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Abstract

Economic Value Added (EVA®) has amassed considerable attention as an
alternative to traditional accounting earnings for use in both internal
(business/planning and performance evaluation) and external (investment) purpose.
Some even suggested using it to replace the traditional accounting measure. The
notion of EVA can be dated back to Hamilton (1777). Solomons (1965)
recommended residual income as an internal measure of divisional performance.
Recently Stern Stewart & Co. registered a variation of residual income, Economic
Value Added (EVA®), as its trademark. Scores of multinational firms in the U.S. and
Europe adopted it as the foundation for business planning and incentive
compensation. Citations of EVA in the business reporting have risen from 1 in 1989
to 294 in 1996 (Lexis/Nexis ‘all news’ library). Starting from 1993, Fortune regularly
reported “Performance 1000” based on the data supplied by Stern Stewart & Co. Itis
reasonable to believe that EVA will be widely used by the Taiwanese enterprises in
the near future.

The purpose of this research project is to provide a complete introduction to the
notion of EVA, with special focus on its relationship with NPV and abnormal earnings
(Ohlson, 1995). This study also purports to investigate whether EVA dominates
earnings, operating cash flows, residual income, in explaining contemporaneous
and/or future stock returns and firm values. More importantly, we like to know how
firm type (in terms of industry belonging, size, compensation system, capital intensity,

intangible assets intensity, risk, groEBEIh prospects, financial policy, governance



structure, or time) will affect the explanatory ability.
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DT Abt EBEI CFO RI
0.022546 0.061385 0.047903 0.032305 -0.077141
-0.046550 -0.015470 0.037360 0.038415 -0.066785
3.413100 3.279450 1.119260 1.391940 0.542590
-1.093800 -0.839740 -0.709580  -2.326530 -1.086950
0.413733 0.391605 0.110637 0.199269 0.112359
Skewness 2.410473 2.477855 1.856822 -2.875650 -0.414117
Kurtosis 14.75838 14.68883 19.81452 43.77725 12.19323
Jarque-Bera 9434.358 9416.053 17321.67 99066.57 4977.184
0.000000 0.000000 0.000000 0.000000 0.000000
Sum 31.60950 86.06245 67.16058 45.29100 -108.1512
Sum Sq. Dev. 239.8164 214.8495 17.14903 55.63100 17.68693
Observations 1402 1402 1402 1402 1402
DT ABNORMAL EBEI CFO RI
DT 1.000000 0.967307 0.451771 0.051537 0.277484
ABNORMAL 0.967307 1.000000 0.458484 0.043786 0.294683
EBEI 0.451771 0.458484 1.000000 0.284705 0.774077
CFO 0.051537 0.043786 0.284705 1.000000 0.142331
RI 0.277484 0.294683 0.774077 0.142331 1.000000
EVA 0.286562 0.300131 0.772823 0.163082 0.968731
Method df Value
Anova F- (3, 5604) 330.1057 0.0000
Analysis of Variance
Source of Variation df Sum of Sq. Mean Sq.
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EVA
-0.076363

