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INTRODUCTION 

 
 

‘Early in 2006, the Dutch media concern VNU announced that it would accept 
the € 7.6 billion takeover bid of a private-equity consortium, which, together 

with activist shareholders, had criticized a large planned acquisition and instead 

suggested a review of the company’s portfolio of business. In January 2007, the 

British aerospace technology company Smiths announced the sale of its 

aerospace business to GE after shareholders steadily criticized that unit’s 

performance relative to peers.’1 
 

According to Burns & Vaivio (2001: 389), recent literature, both academic and professional, 

is flush with commentaries on the changing nature of management accounting practice (see 

Bhimani, 1996; Shields, 1997 in: Burns & Vaivio, 2001). These are interesting and extremely 

challenging times for management accounting, its academics and its practitioners. The ‘New 

Economy’ demands change— so it appears. Particularly since the publication of Relevance 

Lost (Johnson & Kaplan, 1987), academics, accountants in business and consultants have 

sought to develop new and so-called ‘advanced’ management accounting techniques and new 

management accounting systems—a management accounting that meets the information 

requirements of business managers in today’s global, technology driven world. This is 

illustrated with the following quote: 

 
‘Indeed, the data indicates that boards are increasingly prepared to replace 

CEOs in anticipation of disappointing future performance, instead of merely as 

punishment for poor past performance’.2 
 

Although the terms ‘Shareholder Value’ and ‘Value-based Management’ may be relatively 

new, the ideas behind it obviously are not, judging many publications from the (long) past 

(Smith, 1776; Marshall, 1898; Preinreich,1936, 1938; Lücke, 1955; Edwards & Bell, 1961; 

Solomons, 1965; Peasnell, 1982; Goetzmann & Garstka, 1999). All these authors realized that 

a company only makes a profit when all the costs are covered, including the costs of capital 

(both debt and equity). It did not gain much attention, though, until the publication of the 

book ‘Creating Shareholder Value’ by Alfred Rappaport in 1986. From that time, newspaper 

headlines frequently showed the need for organizations to focus on shareholder value instead 

of accounting profits as the two previous quotes illustrate. At that time the term ‘Value-based 

Management’ (VBM) was coined to operationalize shareholder value creation. 

 

Many authors defined and described VBM (Rappaport, 1986; Stewart, 1991; McTaggert et 

al., 1994; Weissenrieder, 1997; Arnold, 1998; Copeland et al., 2000; Young & O’Byrne, 

2001). The following characteristics are generally shared in common: 

• VBM takes all costs of capital into account. Where accounting profits only include the 

cost of debt (interest), economic value is only created when net profits also exceed the 

costs for debt as well as for equity. 

                                                      
1 Carlesi, L., B. Venster and F. Wenger (2007). The new dynamics of managing the corporate portfolio. 

McKinsey on Finance, issue 23 (Spring), 1-8. 
2 Lucier, C., S. Wheeler and R. Habbel (2007). The Era of the Inclusive Leader. Resilience report 

Strategy+Business, Booz Allen Hamilton, June 13. 
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• VBM is a managerial approach. Applying VBM takes more than calculating a measure 

that includes the cost of capital. It is an approach where techniques, concepts, and tools 

are used to meet the firm’s objectives, relating to all organizational functional areas (e.g., 

production, logistics, strategy, finance, accounting, and human resources) and levels. 

• VBM is built around value drivers. This stresses the fact again that it is not about the 

calculation, but about the variables that are related to the calculation. These activities can 

be expressed in both financial and nonfinancial terms, and involve all organizational 

levels. Ways to operationalize this ‘break-down’ is by using for example the Balanced 

Scorecard or a ‘value tree.’3 

 

Based on these aspects, I will define Value-based Management as follows: 

 

Value-based Management is a managerial approach to create value by investing 

in projects exceeding the cost of capital and by managing key value drivers. 

 

In this respect it is noteworthy to show how VBM is related to shareholder value, which could 

conflict with a stakeholder approach of managing a firm (Freeman, 1984; Donaldson & 

Preston, 1995; Jones & Wicks, 1999; Friedman & Miles, 2002).   

Various authors (Cools & Van der Ven, 1995; AICPA, 2000b; Copeland et al., 2000; Jensen, 

2001; Wallace, 2003) explain that by trying to serve multiple stakeholders, as suggested with 

the stakeholder approach, they will all end up being inadequately served. Without the clarity 

provided by a single-value objective, ‘companies embracing stakeholder theory will 

experience managerial confusion, conflict, inefficiency, and perhaps even competitive failure’ 

(Jensen, 2001: 9). However, the same authors (Cools & Van der Ven, 1995; AICPA, 2000b; 

Copeland et al., 2000; Jensen, 2001; Wallace, 2003) admit that other stakeholders cannot be 

ignored either. As Jensen (2001: 9) puts it (in line with Atkinson et al. (1997) and Wallace 

(2003)): ‘In order to maximize value, corporate managers must not only satisfy, but enlist the 

support of, all corporate stakeholders—customers, employees, managers, suppliers, local 

communities. Top management plays a critical role in this function through its leadership and 

effectiveness in creating, projecting, and sustaining the company’s strategic vision.’ This is 

what Jensen (2001) calls enlightened stakeholder theory and Wallace (2003) enlightened 

value maximization. Wallace (2003: 127) states: ‘Through correlation analysis, and then 

through regression analysis, I provide evidence supporting enlightened value maximization 

and suggesting a complementary relationship between VBM and stakeholder theory. 

