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Resear ch on indicator s of corporate management

[Summary]

From early on, there has been a division between corporate ownership and management
in the United States as a matter of capitd logic, and shareholders have congantly
discharged the role of corporate governance. In Japan, this role has historicaly been
played by banks. However, the future holds the prospect of a shift to
sharehol der-oriented management, as in the United States, ong with the fading of bank
influence due to changes in the business climate such as the rise in the direct financing
ratio and the unwinding of cross-shareholdings.

Traditiond indicators such as accounting profit, Earnings Per Share (EPS), and Return
On Equity (ROE) may show movements opposite to corporate value and fail to provide
an accurate picture of the vadue deivered to shareholders. Management with an
emphasis on shareholders requires tools in the form of indicators for assessment of
performance that are interlocked with shareholder vaue. A mgor such indicator is
Economic Vadue Added (EVA), which is obtained by subtracting the cost of capita
from the after-tax operating profit.

EVA is based on cash flow and indicates the addition to the corporate vaue during the
term in quedtion. Its virtue lies in its use of the cost of cgpitd for the rationd
gpportionment and recognition of capitd invested during each term. It dso enables
accurate indication of the additiond value even at firms that are rgpidly growing on the
grength of large-scale investment. As such, for assessment of on-term performance, it is
superior even to Free Cash Flow (FCF). However, some EVA congtituents also reflect
past investment and performance, and more precise measurement of the on-term vaue
added therefore calsfor useof  EVA indicator for excluson of thisreflection.

A regresson analysis was conducted using externa yardsticks of corporate value such
as share prices and aggregate market vaue as dependent variables. The andyds found
that, whereas explanation based on EVA vyidded dgn conditions that were
sgnificantly correct, that based on the unrevised EVA did not. A quantitative andyds
showsthat therevised  EVA ismore suitable for explanation of share price indicators.




1.1

111
[2000]
Discounted Cash Flow 19
1920 50 100
- c ., C ... c , A
1+r  (A+7r)? @+n" @+r)"
C r n A
= D, + D, + D, ...
1+r  (@+r)® (L+r)°
D t r
1930
1960
Dividend Discount Model
1.1.2
1930 60
[2002]



EPS Earnings Per Share BPS Book-value Per

Share DPS Dividend Per Share
EPS
11.2-1 [2000]
EPS PER Price Earnings Ratio EPS ROE Return On Equity

BPS ROE ROA Return On Asset

GM
PER = EPS
PBR Price Book-value Ratio = BPS
PBR q
q
ROA
q
1.1.3 ROE
1980 ROE
EPS [2002]
M&A Merger & Acquisition
1970 EPS
EPS EPS
PER
EPS
1960 70
M&A 3



ROA

ROE
X X

EPS
E— X

BPS
X L
PER
1980 EPS




TOB Take Over Bid

M&A 4
80
[2000]
ROE
ROE
ROE
ROEx PER PBR
/ ) / 1
ROE
1.1.4 ROE
ROE
EPS
[2002] ROE
ROE
ROE

ROE



ROE

ROE

1.15

1960

DCF Discounted Cash Flow

Cl
1+

CZ
(L+r)*

+

R IRR Internal Rate of Return

ROE

[2000] 1970

+...+

1980

[2000]

1980



FCF Free Cash Flow FCF
OCF Operating Cash Flow
ICF Investment Cash Flow
M&A

[2002] FCF

FCF

1.1.6

1990 EPS ROE
VBM Value Based
Management

EBITDA Earnings Before
Interest, Tax, Depreciation and Amortization
NOPAT Net Operating Profit After Tax

NOPAT
EVA
Economic Value Added EBITDA

TSR Total

Shareholder Return TBR Total Business Return
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00| 99 | 94
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9 477| 5346| 18.12%| | 9 682
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