-0.069085
0.727050
-1.192110
0.115952

-0.305360
14.33164
7522.837
0.000000

-107.0606
18.83635
1402

EVA
0.286562
0.300131
0.772823
0.163082
0.968731
1.000000



EBEI

Between 3 19.31566 6.438552
Within 5604 109.3033 0.019505
Total 5607 128.6190 0.022939
Category
Std. Err.
Count of Mean
EVA 1402 -0.076363 0.115952 0.003097
RI 1402 -0.077141 0.112359 0.003001
EBEI 1402 0.047903 0.110637 0.002955
CFO 1402 0.032305 0.199269 0.005322
All 5608 -0.018324 0.151456 0.002022
Davidson and MacKinnon (1993) J
EBEI EVA Rl CFO
EVA EBEI EVA EBElI EVA
EBEI EVA EVA RI
RI RI CFO RI
J
CFO EBEI CFO
t-
C 0.003468 0.009764 0.355184 0.7225
CFO -0.134028 0.052828 -2.537069 0.0113
CFO_1 0.007596 0.060775 0.124981 0.9006
ZWF 1.027242 0.047490 21.63060 0.0000
R-squared 0.256492 Mean dependent var 0.022546
Adjusted R-squared 0.254896 S.D. dependent var 0.413733
S.E. of regression 0.357132 Akaike info criterion 0.781426
Sum squared resid 178.3054 Schwarz criterion 0.796392
Log likelihood -543.7796 F- 160.7584
Durbin-Watson stat 2.037644 Prob(F- ) 0.000000
CFO EBEI EBEI
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C -0.031369 0.011597 -2.704861 0.0069
EBEI 2.122117 0.098946 21.44730 0.0000
EBEI_1 -0.856109 0.092329 -9.272372 0.0000
CFOF -0.411148 0.281359 -1.461290 0.1442
R-squared 0.253805 Mean dependent var 0.022546
Adjusted R-squared 0.252204 S.D. dependent var 0.413733
S.E. of regression 0.357777 Akaike info criterion 0.785033
Sum squared resid 178.9498 Schwarz criterion 0.800000
Log likelihood -546.3085 F- 158.5015
Durbin-Watson stat 2.033797 Prob(F- ) 0.000000
EBEI RI RI
t-
C -0.047123 0.010478 -4.497400 0.0000
EBEI 3.441735 0.198594 17.33052 0.0000
EBEI_1 -1.594676 0.129308 -12.33238 0.0000
RIF3 -1.044094 0.134787 -7.746247 0.0000
R-squared 0.283422 Mean dependent var 0.022546
Adjusted R-squared 0.281884 S.D. dependent var 0.413733
S.E. of regression 0.350605 Akaike info criterion 0.744534
Sum squared resid 171.8472 Schwarz criterion 0.759500
Log likelihood -517.9182 F- 184.3128
Durbin-Watson stat 1.986527 Prob(F- ) 0.000000
EBEI RI EBEI
t-
C -0.062297 0.014136 -4.406919 0.0000
RI -1.458337 0.195063 -7.476248 0.0000
RI_1 0.742601 0.108893 6.819556 0.0000
EBEIF4 1.617431 0.093312 17.33353 0.0000
R-squared 0.282104 Mean dependent var 0.022546
Adjusted R-squared 0.280563 S.D. dependent var 0.413733
S.E. of regression 0.350927 Akaike info criterion 0.746371
Sum squared resid 172.1632 Schwarz criterion 0.761337
Log likelihood -519.2061 F- 183.1191
Durbin-Watson stat 1.979271 Prob(F- ) 0.000000
EBEI EVA EVA
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C -0.044533 0.010585 -4.207147 0.0000