Companies must create shareholder value in order to satisfy their stakeholders. At the same 

time, my findings also suggest that, up to a certain point, increasing stakeholder benefits helps 

create additional shareholder value. In other words, companies generally do well by doing 

good – but at the same time, they must do well to be able to do good.’ Copeland et al. (1996: 

4-27) reports in the same fashion. Their research also showed that a focus on shareholders’ 

interests, as residual claimants, serve all other stakeholders interests as well. Srivastava et al. 

                                                      
3 A ‘value tree’ is a system to depict the variables of economic profit into new variables that have 

impact on the former variable. It is comparable with the ‘Dupont chart’ for ROI. This way the 
variables can be broken down to the lowest level in the organization and can include both financial 
and non-financial variables. Rappaport (1998) speaks about ‘macro’ and ‘micro’ value drivers for 
referring to generic and operational value drivers. 
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(1998) relate to the marketers’ perspective that customers and channels are market-based 

assets, that arise from the mingling of the firm with entities in its external environment. These 

assets increase shareholder value by accelerating and enhancing cash flows, lowering the 

volatility and vulnerability of cash flows, and increasing the residual value of cash flows. 

Leveraging the market-based assets expands the external stakeholders of marketing to include 

explicitly the shareholders and potential shareholders of the firm and requires broader input 

into marketing decisions making by other functional managers (Srivastava, 1998: 2). In a 

similar way an exploratory study of Marginson (2002) shows that ‘the simultaneous emphasis 

on a range of KPIs can create a general bias towards one set of measures against another’ 

(Marginson, 2002: 1027), suggesting that it is better to have a clear, limited focus (not 

necessarily on shareholders, however, but neither on multiple stakeholders at the same time as 

the stakeholder approach poses). 

 

Another argument for maximizing shareholder value that is given in literature (Cools & Van 

der Ven, 1995; Rappaport, 1998), is that the threat of hostile takeovers by parties that are 

looking for companies with undervalued assets is reduced. As a result of maximizing 

shareholder value, the high share prices will make the company too expensive for raiders to 

buy a substantial number of shares in order to obtain corporate control. In this same fashion, 

issuance of new shares or bonds yield more (or necessitates a lower number to issue in order 

to raise a certain amount of capital), and to attract new bank loans becomes cheaper, since 

(business) risk is perceived lower and banks require less compensation (lower interest rates) 

for possible default (Cools & Van der Ven, 1995; Rappaport, 1998). 

 

When looking into the many publications about Value-based Management, it becomes clear 

that literature predominantly describes the various metrics that are used to calculate and 

express value creation, or try to find empirical evidence on capital market performance about 

correlations with share prices compared with the more ‘traditional’ accounting performance 

measures such as earnings. The way how these metrics are incorporated in the management 

control system – by means of value-based management – and how it effects decision making 

seems to be a subject that is still unexplored. Rather than expanding on these three issues 

separately, this dissertation sheds light on these issues in an interrelated threesome: which 

VBM metrics do organizations apply, what is the market reaction when using such metrics 

(the assumed correlation with share price), and how it is incorporated in the management 

control system. 

 

This study therefore looks into how Value-based Management is used and applied in 

organizations, and how this affects the management control system in order to meet the 

shareholders’ interests. Regarding management control, I will use Anthony & Govindarajan’s 

(2001) definition, as this definition best follows the aspects to consider as mentioned above 

regarding VBM. They describe the activities that are involved with management control as 

follows (Anthony & Govindarajan, 2001, pp. 6–7): (1) planning what the organization should 

do, (2) coordinating the activities of several parts of the organization, (3) communicating 

information, (4) evaluating information, (5) deciding what, if any, action should be taken, and 

(6) influencing people to change their behavior. Moreover, they state that ‘management 
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controls are only one of the tools managers use in implementing desired strategies,’ besides 

organization structure, human resources management, and culture (p. 8). This leads to 

Anthony & Govindarajan’s definition of management control: ‘the process by which 

managers influence other members of the organization to implement the organization’s 

strategies’ (Anthony & Govindarajan, 2004, p. 7). 

 

With this in the back of my mind, I studied the implementation of Value-based Management 

systems in five Dutch companies and how the implementation had its consequences on the 

management control system on corporate level and in business units. The problem definition 

for this study therefore is: 

 

Why do Dutch companies use Value-based Management, how is VBM 

implemented and in what way does it affect decision making in business 

units in order to create economic value. 
 

The sub questions, in order to find an answer to this problem definition, can be defined as: 

- Why manage for value and how to express value creation? 

- How to design and implement a management control system that enhances value 

creation? 

- How do Dutch companies apply VBM and to which extent does VBM affect their 

management control system? 

 

Chapter 1 will discuss the first question. It will elaborate on the developments and reasons 

behind the attention for ‘Creating Shareholder Value’ from the capital market’s perspective. 

Besides, this chapter will explain value-based metrics and discuss to which extent these 

metrics are useful in aligning shareholders’ and companies’ interests in light of the agency 

theory. 

The next chapter (2) elaborates on the second question. How do the metrics prove to be 

useful in aligning intraorganizational principal-agent relationships by means of designing the 

management control system based on the metrics? 

