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ABSTRACT

An Empirical Study on
the Comparative Information Effects of
Accounting Income and Economic Value Added

Min - ju Kang
Advisor : Prof. Chun-Eui Lee, Ph.D.
Major in Business Information Education

Graduate School of Education, Chosun University

Unfortunately traditional accounting information system has revealed many problems in
accounting income measurement, so accounting entity has failed to provide useful accounting
information necessary for their economic decision related to business enterprise. The problems
are discordance between accounting concept and the concepts of economic theory,
inconsistency with the accounting concepts in its application, unappropriated matching of
revenue and expense and overstates the real profitability of an accounting entity, etc.

As a result, the above problems have caused the failure of rational income determination,
understandability of financial accounting reports, check the maintenance of capital and mislead
users’ economic decision making. This resulted in rejecting the cost of capital in financial
reporting, mainly the recognition of equity capital cost. The cost of equity capital have never
been reflected in financial accounting processes. To avoid this problems, financial accounting
information system should accept the cost of equity capital accounting. So we need the
Economic Value Added(EVA) in Accounting and management

This paper has examined the comparative information effects of Economic Value
Added(EVA) as an alternative performance measure of business enterprise. For
verification, this paper comparatively analyzed the relative information contents of
Cash Flows of Operating(CFO), accounting Net Income(NI) Total Accruals(TA) and
Economic Value Added(EVA) in explaining Cumulative Abnormal Returns(CAR). To
verify the models, we use the simple regression and multiple regression analyses.

The empirical results indicated that net income(NI) as the traditional performance



measure has the highest explanation power in explaining the abnormal returns in the
capital market. and the next empirical results reveal that cash flows of
operating(CFO) has similar information effects. And also economic value added(EVA)
has the lowest explanation power in the capital market. It is considered that
accounting income is more frequently used than economic value added for their
decision making by investors in the capital markets. But the three measures were

not significantly different in the explanation of business value.
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Biddle, Bowen¥} Wallace(1997)3)= 9 4 &5 & & (Cash Flow from Operating; CFO)ell
A BRI EHE (Accrual) S TS £o]¢)( Net Income; NI)©] = a1, =o]ejol]l A|Fo]z}
(ATInt)S  Y3td  HFEG U0 (NOPAT)O]l A&Hw, AHIFFPo]oe AEn|&
(CapChg)s AHzFatH zhofo]o(RI)o] Ert. o] ofo]efe] Stern StewartAt7} AIFE =

Hatw EVAZE dEdts 2o Aostu Ao IS

rlo

EVA = CFO + Accrual + ATInt - CapChg + AccAdj

CFO(Y 4 ¥ 535 F): Cash Flow from Operating

Accrual(Z A &5): Accruals

ATInt(M $©] A}4): After Tax Interest

CapChg(#}£ 1] &): Capital Charge

AccAdj(Z 3 A SZAA): Stern Stewart Adjustment to Accounting
Measures(Stern Stewart2] A 3| A F 4 X)

NI(Net Income: =°]%]): = CFO + Accural

NOPAT(Net Operating Profits After Tax: Al ¥9H019]) = NI + ATInt

RI(Residual Income: %t o]?]) = NOPAT - CapChg

EVA = RI + AccAdj

tlo
H
e
al
2,
tilo
)
N
N

Ehrbar(1998)5)= Al % g o] 2} (NOPAT)o| A A& ] & &3} FAE

2) = sIALg o3, I EVARAL , 28RS 98-3(1998), pp.1317139.
3) G. C. Biddle, R. M. Bowen, & J. S. Wallace, "Does EVA beat earnings? Evidence on associations
with stock returns and firm Values Journal of Accounting & Economics 1997, 24, pp- 306~807.