EBEI 2.997393 0.190808 15.70898 0.0000

EBEI_1 -1.358016 0.126378 -10.74563 0.0000

EVAF5 -0.686587 0.124753 -5.503548 0.0000

R-squared 0.268513 Mean dependent var 0.022546

Adjusted R-squared 0.266944 S.D. dependent var 0.413733

S.E. of regression 0.354233 Akaike info criterion 0.765125

Sum squared resid 175.4224 Schwarz criterion 0.780091

Log likelihood -532.3527 F- 171.0589

Durbin-Watson stat 2.005068 Prob(F- ) 0.000000
EBEI EVA EBEI

t-

C -0.040936 0.013717 -2.984445 0.0029

EVA -0.984019 0.184592 -5.330780 0.0000

EVA_1 0.510876 0.109116 4.681943 0.0000

EBEIF6 1.415357 0.089807 15.75989 0.0000

R-squared 0.267760 Mean dependent var 0.022546

Adjusted R-squared 0.266188 S.D. dependent var 0.413733

S.E. of regression 0.354415 Akaike info criterion 0.766155

Sum squared resid 175.6032 Schwarz criterion 0.781121

Log likelihood -533.0746 F- 170.4032

Durbin-Watson stat 1.999672 Prob(F- ) 0.000000

RI CFO RI
t-

C 0.072983 0.015579 4.684610 0.0000

RI 1.475887 0.108823 13.56228 0.0000

RI_1 -0.699522 0.077463 -9.030354 0.0000

CFOF7 0.133665 0.297830 0.448797 0.6536

R-squared 0.127943 Mean dependent var 0.022546

Adjusted R-squared 0.126072 S.D. dependent var 0.413733

S.E. of regression 0.386775 Akaike info criterion 0.940901

Sum squared resid 209.1335 Schwarz criterion 0.955867

Log likelihood -655.5717 F- 68.36872

Durbin-Watson stat 2.029251 Prob(F- ) 0.000000
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RI CFO CFO
t-
C -0.000720 0.010619 -0.067767 0.9460
CFO -0.003321 0.056619 -0.058656 0.9532
CFO_1 0.029945 0.066164 0.452584 0.6509
RIF8 0.993371 0.071531 13.88727 0.0000
R-squared 0.127955 Mean dependent var 0.022546
Adjusted R-squared 0.126083 S.D. dependent var 0.413733
S.E. of regression 0.386772 Akaike info criterion 0.940888
Sum squared resid 209.1308 Schwarz criterion 0.955854
Log likelihood -655.5624 F- 68.37584
Durbin-Watson stat 2.029109 Prob(F- ) 0.000000
EVA CFO EVA
t-
C 0.069719 0.015335 4.546304 0.0000
EVA 1.503191 0.105691 14.22246 0.0000
EVA_1 -0.758810 0.079908 -9.496091 0.0000
CFOF9 0.128546 0.295864 0.434476 0.6640
R-squared 0.137783 Mean dependent var 0.022546
Adjusted R-squared 0.135933 S.D. dependent var 0.413733
S.E. of regression 0.384586 Akaike info criterion 0.929553
Sum squared resid 206.7736 Schwarz criterion 0.944519
Log likelihood -647.6164 F- 74.46750
Durbin-Watson stat 2.032353 Prob(F- ) 0.000000
EVA CFO CFO
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C -0.000657 0.010554 -0.062262 0.9504
CFO -0.008036 0.056310 -0.142708 0.8865