After this literature review, I will be in search for empirical evidence of how Dutch 

companies implemented VBM, and look for the answers to the following six questions that 

relate to the literature review: 

1. What are the reasons to implement Value-based Management? 

2. Which metrics are used? 

3. How is Value-based Management implemented? 

4. What are the effects on behavior and attitude? 

5. What are the effects on decision making? 

6. What are the effects on performance? 

For this purpose, Chapter 3 will first explain my research methodology. The subsequent 

Chapters 4 through 8 provide the detailed case studies where these questions are answered.  

Chapter 9 provides the case-analysis, conclusions, and ends with the limitations of my 

research and suggestions for future research. 
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 CHAPTER 1 PERFORMANCE METRICS AND CAPITAL MARKETS 

 
 

‘The directors of such [joint-stock] companies, however, being the 

managers rather of other people’s money than of their own, it cannot well 

be expected, that they should watch over it with the same anxious 

vigilance with which the partners in a private copartnery frequently watch 

over their own. Like the stewards of a rich man, they are apt to consider 

attention to small matters as not for their master’s honour, and very easily 

give themselves a dispensation from having it. Negligence and profusion, 

therefore, must always prevail, more or less, in the management of the 

affairs of such a company.’ 
(Smith (1760) in: Jensen, 2000: 83) 

 

1.1 STAIRWAY TO VALUE-BASED MANAGEMENT 

 

In the first half of the 19th century the economy developed to an elaborate pattern of 

specialization, particularly in commerce. With few exceptions, firms were small, and 

managerial techniques changed little (Goldberg, 1980). However, this picture was altered by 

the appearance and spread of the railroads (around 1840). First, they are among the initiating 

firms employing a substantial number of middle managers. Second, their organizational 

innovations (e.g., decentralization, communication) served as models for firms in other 

industries; institutions developed to serve the needs of the railroads (such as the modern stock 

market) were also available for these other firms. Third, the increased speed and reliability of 

deliveries that railroads afforded had a great impact on the technology of firms in distribution 

and manufacturing. Hence, in coping with large-scale problems of management, the railroads 

had to devise new methods for mobilizing, controlling, and apportioning capital, for operating 

a widely dispersed plant, and for supervising thousands of specialized workers (Chandler, 

1965). 

 

Following such development, a problem of moral hazard may arise when individuals engage 

in risk sharing under conditions such that their privately taken actions affect the probability 

distribution of the outcome, which is common in for example the delegation of decision 

making like what happened at the Railroads (Holmström, 1979). The source of this moral 

hazard or incentive problem is an asymmetry of information among individuals that results 

because individual actions cannot be observed and hence contracted upon. A natural remedy 

to the problem is to invest resources into monitoring of actions and use this information in the 

contract. Casual observation indicates that imperfect information is extensively used in 

practice to alleviate moral hazard, for instance in the supervision of the employees or in 

various forms of managerial accounting. Questions that arise are when imperfect information 

about actions can be used to improve on a contract which initially is based on the payoff 

alone, and how such additional information should be used optimally (Holmström, 1979). 

 

This agency problem elicits performance management. For a great many of years 

organizations are in search for the ultimate measure for expressing their performance (Meyer 

& Gupta, 1994). Holmström (1979) studied efficient contractual agreements in a principal-
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agent relationship under various assumptions about what can be observed, and hence 

contracted upon, by both parties. When the payoff alone is observable, optimal contracts will 

be second-best owing to a problem of moral hazard. By creating additional information 

systems, or by using other available information about the agent’s action or the state of 

nature, contracts can generally be improved. Banker & Datar (1989) show that more (costless) 

measures are preferred to fewer if the additional measures provide incremental information on 

dimensions of the agent’s actions that the principal wishes to motivate. 

 

The above briefly explains that the agency theory rests on the assumption that the desires and 

goals of the principal (e.g., shareholders) and agent (e.g., management) conflict and that it is 

difficult and/or expensive for the principal to verify what the agent is doing (Ross, 1973; 

Jensen & Meckling, 1976; Eisenhardt, 1989)4. Shareholders primarily invest in firms to 

increase their own wealth, whereas managers will try to increase their personal wealth, both in 

tangible as well as intangible ways (e.g., reputation, power, and perquisites). In addition, the 

theory implies owners and managers to face differences in working horizons and risk attitudes 

which generate agency costs (Zimmerman, 2003). 

Both principals and agents are willing to incur costs for the alignment of their interests 

(Jensen & Meckling, 1976; Hill & Jones, 1992; Weimer, 1995; Shankman, 1999). Jensen & 

Meckling (1976) define agency costs as the sum of the out-of-pocket costs of structuring, 

administering, and enforcing contracts (both formal and informal) plus the residual loss 

(which represent the opportunity loss remaining when contracts are optimal but imperfectly 

enforced). Enforcement costs include both monitoring and bonding costs, that is, the 

resources expended by the principal and agent, respectively, to ensure contract enforcement. 

In line with Banker & Datar (1989), it pays to expend resources on enforcement only to the 

point where the reduction in the loss from noncompliance equals the increase in enforcement 

costs. Agency costs therefore include all costs frequently referred to as contracting costs, 

transaction costs, moral hazard costs, and information costs (Jensen, 2000). 