0 TAPRaeenal e FABEL ATATE AAE JYVEA HH P2l A% S WA, ¥
A, ARG ALY AR, HFERA £271E So| EgE.



el Azste Aoz Fodsta Aok & EVAZ 7199 AN @ 25U o
24 FeAQ dAEFL T F dE ATV AMEE BgAsEe] 2ol
daca i g s40% wdsd og An 2o

EVA = NOPAT - C x TC

TC(Total Capital: FA}&)
O’Hanlon¥ Peasnell(1998)0)& t7]3F &<t FAH44 2] (Return On Assets: ROA) I A
AHER & (K)E 2hgstal, o 7)o FAAE(An)S w3t AbEste Ae=m Aosta 3l

ot EVAE 95 43 Zo] Yehya o

EVA = P - KAy = (ROA; - K)Ay

u] 2 9] Stern Steward & co?l What is EVA? oA E t&3 Zo] /MI3F AHogE U
2 U

EVA=Net operating profit after taxes(INOPAT) - (Capital x The cost of Capital)

293k, EVAE &5 28 oA Fibel FxdE BE AR 7InES A7

AAg FHES AP AL Z, EVAE &5 AAZ ool AY FFEolv AMAAE|
frAbeE @3t Al 715 W (other securities of comparable risk)doll A F2Lg o =4
e F Jde BF HALFFHEdd mAA A 23S F e 259 ZAH.

Ohlson& |G R o2 RE F53 7|A7FXH7/IEE AA AT o] =g

FAR F FANAE Zyolol3h EAMY Y FO= 4T 3lolth Ohlson =3
3

5) A. Ehrbar, "EVA: The real key to creating wealth.", New York, 1998: John Wiley & Sons, pp.1~ 4.
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o, ZAARANA, FHE BARRANNE Ao SHAFE o] AAZHAES 1
o 4uY 2718 AT AR, PrlEeld, AAYRAAN R FHE AAH RN
o2 Yehgut

1) Stewart(1991)14)

Stern Stewart & Co.v V= AZXH AFASE o] &3t F719 W3t} EVA, 9
o] J(EPS), A7]AE 0] & (ROE), FAE0] 2 E(ROA), W&, vidw 59 F71#4A
AxE Wl Uit AAAAE BEXGT. vl 6187] 7IHES HFSZ EVASL

MVA(Market Value Added)®] #HAE 43 27, =2 FAJAV} dve= 2SS I3

T3S 2= EVAY W3l (change in EVA)® MVAS W3} (change in MVA)2] A
£ 24 E FBAAT =A deidst ole Sl AH
3 F33FA Tk Stern Stewart & Co. o AFZAd oJstd, F71¢}

e #d AxERY o &4 desd. F, EVAYL o2 F1ad

b aQlse] FgoR A4E

¢

d5ol A9 ARE A
o 719 A HeEsME HrslHTh o5

13313, v 19
A}

13) A5, W&, 71 AR SR RS v, dAAT 69 2%, 2001.
14) G. B. Stewart III, "The Quest for Value", Harper Business : New York,(1991).
15) G. C. Biddle, R. M. Bowen, and J. S. Wallace, "Does EVA Beat Earnings?

Evidence on Associations with Stock Returns and Firm Values", Journal of Accounting
and Economics 24, 1997, pp.301 ~ 336.

_25_



»
o
[hid
=
oo
K3
¥0,
2
>
trd
<
>
N
Sote
X
o
19
il
[hid
i)
P o
e
ol
i)
rr
N
o,
filo
N
N,
ol
N
&2
o
S

23]y 3)Alc]dEo] dutH S E EVART -3ttt =43k

3) Biddle? Bowen(1998)¢] 17-16)

Biddle#} Bowen(1998)2 EVAZF #8ld HAEFTEAN AEIJALEC 9] AF 2o
Hed oldl #3 AR HFZAH FAZ dolok FHu Y. 22y EVAE

.

Stern StewartAhel Sls) A AAE] 1 &Aol BgE o Yov, J1gAA 2
Ag FAE Bl Eoldnd B WHA AAH AvkE FAF ol F 9
oo Fgsan

Chen¥ Dodd(1998)= 71949 7FxZ =l tig 74 £& A #5471 EVAgZ = =
A€ FAE 571 Fo ol 1983dFH 1992d71A 1093 vl 9 6,6837] 71 G E
ol

=
7F EA31H, RIo| EVAE F7} 8F3le H53 Aaes 3" SEARY] EA45 3

dstaAot

5) O’Byrne(1996)18)

O'Byme®] @7AE AAARANN} QAN D o] B ARl 2Y ARH 7]
e APAATE #8688 ARAR SdYTh AFAT0] 959 599 7|35 EVAY)

7@[_
Wale Ag7HA WES o 5%% 44

23

W oAFegdolole 4%yt A

2

=z
T

16) G. C. Biddle, and R. M. Bowen, "Economic Value Added: Some Empirical Evidence",
Managerial Finance(Nov.), 1998, p.60.