CFO_1 0.032113 0.065694 0.488827 0.6250
EVAF10 0.994218 0.068436 14.52762 0.0000
R-squared 0.137816 Mean dependent var 0.022546
Adjusted R-squared 0.135966 S.D. dependent var 0.413733
S.E. of regression 0.384579 Akaike info criterion 0.929515
Sum squared resid 206.7659 Schwarz criterion 0.944481
Log likelihood -647.5902 F- 74.48777
Durbin-Watson stat 2.032118 Prob(F- ) 0.000000
RI EVA EVA
t-
C 0.077168 0.022997 3.355543 0.0008
EVA 1.587459 0.397650 3.992104 0.0001
EVA_1 -0.794629 0.206612 -3.845995 0.0001
RIF11 -0.051922 0.272048 -0.190858 0.8487
R-squared 0.137690 Mean dependent var 0.022546
Adjusted R-squared 0.135839 S.D. dependent var 0.413733
S.E. of regression 0.384607 Akaike info criterion 0.929662
Sum squared resid 206.7962 Schwarz criterion 0.944628
Log likelihood -647.6928 F- 74.40861
Durbin-Watson stat 2.033248 Prob(F- ) 0.000000
RI EVA RI
t-
C -0.002997 0.023691 -0.126520 0.8993
RI -0.076849 0.404642 -0.189919 0.8494
RI_1 0.047000 0.201648 0.233079 0.8157
EVAF12 1.050006 0.262249 4.003853 0.0001
R-squared 0.137705 Mean dependent var 0.022546
Adjusted R-squared 0.135855 S.D. dependent var 0.413733
S.E. of regression 0.384604 Akaike info criterion 0.929643
Sum squared resid 206.7924 Schwarz criterion 0.944610
Log likelihood -647.6801 F- 74.41846
Durbin-Watson stat 2.033334 Prob(F- ) 0.000000
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EVA EBEI RI CFO RI CFO
EBEI
EBEI CFO EBEI
t-
C 0.035032 0.020039 1.748149 0.0807
EBEI 2.060258 0.092759 22.21080 0.0000
EBEI_1 -0.854057 0.086657 -9.855574 0.0000
CFOF1A -0.553224 0.308710 -1.792050 0.0733
R-squared 0.266163 Mean dependent var 0.061385
Adjusted R-squared 0.264588 S.D. dependent var 0.391605
S.E. of regression 0.335825 Akaike info criterion 0.658398
Sum squared resid 157.6645 Schwarz criterion 0.673364
Log likelihood -457.5368 F- 169.0182
Durbin-Watson stat 2.028815 Prob(F- ) 0.000000
EBEI CFO CFO
t-
C 0.002801 0.009439 0.296710 0.7667
CFO -0.140340 0.049548 -2.832380 0.0047
CFO_1 -0.006212 0.056998 -0.108992 0.9132
EBEIF2A 1.031532 0.045958 22.44497 0.0000
R-squared 0.269477 Mean dependent var 0.061385
Adjusted R-squared 0.267909 S.D. dependent var 0.391605
S.E. of regression 0.335066 Akaike info criterion 0.653871
Sum squared resid 156.9525 Schwarz criterion 0.668838
Log likelihood -454.3639 F- 171.8990
Durbin-Watson stat 2.037707 Prob(F- ) 0.000000
EBEI RI EBEI
t-
C 0.024256 0.010628 2.282314 0.0226
EBEI 2.913044 0.192519 15.13124 0.0000
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EBEI_1 -1.384910 0.129583 -10.68739 0.0000

