ECONOMIC VALUE ADDED

TABLE OF CONTENTS

PAGE
ACKNOWLEDGEMENTS 2
TABLE OF CONTENTS. 3
CHAPTER 1: INTRODUCTION. 5
1.1 Background. 5
1.2  Justification. 5
1.3 Objective. 5
1.4 The structure of the study. 6
CHAPTER 2: SHAREHOLDERS’ VALUE. 7
CHAPTER 3: WEAKNESSES AND LIMITATIONS IN
ACCOUNTING MEASUREMENT. 1
3.1  Earnings Per Share. 1
3.2 Cash Flow. 13
3.3 Limitation in Accounting Measurement. 13
CHAPTER 4: ECONOMIC VALUE ADDED. 15
41 Theory of EVA. 15
4.2 A true Measure of Corporate Success. 17
CHAPTER 5: CALCULATING EVA. 20
5.1 How is EVA calculated? 20

5.2 An example of MVA and EVA calculations. 26

CHAPTER 6: THE REALTIONSHIP BETWEEN EVA AND
DIVISIONAL PERFORMANCE MEASUREMENT. 32

Page 3 of 53



ECONOMIC VALUE ADDED

TABLE OF CONTENTS PAGE
CHAPTER 7: IMPLEMENTING PROCESS AND MANAGEMENT. 35

7.1 Implementing EVA. 35

7.2 Key Implementation Success Factors. 35

7.3 Management Leadership and Commitment. 36

7.4 Education, Training and Coaching. 36
7.5 Implementation Process. 37
CHAPTER 8: METHODOLOGY. 38
8.1 Sources of Data. 38
8.2 Method of Analysis. 38
CHAPTER 9: STUDY FINDINGS. 39
CHAPTER 10: EVA AND ITS CRITICS. 41
10.1 The Opposition’s view. 41

10.2 Main Problems in measuring
Operating Performance. 42
CHAPTER 11: SUMMARY AND CONCLUSIONS. 44
REFERENCES 49
List of Tables: Table 1 - Template on Calculating EVA. 50
Table 2 - Harnischfeger Industries,Inc. 51

- Consolidated balance sheet and
and Income statement for year
ended 31 October 1996.
Table 3 — Economic Profitability Analysis. 53

Appendix 1: Extracts of 1994 EVA Financial Statements

of Airways Corporation of New Zealand.

Page 4 of 53