 

Besides contracting the alignment of interests of external shareholders and management of the 

organization in the principal-agent relationship, shareholders also have to decide about the 

way their trade transactions on the capital market create most value. The transaction costs 

involved (basically associated with the acquisition of information, bargaining, contracting, 

policing and enforcing of agreements (Coase, 1937)) must then be exceeded by the expected 

increase in wealth. The transactions can be divided into two categories: the ones with a focus 

on the spot market (realize gains in frequent trading of shares) or with a focus on sustained 

hierarchical relationships (realize gains in a long-term owner-manager relationship). In this 

respect, two concessions to human nature are especially important in Transaction Costs 

Economics (TCE): (1) bounded rationality (decisions are hardly ever optimal), and (2) 

opportunism (self-interest seeking with deceitful cunning) (Williamson, 1979, 1985, 1993). In 

line with the studies of Lovata & Costigan (2002) and Thomson & Pedersen (2000), as 

previously described, spot market transactions on liquid share markets and large (institutional) 

block holdings favor shareholder value maximization and reduce opportunism. The way how 

these transactions take place in their most efficient form is, however, not subject of this study, 

                                                      
4 For the purpose of this chapter I refer to the shareholders as principals and to management as agents. 
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but is an interesting suggestion for further research. How shareholder-manager relationships 

hold in creating shareholder value is subject of this study and will be discussed in the next 

chapter, where the focus is on how organizations manage their resources to create sustainable 

shareholder value. 

 

The above entails a dominant external contracting force: how can shareholders (principals) 

contract management (agents) to perform in their best interest? From the point of view that 

the shareholders’ primary objective is to increase their wealth, i.e., creation of shareholder 

value, prevalent is that companies should adopt performance measurement techniques that are 

conceptually linked with the free cash flow model of valuation5, i.e., corporate managers 

should be evaluated in a manner that is consistent with the way that the capital markets will 

evaluate firms (Young & O’Byrne, 2001). 

 

Traditional accounting measures have some inefficacies/shortcomings that do not allow this 

kind of performance measurement (Rappaport, 1986; Stewart, 1991; Brealey & Myers, 1996; 

Wallace, 1997, 1998; Ittner & Larcker, 1998): 

• Alternative accounting methods may be used. A change in accounting method (e.g., from 

a FIFO-system to LIFO-system for inventory) generally does not alter a company’s cash 

flow and therefore not its economic value. 

• Risk is excluded. The level of risk is determined both by the nature of the firm’s 

operations and by the relative proportions of debt and equity used to finance its 

investments. 

• Investment requirements are excluded. Although depreciation is included in accounting 

figures, outlays for investments in working capital and fixed assets to sustain the firm and 

which affect cash flows are excluded form the earnings calculation. 

• Time value of money is ignored. The discount rate used to estimate the economic value 

not only compensates for bearing risk, but also for expected rates of inflation. An 

earnings figure today is in monetary terms the same as an earnings figure projected for 5 

years (for instance), thus ignoring such rates. 

Another issue that is not accounted for in accounting are dividends. In order to maximize 

earnings, a company should never pay any dividends as long as it expected to achieve a 

positive return on new investment. However, shareholders also require a return in terms of 

dividends (besides a share price appreciation). From these perspectives it becomes clear that 

from an investor’s point of view accounting figures run short. 

 

When looking at empirical evidence that links agency theory with Value-based Management 

adoption, Lovata & Costigan (2002) tested the hypothesis that firms with higher agency costs 

will adopt the Economic Value Added performance measure. Their research showed that 

considering ownership, size, and risk, large firms with a higher percentage of institutional 

ownership6 seem to be more likely to adopt EVA. The findings were based on the premise 

                                                      
5 Conceptually, economic value is determined by the discounted future free cash flows, i.e., cash flows 

available to shareholders after investments are considered, made present at the hurdle rate required 
by the investors. 

6 Defined as: the fraction of a company’s stock that is owned by institutional investors (Gompers & 
Metrick, 2001: 239). 
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that companies with a high number of non-manager shareholders rely more on contracting to 

ensure that managers increase shareholder value, and that as firms increase in size, owners are 

less capable of observing relevant actions, so the risks of moral hazard and opportunism 

increase (unless owners are also the managers). Thomson & Pedersen (2000) found that 

shareholder value is maximized when adopted in the case of (i) intermediate degrees of 

ownership concentration (by family, another company, or government), (ii) large block 

holdings by financial institutions, and (iii) UK-style, liquid share markets. 

 

A threefold developments further fueled the need for another way to manage a business (Van 

de Voort et al., 1996; Armitage & Jog, 1999; PriceWaterhouse, 1999; KPMG, 1999; Dodd & 

Johns, 1999; Chen & Dodd, 1997; Ittner & Larcker, 1998; AICPA, 2000a): 

- Shareholder activism: instead of being passive investors, shareholders have become more 

active and scrutinize the organizations they invest in, backed by developments in 

corporate governance giving more power to them. Various newspaper articles, for 

example, currently report about shareholders’ involvement in Stork’s and Royal Ahold’s 

strategy.  

- Capital activism: globalizing capital markets, increasing liquidity of international 

financial markets, and a rise in alternatives in and widespread use of derivatives makes 

switching between investments easier for investors. Hillman & Keim (2001) state that the 

development of a world market for investment capital, in particular, increases the 

importance of competing for investment capital. This pressure urges management of firms 

to meet shareholders’ expectations to avoid switching capital to competitors. 