RIF3A -0.654552 0.125047 -5.234469 0.0000

R-squared 0.278616 Mean dependent var 0.061385

Adjusted R-squared 0.277068 S.D. dependent var 0.391605

S.E. of regression 0.332964 Akaike info criterion 0.641283

Sum squared resid 154.9891 Schwarz criterion 0.656249

Log likelihood -445.5392 F- 179.9801

Durbin-Watson stat 2.004266 Prob(F- ) 0.000000

EBEI RI RI
t-

C -0.057225 0.015733 -3.637183 0.0003

RI -0.929172 0.186356 -4.986011 0.0000

RI_1 0.455192 0.105102 4.330980 0.0000

EBEIF4A 1.404854 0.092279 15.22399 0.0000

R-squared 0.277400 Mean dependent var 0.061385

Adjusted R-squared 0.275850 S.D. dependent var 0.391605

S.E. of regression 0.333244 Akaike info criterion 0.642966

Sum squared resid 155.2502 Schwarz criterion 0.657932

Log likelihood -446.7192 F- 178.8936

Durbin-Watson stat 1.995208 Prob(F- ) 0.000000
EBEI EVA EBEI

t-

C 0.015757 0.010575 1.489989 0.1365

EBEI 2.548134 0.183149 13.91291 0.0000

EBEI_1 -1.177375 0.125561 -9.376899 0.0000

EVAF5A -0.383258 0.115880 -3.307370 0.0010

R-squared 0.270187 Mean dependent var 0.061385

Adjusted R-squared 0.268621 S.D. dependent var 0.391605

S.E. of regression 0.334903 Akaike info criterion 0.652898

Sum squared resid 156.7998 Schwarz criterion 0.667864

Log likelihood -453.6817 F- 172.5201

Durbin-Watson stat 2.012516 Prob(F- ) 0.000000
EBEI EVA EVA
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C -0.036042 0.015044 -2.395831 0.0167
EVA -0.568561 0.175260 -3.244096 0.0012
EVA_1 0.262521 0.104619 2.509297 0.0122
EBEIF6A 1.244592 0.088227 14.10667 0.0000
R-squared 0.269998 Mean dependent var 0.061385
Adjusted R-squared 0.268432 S.D. dependent var 0.391605
S.E. of regression 0.334946 Akaike info criterion 0.653157
Sum squared resid 156.8404 Schwarz criterion 0.668123
Log likelihood -453.8631 F- 172.3548
Durbin-Watson stat 2.005974 Prob(F- ) 0.000000
RI CFO RI
t-
C 0.115208 0.024962 4.615264 0.0000
RI 1.549810 0.101232 15.30948 0.0000
RI_1 -0.780808 0.072065 -10.83483 0.0000
CFOF7A -0.027501 0.324609 -0.084721 0.9325
R-squared 0.157607 Mean dependent var 0.061385
Adjusted R-squared 0.155799 S.D. dependent var 0.391605
S.E. of regression 0.359808 Akaike info criterion 0.796357
Sum squared resid 180.9877 Schwarz criterion 0.811323
Log likelihood -554.2463 F- 87.18601
Durbin-Watson stat 2.028681 Prob(F- ) 0.000000
RI CFO CFO
t-
C 0.000284 0.010412 0.027295 0.9782
CFO -0.020251 0.052672 -0.384475 0.7007
CFO_1 0.008279 0.061443 0.134748 0.8928
RIF8A 1.001630 0.063174 15.85518 0.0000
R-squared 0.157692 Mean dependent var 0.061385
Adjusted R-squared 0.155884 S.D. dependent var 0.391605
S.E. of regression 0.359790 Akaike info criterion 0.796256
Sum squared resid 180.9695 Schwarz criterion 0.811223
Log likelihood -554.1757 F- 87.24173
Durbin-Watson stat 2.028653 Prob(F- ) 0.000000
EVA CFO EVA
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C 0.109736 0.024673 4.447609 0.0000

EVA 1.559027 0.098366 15.84928 0.0000

EVA_1 -0.839473 0.074384 -11.28573 0.0000

CFOF9A -0.014567 0.322545 -0.045163 0.9640

R-squared 0.166088 Mean dependent var 0.061385

Adjusted R-squared 0.164298 S.D. dependent var 0.391605

S.E. of regression 0.357992 Akaike info criterion 0.786239

Sum squared resid 179.1656 Schwarz criterion 0.801205

Log likelihood -547.1533 F- 92.81178

Durbin-Watson stat 2.033186 Prob(F- ) 0.000000

EVA CFO CFO
t-

C 0.000264 0.010330 0.025581 0.9796

CFO -0.022822 0.052409 -0.435455 0.6633

CFO_1 0.012182 0.061055 0.199518 0.8419

EVAF10A 1.001235 0.061135 16.37736 0.0000

R-squared 0.166200 Mean dependent var 0.061385

Adjusted R-squared 0.164411 S.D. dependent var 0.391605

S.E. of regression 0.357968 Akaike info criterion 0.786104

Sum squared resid 179.1414 Schwarz criterion 0.801070

Log likelihood -547.0587 F- 92.88726

Durbin-Watson stat 2.033259 Prob(F- ) 0.000000
EVA RI EVA

t-

C 0.096703 0.028379 3.407575 0.0007

EVA 1.392180 0.367927 3.783851 0.0002

EVA_1 -0.751260 0.203263 -3.696007 0.0002

RIF11A 0.112744 0.241621 0.466616 0.6408

R-squared 0.166216 Mean dependent var 0.061385

Adjusted R-squared 0.164427 S.D. dependent var 0.391605

S.E. of regression 0.357965 Akaike info criterion 0.786084

Sum squared resid 179.1380 Schwarz criterion 0.801051

Log likelihood -547.0452 F- 92.89800

Durbin-Watson stat 2.032789 Prob(F- ) 0.000000
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EVA RI RI

C 0.013327 0.028838 0.462153 0.6440

RI 0.174837 0.373735 0.467811 0.6400

RI_1 -0.075545 0.198731 -0.380139 0.7039

EVAF12A 0.896338 0.235540 3.805466 0.0001

R-squared 0.166239 Mean dependent var 0.061385

Adjusted R-squared 0.164450 S.D. dependent var 0.391605

S.E. of regression 0.357960 Akaike info criterion 0.786057

Sum squared resid 179.1330 Schwarz criterion 0.801023

Log likelihood -547.0258 F- 92.91347

Durbin-Watson stat 2.033224 Prob(F- ) 0.000000
EVA

Biddle et al. (1997)