17) S. Chen, and J. L. Dodd, "Usefulness of Operate Income, Residual Income, and EVA:
A Value-Relevance Perspective", Working Paper Presented at 1988 MBAA
Conference, Chicago, Illinois, March 28, 1998.

18) O'byrne, S. F., "EVA and Market Value", Journal of Corporate Finance, 1997,
pp.116 7 125.
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3HA Fglom, EVAS FEo] oAk FFEHG AZVFAS dFstet gl H
o 2%3tha stttk &8 Miller, Modigliani(1961)9] 7147FX 28 & o] &3] EVA

To 2 EVAZE 7I47HAl0l olw g 93¢Fs Ferket IAAH BRI ¢
< 7HAA S-S A st I 23 e EVAZE 59 EVARG
FRom, 59 EVAS Afo=E ¢ EVART gt

] =
FEO)ARE Z71G7EA ek & #AE JHHT. o] 22 #WEel X O'Byrned 7 AlA
A Eehal sk

6) Bacidore et al.2] €1(1997)19)
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rr
N
N

Bacidore et al.= EVA$} REVAV} F3 X A=
5 A3ty f1d 23459 E 3 EVA, REVAC g JATAS A4

drskd=d, 2 23
EVASH REVA E5F 1% frosEoA () daAAE Hdell b= 5 A% 25 F5
B F7te FoAFdS BHvh =3 34 EVAS REVARREZL n# 235 olE9 oF
7b B devtE 2S5 23 EVAX R B¢k A7 #ol BT 2HFdEd 9
FE F= 27 e oY REVAREE 3719 %2 97 2#%FdEd F94<
dFS FAT A7) REVAFS 37 27458 9FS 72 Zdte 3102 e
Wtk 1813 EVASF REVAE SAld A9 Wsa Bu 3 ARAg 23 REVAE (+)9
T4 BAE UEd 9 EVAE ()9 §934 Z23%E Yedo] EVAE 2359 EH
foFH oz AAF o REVAY 9 AHE EVAY] o3 Ad® FARE ¥ B o}y
2t 1 o] ARE wYdsle Aoz EAEY
7) Clinton¥} Chen(1998)<] <A -20)
Clinton# Chen(1998)2 F7}ot F7lgel ol #ste] Aoldt AASHAE9 #AE

A& FYstATE ol59 AF= Stern StewartAle] EVA, Boston Consulting Group ]

3
AE5PAEe) 2L RFAoH, A5 4RE3A L EF ROI TE A5
59 Aol w2W AFHA JAYTHFA ¥ RCFE 771 2 FAENE Gl v

kA B2 7]19dE0°] EVAY CFROIZ F& A#=AHAAN=Z A

19) Bacidore, J. boquist., J. Milbourn. T and Thakor, A., "The search for the bset financial performance
measure", Financial Analysts Journal, May/June, 1997.

20) D. Clinton, and S. Chen, "Do New Performance Measures Measure Up?",
Management Accounting(USA, Oct.), 1988, pp.38 ~ 42.
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<HHA1> HAC g H AAARAANY AREHE 2A Yoh,
<Hd2> AFBEY FAYZ) AuEVHE 2A Yo

t+14 34
t=4
FAFAEL o] ok 9] APAFE(Biddle et al, 1997; WAA, 2001 5)3 wp3t

2
7FA 2 A ZAZA 2349 E(market adjusted abnormal return)S 127§ €3t 33t A}

3 g. =, Adx FAo)do] FEH olF AHA td 49REH t+1d 3Y97A] 1270
(e}

CAR, = ay+ oyNL+ oy ANI, + a3 EVA, + ayAEVA, + a5 CFO, + oy A CFO, 2] (2)
+a;TA, +agATA, +e,

CAR : (1)l A3 td = Azt F 595

NI : B7]<Eo] o]/ 71 2 F A4

AI\H . NIt - NIt.l
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EVA : A2 34 (3)ellA Hogk AAAHF7171A]
AEVA : EVA, - EVAy,

