alternatives analysis serves two purposes. The first is to demonstrate that the investment represents

the best available path to the strategic objective rather than merely a viable one. An investment that is the

only approach considered is an investment that has not been adequately analyzed — there are always

alternative approaches to any strategic objective, even if some of them are clearly inferior to the proposed

approach. Demonstrating that the proposed approach is superior to specific, seriously considered

alternatives provides much stronger analytical support for the investment than simply asserting that the

proposed approach is the right one.

The second purpose is to provide the capital allocation committee with the full decision context they need

to evaluate the investment. When the alternatives analysis shows that the proposed approach costs three

million dollars and has an expected NPV of eight million dollars, while the leading alternative costs two

million dollars and has an expected NPV of four million dollars, the committee can make an informed

choice between approaches based on the specific tradeoffs — more absolute value creation at higher cost

and risk versus less absolute value creation at lower cost and risk. Without the alternatives analysis, the

committee can only evaluate whether the proposed approach is acceptable on its own terms, not whether

it is optimal relative to the available options.

The most common failure in the alternatives analysis is presenting alternatives that are not seriously

considered — straw men that are obviously inferior to the proposed approach and that serve to make the

proposed approach look stronger by comparison. World-class investment cases present real alternatives

that have genuine merit, with honest comparative analysis that acknowledges the strengths of the

alternatives and the weaknesses of the proposed approach rather than presenting a one-sided

comparison that supports a predetermined conclusion.

ACTIONS TO TAKE IN THE NEXT THIRTY DAYS

Building the world-class investment case standard into organizational practice requires explicit design of

the requirements and consistent enforcement of those requirements across all significant capital allocation

decisions.

The first action is to create a standardized investment case template that incorporates all five components

described in this part and distribute it to every senior leader who will be sponsoring investment proposals

in the next planning cycle. The template should specify the required content of each component and

provide enough guidance that a first-time investment case author can produce a case that meets the
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minimum standard with moderate analytical effort.

The second action is to review the last significant investment case presented to your capital allocation

committee or board against the five-component standard. Score each component on a scale of one to five

and identify the component with the lowest score. That component represents the most significant gap

between your current investment case quality and the world-class standard, and it should be the first area

of focus in the improvement effort.

The third action is to identify the most consequential upcoming investment decision in the organization —

the largest resource commitment currently under consideration — and require a complete five-component

investment case before it receives approval. If the current process for that investment is proceeding

without a formal investment case, pause the process, communicate the requirement, and provide the

sponsoring team with the template and adequate time to produce a case that meets the standard.

The fourth action is to establish a formal investment case review process: a defined step in the capital

allocation process at which the CFO or a designated senior finance professional reviews every investment

case against the five-component standard before it is presented to the approval authority. This review step

is the organizational mechanism that ensures the investment case standard is consistently enforced rather

than inconsistently applied.
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CLOSING PERSPECTIVE

The investment case is where the discipline of capital allocation becomes visible to the entire organization.

When the investment case standard is high — when it requires genuine strategic rationale, driver-based

financial modeling, honest sensitivity analysis, structured risk assessment, and a real alternatives

comparison — it signals that capital allocation in the organization is analytical rather than political,

disciplined rather than reactive, and accountable rather than aspirational.

When the investment case standard is low — when it can be satisfied with a spreadsheet and a narrative

that tells the story the sponsor wants told — it signals that capital allocation is a formality rather than a

discipline, and the quality of investment decisions will reflect that formality. Building and enforcing the

world-class investment case standard is the single most important process improvement available to most

capital allocation functions.
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COMING NEXT IN THE SERIES

Part 5 — Growth Investment: Sales, Marketing, and Customer Acquisition

Part Five applies the investment case framework to the most frequent and most consequential organic

investment decision in growth-stage companies — the investment in sales teams, marketing programs,

and customer acquisition capability. It covers LTV-to-CAC, Magic Number, and the full framework for

evaluating whether growth investment is creating or consuming value.
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