EVA= qF@ARqyd - AfterTaxint + CapChg + AccAdf

1 A4HVPANDAAAAAS
144443424 AAAAAAS
144448 ANDPAANAAAAAAAS

Economic Value Added

CFO
Accrual
AfterTaxint
CapChg
ACCAd|

EVA
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DT ABNORMAL  CFO  ACCRUAL ATINT  CAPCHG
0.021797  0.059715  0.035275 0.011011 0.020201 0.139392
-0.044900 -0.011575  0.038795 -0.008680 0.012578 0.123235
3.413100  3.279450  1.391940 2.523620 0.393980 1.051060
-1.093800  -0.849460 -2.326530 -1.256590  0.000000  0.000000
0.405478  0.384182  0.184322 0.182772 0.028709 0.092511
Skewness 2.271783  2.320757 -3.012626  5.030876 5.719586 3.430275
Kurtosis 13.87531  13.77819  49.25991 61.08323 57.23123 26.86740
Jarque-Bera  9909.369  9823.524 1552415 247876.2 2191275 43992.70
0.000000  0.000000  0.000000  0.000000  0.000000 0.000000
Sum 37.31570  102.2319  60.39025 18.85002 34.58381 238.6396
Sum Sq. Dev. 281.3092 2525369  58.13047 57.15700 1.410255 14.64338
Observations 1712 1712 1712 1712 1712 1712
EVA
DT ABNORMAL  CFO ACCRUAL  ATINT  CAPCHG
DT 1.000000  0.966371  0.055514 0.186992  0.105353  0.199692
ABNORMAL 0.966371  1.000000  0.053972  0.195502  0.110118  0.197205
CFO 0.055514  0.053972  1.000000 -0.842421 -0.007428  0.161130
ACCRUAL  0.186992  0.195502 -0.842421  1.000000 0.067657 -0.003146
ATINT 0.105353  0.110118 -0.007428  0.067657  1.000000  0.750091
CAPCHG  0.199692  0.197205  0.161130 -0.003146  0.750091  1.000000
ADJ 0.074122  0.064014  0.092520 -0.041690  0.009619  0.107412
D, =a,+a,CFO, +a,CFO,, +a,Accrual, + a,Accrudl, ,
tagAtlnt, + agAtint_, +a,CapChg, +a,CapChg,., +a,Adj, +a, Adj,,
White
heteroscedasticity
t-
C -0.066305 0.024033 -2.758951 0.0059
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ADJ
-0.000301

0.000000
0.213220
-0.413580
0.028506

-2.327210
41.41042

106787.7
0.000000

-0.515346
1.390313

1712

ADJ
0.074122
0.064014
0.092520

-0.041690
0.009619
0.107412
1.000000



CFO 1.833737 0.175525 10.44717 0.0000
CFO_1 -0.790177 0.202453 -3.903025 0.0001
ACCRUAL 1.994592 0.197751 10.08641 0.0000
ACCRUAL_1 -0.815730 0.209687 -3.890226 0.0001
ATINT -4.905599 1.131663 -4.334859 0.0000
ATINT_1 5.208518 1.166908 4.463522 0.0000
CAPCHG 1.239656 0.264509 4.686635 0.0000
CAPCHG_1 -0.988038 0.226106 -4.369805 0.0000
ADJ 0.900977 0.439270 2.051080 0.0404
ADJ_1 -0.755594 0.373579 -2.022583 0.0433
R-squared 0.270314 Mean dependent var 0.021797
Adjusted R-squared 0.266025 S.D. dependent var 0.405478
S.E. of regression 0.347382 Akaike info criterion 0.729623
Sum squared resid 205.2673 Schwarz criterion 0.764611
Log likelihood -613.5572 F- 63.01407
Durbin-Watson stat 1.983997 Prob(F- ) 0.000000
Wald p