CFO: 49852z Q3 dv35E/
ACFO: CFOy - CFOy

TA: NI - CFO

ATA: TAt - TAt.l

3) NI9} EVA®] ®la

CAR, =ay+ oy NI+ a, EVA, _|_€fz\_1'(3>
CAR : 22l X B3t tdx= A7 F4 55,
7ol /7N 2T A,
EVA : A28 33 (3)olA Fa AAHRAA
4) ANIS} AEVAS] ®lw
CAR, = ay+ 0y ANL + ay AEVA, F e 2 (4)
CAR : 2 (2)elA Ao td= AL FAFNE
ANI : NIt - Nl
AEVA : EVA: - EVAu
5) CFO%} TA®] Hlw
CAR, = ay+ ay CFO, + a, TAf—i-ef/i],(S)
CAR: 21(2)oll Al Aog tdx A7F FA 58
CFO: 9&so= g d55E/712FAL
TA: NI - CFO
6) ACFO$} ATAS] Wl
CAR,=ay+ a; A CFO, + ay ATA, +6fé}(6)
CAR: 2121 A A tdx A FA55

A CFO: CFO¢ - CFOgq
ATA: TAt - TAt_l

TFAAAE Aol AAFEIIZIAY Fdd AE Y&

AXR SAZFSLE Vuong(1989)¢] %4l (likelihood ratio) 7 %57l
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2. VEE A

<& 3>9A 7197k A9 CAR(FA 2 &)2 0 &
l CFO= 0.069] 7H¢ &2 o2 Yehstal, H2 #4531 e 4FAEL] FAHF7H7HA]
= 000382 VA Uebgth B3 MEHse] e
ATA, ANIS] Thog w2 Hol)

<% 3> 71EEA L (n=1,086)

Mean Median Std. Minimum 25% 75% Maximum

CAR 0.030 0.020 0.414 -1.564 -0.263 0.313 1.687
NI 0.045 0.039 0.096 -1.952 0.011 0.080 1.078
EVA 0.003 0.004 0.069 -0.571 -0.022 0.033 0.404
CFO 0.061 0.051 0.095 -0.947 0.002 0.108 0.731
TA -0.021 -0.020 0.086 -1.006 -0.062 0.018 0.507
ANI 0.005 0.001 0.105 -1.081 -0.017 0.025 2.276
AEVA 0.003 0.004 0.073 -0.842 -0.017 0.025 0.643
A CFO -0.001 0.000 0.094 -0.763 -0.045 0.042 0.641
ATA 0.006 0.000 0.135 -1.167 -0.043 0.053 2.258

CAR : FHZHF9E, NI : @710l 7I'E F44F, ANI : NI - Nl
AF3EF, ACFO : CFO: - CFOu, TA : 2835, ATA : TA, - TAu
EVA: AAZ27}71%] , AEVA : EVA, - EVAy,

<iE 4>= Fowlgo 3 Pearson(thZtAd o} %) /Spearman(th 2Hd 91%) FdA
£ s AT BHEATY A7 FoAe] vz ERE 2 Ho A= Pearson

Al CARS} NI, EVAS] A3AFE 247 A=
oA w e AWBAAE ROy, Foldd Frigge ARATIE BAAH R
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<H 4> 23 PR (n=1,086)

CAR | NI EVA | CFO TA ANI | AEVA | ACFO | ATA

CAR | 1.000 | 0209 | 0223 | 0121 | 0055 | 0289 | 0237 | 0129 | 0.041

(0.000) | (0.000) | (0.000) | (0.038) | (0.000) | (0.000) | (0.000) | (0.123)

NI | 0192 ] 1.000 | 0707 | 0462 | 0244 | 0332 | 0130 | 0.098 | 0.099

(0.000) (0.000) | (0.000) | (0.000) | (0.000) | (0.000) | (0.000) | (0.000)

EVA | 0167 | 0446 | 1.000 | 0464 | 0044 | 0231 | 0325 | 0.134 | 0.001

(0.000) | (0.000) (0.000) | (0.100) | (0.000) | (0.000) | (0.000) | (0.971)

CFO | 0123 | 0515 | 0423 | 1.000 | -0.609 | 0.193 | 0132 | 0493 | -0.352

(0.000) | (0.000) | (0.000) (0.000) | (0.000) | (0.000) | (0.000) | (0.000)