- Manager activism: as a result of global competition, managers become more active in 

reconsidering their corporate portfolios and focus stronger on the core competences, 

enhancing growth in specific areas rather than widespread activities. Lamont & Polk 

(2002) provided evidence with their research that diversification destroys value. Managers 

therefore have to consider their firms’ activities to live up to their shareholders’ 

expectations, meaning that they must be able to recognize that an external market to 

perform activities may enhance more value to their own firm. 

 

Haspeslagh et al. (2001a, 2001b), Malmi & Ikäheimo (2003), Hogan & Lewis (2000), and 

McLaren (2003), among others, found support for these reasons and developments that 

emphasize the external forces to manage for shareholder value.  

Haspeslagh et al. (2001a, 2001b), for example, found that firms decided to manage for value 

because managers did not act like owners and the poor stock price performance relative to 

peers. Malmi & Ikäheimo (2003) mentioned that increased foreign competition was regarded 

as forcing some of the interviewed (Finnish) organizations to improve their efficiency, and 

emphasize growth as an essential means to ensure long-term shareholder value. Hogan & 

Lewis (2000) investigated firms that adopted compensation plans based on Economic Profit. 

They found that a reason to adopt value-based plans was to control for deficiencies in other 

types of plans like stock ownership plans (where stock price changes reflect market 

conditions and only partially the efforts of managers) or earnings-based plans (which tend to 

induce a short-term orientation and are based on accounting numbers which are subject to 

manipulation and fail to adjust for operating risk), and link executive compensation to value 
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creation (economic profit). These firms therefore acknowledge that a simple focus on stock 

price or earnings in remuneration plans do not suffice to create shareholder value, but that it 

takes a value-based management concept to align interests.  

McLaren’s (2003) case studies included two State Owned Enterprises (SOE) in New Zealand 

that added another perspective to why firms decide to manage for value. Because in the 

absence of share price and competition, Economic Value Added provided a benchmark as to 

the proper return for risk incurred by the providers of finance, and it provided a framework 

for discussion of prices as well as what was a reasonable level of profit for a monopoly 

service provider. Besides, a recommendation was made in the government issued Value 

Based Reporting Protocol for SOEs, enhancing firms to implement VBM. 

 

Haspeslagh et al. (2001a, 2001b), on the other hand, found that shareholder pressure only 

played a small role in the decision to manage for value, indicating that it is the management 

itself making the decision, realizing that traditional accounting measures do not reflect the 

company’s actual economic performance.  

 

1.2 VALUE-BASED MANAGEMENT TECHNIQUES AND SYSTEMS  

 

To measure how Value-based Management contributes to contracting agents, several metrics 

are developed, mostly by consulting firms. They all argue that their metric correlates most 

closely with share price or measure shareholder value most accurately, especially compared to 

traditional accounting measures. For that reason, the explanation of these metrics will be 

followed by empirical evidence supporting or rejecting these claims. 

 

The most fundamental economic relationship underlying Value-based Management (in 

countries with well-developed capital markets) is that shareholder value (i.e., the market value 

of the company’s common stock) is determined by discounting the cash flows investors (i.e., 

principals) expect to receive over a long-time horizon at the minimum acceptable rate of 

return they require for holding equity investments, also known as the cost of equity capital 

(Rappaport, 1986; Stewart, 1991; McTaggert et al., 1994; Young & O’Byrne, 2001). The 

value of the firm is subsequently a function of three major factors: the magnitude, the timing, 

and the degree of uncertainty of the future cash flows resulting from executing investment 

projects and stemming from decisions made with regard to the financing of the firm (Young 

& O’Byrne, 2001; Brealey et al., 2004; Damodaran, 1996). The magnitude in cash flows will 

vary from asset to asset – dividends for stocks, coupons (interest) and face value for bonds, 

and after-tax cash flows for a real project. The magnitude tells little about the current value 

unless timing is also known. Cash has a time element, which means that we would rather have 

it today than have to wait for it (Young & O’Byrne, 2001; Brealey et al., 2004). The function 

of the uncertainty or riskiness of the estimated cash flows, with higher rates for riskier assets 

and lower rates for safer projects, results in the discount rate.  

These are the elements of the ‘present value’ rule, where the value of any asset is the present 

value of expected future cash flows on it (the discounted cash flow model): 
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where n  = economic life of the asset or investment 

 CFt   = cash flow in period t 

 r   = discount rate that reflects the riskiness of the estimated cash flows. 

 

Because investments tie up cash, their value is based on the amount of future cash flows that 

will accrue to investors. These free cash flows can be thought of as the amount of cash flow 

left over from the company’s operating activities after investments have been made. It is from 

this residual cash flow that companies can then return cash to their investors (principals). In 

brief, free cash flow makes it possible for companies to make (i) interest payments, (ii) pay 

off the principal on the loans, (iii) pay dividends, and (iv) buy back shares. These are the four 

ways that companies return cash to their investors, and therefore, the expectations of such 

cash flows will be the ultimate determinant of a company’s value from a capital market 

perspective (Young & O’Byrne, 2001).  