Wald

C(1)=0

C(2)=0
F- 57.13425 0.000000
Chi-square 114.2685 0.000000
Wald

C(3)=0

C(4)=0
F- 51.67299 0.000000
Chi-square 103.3460 0.000000
Wald

C(5)=0
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C(6)=0

F- 10.29302 0.000036
Chi-square 20.58605 0.000034
Wald

C(7)=0

C(8)=0
F- 12.16407 0.000006
Chi-square 24.32814 0.000005
Wald

C(9)=0

C(10)=0
F- 2.657166 0.070438
Chi-square 5.314332 0.070147

Heteroskedasticity-Consistent

AB =a,+a,CFO, +a,CFO, , +a,Accrudl, +a,Accrual, ,
tagAtlnt, +a Atint_, +a,CapChg, +a,CapChg,., +a,Adj, +a, Adj,,

t-

C -0.027766 0.022561 -1.230680 0.2186
CFO 1.836257 0.171287 10.72037 0.0000
CFO_1 -0.814662 0.204048 -3.992503 0.0001
ACCRUAL 1.992023 0.190438 10.46020 0.0000
ACCRUAL_1 -0.801710 0.212239 -3.777387 0.0002
ATINT -4.018120 1.095823 -3.666759 0.0003
ATINT_1 4.143368 1.124497 3.684641 0.0002
CAPCHG 0.735924 0.246358 2.987210 0.0029

24

White



CAPCHG_1 -0.487428 0.214893 -2.268238 0.0234

ADJ 0.805931 0.423270 1.904058 0.0571
ADJ_1 -0.839051 0.420421 -1.995740 0.0461
R-squared 0.273026 Mean dependent var 0.059715
Adjusted R-squared 0.268752 S.D. dependent var 0.384182
S.E. of regression 0.328526 Akaike info criterion 0.618003
Sum squared resid 183.5879 Schwarz criterion 0.652991
Log likelihood -518.0109 F- 63.88351
Durbin-Watson stat 2.011158 Prob(F- ) 0.000000
Wald
p

Wald

C(1)=0

C(2)=0
F- 61.27980 0.000000
Chi-square 122.5596 0.000000
Wald

C(3)=0

C(4)=0
F- 56.63131 0.000000
Chi-square 113.2626 0.000000
Wald

C(5)=0

C(6)=0
F- 7.150676 0.000808
Chi-square 14.30135 0.000784
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Wald

C(7)=0
C(8)=0
F- 4.489248 0.011362
Chi-square 8.978496 0.011229
Wald
C(9)=0
C(10)=0
F- 2.409875 0.090133
Chi-square 4.819750 0.089827
EBEI
Rl EVA CFO
B EBEI RI EVA
CFO
RI EVA EBEI Rl RI

EVA EVA CFO

EVA
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The Basics of NPV

t=n S A+
Ny, -8 EBIT,(1- )+ Der,

(L+ WACG' - |nitial Investment
=1 +

t=n e .-
Initial Investmentzé WACCInitial Inve?ment) N Initial Investment
=1 @+WACQ @+ WAcg”

NPV, = tg‘” EBIT,(1- ) + Depr;, 5" WACQCInitial Investment) N Initial Investment
Tl A+WACQ! o (1+WACQ" A+WAcqg”"
_ 9" EBIT(1- 1) 5" WACQInitia Investment)  Initial Investment+t§" Depr,

-9 a+wacgt G (1+ WACQ" 1+WACg" G a+WACq!

Define ROC = EBIT 1-t /Initial Investment: The earnings before interest and taxes

are assumed to measure true earnings on the project and should not be

contaminated by capital charges such as leases or expenditures whose benefits
accrue to future projects suchasR &D

Initial Investment _ 5"  Depr, 5"  EVAT
a+wacg” < a+wacg' G a+wacg’

Assume that :

The present value of depreciation covers the present value of capital invested, i.e, it
Is a return of capital.

NPV, = g ROQ(Initial Investment) 5" WACQInitial Investment)
TE @rwAcg! (1+WACQ'

Initial Investment _ 5" Depr,
w+wacg” & a+wacg

NPV
EBIAT  t
DEP, t

BV, t
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