TA | 0080 | 0413 | -0.024 | -0495 | 1.000 | 0.105 | -0.073 | -0.468 | 0.532

(0.003) | (0.000) | (0.360) | (0.000) (0.000) | (0.006) | (0.000) | (0.000)

ANI | 0165 | 0207 | 0109 | 0076 | 0150 | 1.000 | 0473 | 0244 | 0.330

(0.000) | (0.000) | (0.000) | (0.004) | (0.000) (0.000) | (0.000) | (0.000)

AEVA | 0138 | 0.006 | 0523 | 0078 | -0.135 | 0.216 | 1.000 | 0278 | -0.010

(0.000) | (0.836) | (0.000) | (0.003) | (0.000) | (0.000) (0.000) | (0.695)

ACFO | 0113 | 0197 | 0118 | 0586 | -0.427 | 0.085 | 0108 | 1.000 | -0.747

(0.000) | (0.000) | (0.000) | (0.000) | (0.000) | (0.001) | (0.000) (0.000)

ATA | 0049 | 0023 | 0003 | -0350 | 0415 | 0718 | 0.092 | -0.633 | 1.000
(0.065) | (0.394) | (0.925) | (0.000) | (0.000) | (0.000) | (0.001) | (0.000)

<3} 5> Htzao] B4

oA Y VR S T Ml

NI 0.058 0.072 0.032 0.114 5.166 0.000
EVA 0.011 0.067 -0.005 0.069 4.641 0.000
CFO 0.070 0.089 0.052 0.099 3.560 0.000
TA -0.016 0.083 -0.025 0.088 2.140 0.033
ANI 0.016 0.064 -0.007 0.132 4.185 0.000
AEVA 0.012 0.074 -0.006 0.070 4.786 0.000
A CFO 0.006 0.086 -0.008 0.101 2.927 0.003
ATA 0.010 0.100 0.001 0.162 1.195 0.232
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CAR, =ay+ oy N+ ayANI, +a3 EVA, + a,AEVA, + ay CFO, + oy A CFO,
+a;TA, + agATA, +¢

<#& 6> A FEILe] JHRE I vl

TA A9 NI A <] CFO/TA A 9] NI/EVA A2
A | tBAZF | AT |[t5AZF | AF |[tBAZF | AF | t5AF
=il 0.002 | 0.117 0.009 | 0.522 0.013 | 0.905 0.005 | 0.341
NI 0.796 | 4.417 0.758 | 4.683"
ANI 0.851 | 4.932" 0.876 | 5.095
EVA 0.049 | 0.190 0472 | 23107 | 0617 | 2.859"
AEVA 0546 | 25027 | 0.544 | 2497 | 0.069 | 1.275
CFO 0344 | 2.047 | 1212 | 52187 0.852 | 5204
ACFO -0.270 | -1.350 | -0.141 | -0.557 0.801 | 4.954
TA 0.832 | 44737 0565 | 2311
ATA 0.453 | 1.776 0.605 | 3.033"
Ad-R*(F) | 0.108 (27.830)" | 0.101 (25.921)" | 0.087 (25.634)" | 0.107(25.197)
VIF 2.343 3.073 2.118 2.787
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Ao 2 vt 8 EVAS ACFOE froAolA X3 Aoz yeun. 53 ACFOE
AAF7E ()] FEE 7HAA qBAE ZE o= A EAH o
A R3ht.

NIE AlQg Ao AE, CFOS TAZE 1%frosFollA BAIASE foAQ AHS 3
i e EVASL AEVAE 5% froFTolA 92U AHS st ey, CFO9F TA
s dwgo] v ARE Yetllt T3 ATAES 10%

F<9 ACFOE F9&<d 4

BE a3 Zska o
CFOS} TAS A3 B e AEVAE ALstne 1% FAdFEodM #9490 Aoz
UetyE 2 3 FAHSE CARY g A9ge] gle o= BAHAY. NISt EVAS
A EMo e CFO, ACFO, ATAE 1% FoFFodA SAFoZE F94< Aoz
z o2 NISt W&

2) NI®} EVA®] Bl

CAR, = oyt oy NI+ a, EVA, +¢
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