 

1.2.1 ECONOMIC CONCEPT OF PROFIT 

The economic concept of profit (Hicks, 1946), or economic income (Brealey & Myers, 1996), 

rests on the concept described above. When applying this concept, profit is defined as the free 

cash flow in a specific time period (year t) plus the change in present value between year-ends 

t-1 and t. In other words: 

Economic Income  = free cash flow +   year’s change in present value 

Economic Incomet = FCFt   +  PVt – PVt-1 

Where FCF is defined as the cash flow that is left from the operating cash flow after 

investments have been made and which is subsequently available to the investors. 

  

Various value-based metrics (i.e., metrics that take costs of all capital into account) are based 

on these principles, and will be discussed below. 

 

Shareholder Value Analysis 

When looking at Rappaport’s Shareholder Value Analysis (Rappaport, 1986), the basic 

thought behind this concept takes the change in present value of future cash flows as starting 

point to calculate Shareholder Value Created. The definition is as follows: 

Shareholder Value = Corporate Value -/- Debt  

Where Corporate Value is subsequently defined as (Rappaport, 1986: 51):  

   Present value of cash flow from operations during the forecast period 

+ Residual value (which represents the present value of the business 

attributable to the period beyond the forecast period) 

+ Marketable Securities  

 

For most businesses only a small proportion of value can be reasonably attributed to its 

estimated cash flow for the next five or ten years. The residual value often constitutes the 

largest portion of the value of the firm. Moreover, two issues should be borne in mind 

regarding residual value. First, while residual value is a significant component of corporate 

value, its size depends directly upon the assumptions made for the forecast period. Second, 
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there is no unique formula for residual value. Its value depends on an assessment of the 

competitive position of the business at the end of the forecast period (Rappaport, 1986: 60). 

Debt, as second component of Shareholder Value, includes the market value of debt7, 

unfunded pension liabilities, and the market value of other claims such as preferred stock. 

In line with the economic concept of profit (or economic income), shareholder value creation 

addresses the change in value over the forecast period. This is based on the fact that the cost 

of capital incorporates the returns demanded by both debt holders and shareholders because 

pre-interest cash flows are discounted, i.e., cash flows on which both debt holders and 

shareholders have claims. Rappaport states (1986: 56) that the relevant weights for debt and 

equity should be based on the proportions of debt and equity in the firm’s target capital 

structure over the long-term. In calculating the weights of the target capital structure, the 

conceptual superiority of market values is in finance literature generally accepted, despite 

their volatility, on the grounds that to justify its valuation the firm will have to earn 

competitive rates of return for debt holders and shareholders on their respective current 

market values (Brealey & Myers, 1986; Copeland et al., 1996; Stewart, 1991; Young & 

O’Byrne, 2001). 

 

Measuring the cost of debt is a relatively straightforward matter once it is established that 

what is appropriate is the cost of new debt and not the outstanding debt. This is so because the 

economic desirability of a prospective investment depends upon future costs and not past or 

sunk costs. In addition, since interest on debt is tax deductible, the rate of return that must be 

earned on debt-financed instruments is the after-tax cost of debt (Rappaport, 1986: 56). 

The second component of the cost of capital, the cost of equity, is more difficult to estimate. 

In contrast to the debt-financing case where the firm contracts to pay a specific rate for the 

use of capital, there is no explicit agreement to pay common shareholders any particular rate 

of return. Rational, risk-averse investors expect to earn a rate of return that will compensate 

them for accepting greater investment risk.  

Thus, in assessing the company’s cost of equity capital, it is reasonable to assume that they 

will demand the risk-free rate as reflected in the current yields available in government 

securities, plus an additional return or equity risk premium for investing in the company’s 

more risky shares (Rappaport, 1986: 57). In the absence of a truly riskless security, the rate on 

long-term Treasury bonds serves as the best estimate of the risk-free rate. The use of long-

term Treasury bonds also accomplishes that there is consistency with the long-term horizon of 

the cash flow forecast period, and in addition captures the premium for expected inflation.  

The second component of the cost of equity is the equity risk premium. One way of 

estimating the risk premium of a particular stock is by computing the product of the market 

risk premium for equity (the excess of the expected rate of return on a representative market 

index such as the Standard & Poor’s 500 stock index [rm] over the risk-free rate [rf]) and the 

individual security’s systematic risk8, as measured by its beta (β) coefficient9 (Rappaport, 

                                                      
7 If the market value of debt cannot be determined economically feasible (providing cost/benefit), then 

the book value of debt can be used. 
8 Systematic risk is also called market risk or undiversifiable risk. This risk stems from the fact that 

there are economywide perils which threaten all businesses. Besides systematic risk, there is also 
unsystematic risk (or unique risk, residual risk, specific risk or diversifiable risk) that stems from the 
fact that many of the perils that surround an individual company are peculiar to that company and 
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1986: 57-58). The market risk premium (rm – rf) has averaged 8.4 percent a year over a period 

of 69 years (Brealey & Myers, 1996: 180). 

 

These variables are combined in the Capital Assets Pricing Model (CAPM). Sharpe (1964) 

and Lintner (1965) described this model, where in a competitive market the expected risk 

premium varies in direct proportion to beta. Hence, the CAPM can be written as:  

 Cost of equity = rf + β(rm – rf) 

Later this chapter I will discuss the cost of capital more critically, but for now it suffices to 

have a picture of the basic thoughts behind the concept. 

 

In line with Hicks’ Economic Concept of Profit (1946; or Brealey & Myers’ Economic 

Income, 1996), Rappaport’s Shareholder Value Created is subsequently calculated as (1986: 

68): 

Value created by strategy = shareholder value -/- prestrategy shareholder value, or 

 Cumulative Present Value of cash flows 

+ Present Value of Residual Value 

+ Marketable Securities 

- Market Value of Debt 

= Shareholder Value 

- Prestrategy Shareholder Value 

= Shareholder Value Created 

 

In order to be able to manage shareholder value, Rappaport introduces the Threshold Margin, 

which represents the minimum operating profit margin a business needs to attain in any 

period in order to maintain shareholder value in that period, thus the level at which the 

business will earn exactly its minimum acceptable rate of return, that is, its cost of capital 

(Rappaport, 1986: 69). It can be expressed in two ways: either as the margin required on 

incremental sales (i.e., incremental threshold margin) or as the margin required on total sales 

(i.e., threshold margin). 

 

The change in shareholder value (Shareholder Value Created) can be defined as: 

                                                                                                                                                        
perhaps its immediate competitors. This risk can potentially be eliminated by diversification 
(Brealey & Myers, 1996). 

9 The beta coefficient expresses the sensitivity of an individual security to the risk of a well-diversified 
portfolio. Stocks with betas greater than 1.0 tend to amplify the overall movements of the market. 
Stocks with betas between 0 and 1.0 tend to move in the same direction as the market, but not as far. 
The market is the portfolio of all stocks, so the ‘average’ stock has a beta of 1.0. The beta of an 

individual stock can be defined as 
2

m

im
i

σ

σ
β = , where imσ  is the covariance between stock i’s return 

and the market return, and 
2

mσ is the variance of the market return (Brealey & Myers, 1996). 
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Capital) of(Cost 

Rate)Tax  Income - Sales)(1 lIncrementaon Margin Profit  ratingSales)(Ope al(Increment

 -/- 
Capital) ofCost  (1

Rate) Investment Capital  Workingplus Fixed rementalSales)(Inc al(Increment

+
 

The first term represents the present value of the firm’s incremental cash inflows, which are 

assumed to begin at the end of the first period and continue into perpetuity. The second term 

represents the present value of the investment (also assumed to take place at the end of the 

period) necessary to generate the incremental cash inflows. Consequently, the incremental 

threshold margin is the operating profit margin on incremental sales that equates the present 

value of the cash inflows to the present value of the cash outflows. 

 

The incremental threshold margin can subsequently be defined as: 

Rate)Tax  Income  Capital)(1 ofCost   (1

Capital) of Rate)(Cost Investment Capital  Workingplus Fixed al(Increment

−+
 

 

While the incremental threshold margin is the ‘break-even’ profit margin on incremental sales 

only, the threshold margin is equal to the ‘break-even’ operating profit margin on total sales 

in any period (Rappaport, 1986: 73). The threshold margin is thus calculated as follows: 

Sales lIncrementaSales PeriodPrior 

Sales) crementalMargin)(In Threshold al(IncrementProfit) Operating Period(Prior 

+

+
 

 

Essential point that follows from the above is, that when a business is operating at the 

threshold margin, sales growth does not create value. 

 

Once the investment requirements and risk characteristics of a strategy have been established, 

shareholder value creation is determined by the product of three factors: 

1. sales growth 

2. incremental threshold spread (= profit margin on incremental sales -/- incremental 

threshold margin) 

3. duration over which the threshold spread is expected to be positive (value growth 

duration). 

This means, that shareholder value creation by a strategy in a given period t can also be 

defined as: 

1  periodst Capital) ofCost   Capital)(1 of(Cost 

 t)Periodin  Spread Threshold ementalRate)(IncrTax  Income   t)(1Periodin  Sales al(Increment
−+

−

 

The above equations provide the essential link between the corporate objective of creating 

shareholder value (which serves as the foundation for providing shareholder returns from 

dividends and capital gains) and the seven basic valuation parameters or value drivers: 

• Sales Growth Rate, Operating Profit Margin and Income Tax Rate: Operational decisions 

• Working Capital Investment and Fixed Capital Investment: Investment decisions 

• Cost of Capital: Financing decisions 
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• Value Growth Duration: Management’s best estimate of the number of years that 

investments can be expected to yield rates of return greater than the cost of capital 

(Rappaport, 1986: 76-77). 

 

Shareholder Value Analysis (SVA) can be used for whole business, divisions, operating units, 

projects, product lines or customers.  

 

Cash Flow Return on Investment 

An other metric that is rooted in the company’s cash flows is developed and promoted by Holt 

Value Associates and the Boston Consulting Group: Cash Flow Return on Investment 

(CFROI)(Madden, 1999; Damodaran, 1999). The CFROI measure was developed to 

minimize accounting distortions in measuring a firms’ economic performance; particularly 

distortions related to inflation (Madden, 1999: xii). In calculating CFROI, four inputs are 

required (Madden, 1999: 110): (1) the life of the assets, (2) the amount of total assets, (3) the 

periodic cash flows assumed over the life of those assets, and (4) the release of non-

depreciating assets in the final period of the life of the assets. CFROI is subsequently 

calculated as follows: 

Assets AdjustedInflation  Gross

onDepreciati Economic/flowCash  Gross
CFROI

−−
=  

where  Gross Cash Flow   = earnings before interest, after taxes + depreciation 

Economic Depreciation10  = based on replacement cost in current currency 

Gross Inflation Adjusted Assets = net value of assets + accumulated depreciation,  

     adjusted for inflation 

 

The inflation adjusted Gross Cash Flow conceptually seeks to capture the amount of cash 

flow resulting from the company’s business operations, regardless of how financed. The items 

added to accounting Net Income are Depreciation & Amortization, Adjusted Interest Expense, 

Rental Expense, Monetary Holding Gain (Loss), LIFO Charge to FIFO Inventories 

(subtractive item), Net Pension Expense, Special Item After Tax, and Minority Interest 

(Madden, 1999: 133).  

Holt’s CFROI procedure organizes non-depreciating assets into Monetary Assets (i.e., cash 

and short-term items are susceptible to loss of purchasing power of the monetary unit11), and 

All Other Non-depreciating Assets, which include Investments & Advances, Inventory, Land, 

and when appropriate, a reduction of a portion of the firm’s Deferred Tax Assets (Madden, 

1999: 124-125). 

 

Shareholder value is calculated as  
)g - (k

WC - DA) - (CX - t)-DA)(1 -GIAA  * (CFROI

nc

∆
 

                                                      
10 Economic Depreciation is calculated by determining which amount needs to be reserved each year to 

cover both purchase price and interest expenses on the asset at the end of its useful life. In addition, 
inflation is taken into account. That way, today’s result is compared with yesterday’s investment 
expressed in today’s currency. 

11 Calculated as the accumulation of Cash & Short-term investments, Receivables, adjusted for 
Financial Subsidiary Debt, and Other current assets. 
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 where GIAA  = Gross Inflation Adjusted Assets (see above) 

  DA  = Depreciation and Amortization 

  t  = Tax Rate 

  CX  = Capital Expenditures 

  ∆WC  = Change in Working Capital 

  kc  = Cost of Capital 

  gn  = Sustainable Growth rate 

 

The CFROI valuation model is rooted in the previously described Discounted Cash Flow 

principles (e.g., Young & O’Byrne, 2001; Brealey & Myers, 1996): (a) more cash is preferred 

to less, (b) cash has a time value, sooner is preferred to later, and (c) less uncertainty is better. 

The real numbers used in CFROIs, asset growth rates, and discount rates help to make a 

performance/valuation model useful on a worldwide basis. Inflation adjustments are made 

from the perspective of the firm’s capital suppliers, not from the going-concern perspective. 

The capital suppliers’ perspective requires that all monetary values – all cash-in/cash-out 

amounts – be measured in monetary units of equivalent purchasing power (Madden, 1999: 

109). 

Managerial skill12 and competition are the fundamental determinants of the path of a firm’s 

economic performance through time. The CFROI valuation model incorporates these in the 

form of a competitive life-cycle framework for analyzing firms’ past performance and 

forecasting future performance. The life-cycle framework postulates that over the long term 

there is competitive pressure for above-average CFROI firms to fade downward toward the 

average economic return and the below-average firms to fade upward (the so-called fade rate, 

as illustrated in Figure 1.1). The primary focus is on the fade patterns for forecasted CFROIs 

and for reinvestment rates (asset growth), with particular attention given to the next five years 

(Madden, 1999: 9-10; Stigler, 1963 in: Madden, 1999: 19). 

 

Regarding the discount rate (cost of capital) component of DCF valuation, Madden (1999) 

rejects conventional CAPM and beta procedures for estimating firms’ discount rates (cost of 

capital), because they are rooted in a backward-looking estimate of a premium for the general 

equity market over a risk-free rate coupled to a dubious volatility measure of risk (beta). In 

contrast to CAPM/beta, CFROI does not import a discount rate determined without regard to 

the model’s forecasting procedures. In this model, a firm’s discount rate is determined by the 

market rate plus a company-specific risk differential. 

                                                      
12 A firm’s level of managerial skill is gauged, over the longer term, by the extent that: 

1. customers believe they have received high value from the firm’s products/services 
2. the average competitor in the industry is unable to reproduce what the firm delivers, and/or to 

achieve its level of resource efficiency, and 
3. larger investments are made while still earning returns on its investments well above the cost of 

capital. 
Managerial skill involves five critical tasks: (1) setting a vision that elicits a personal commitment 
from employees and addresses a substantial economic need, (2) aligning business processes in a 
system designed to efficiently deliver value to the customer, (3) organizing feedback within the firm 
so that change is not threatening and innovation is commonplace, (4) continually integrating 
strategies, opportunities, and core competencies so that adaptability is a way of life, and (5) creating 
and transmitting knowledge throughout the firm (Madden, 1999: 18). 
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Figure 1.1 CFROI Valuation Model Map (Source: Madden, 1999: 65) 
 

The market’s discount rate is derived using monitored forecast data for an aggregate of firms 

with known market values. This makes it a forward-looking rate, derived much in the manner 

that a bond’s yield-to-maturity is calculated from a known price and a forecast of future cash 

receipts from interest and principal. A firm’s risk differential is a function of the firm’s size 

and financial leverage (Madden, 1999: 10). On the other hand, the forward-looking 

perspective makes this rate more subjective than a rate based on objective, historical data. For 

that reason, CFROI has limited use with start-up operations, where the portfolio of projects as 

a whole is still being penalized by very substantial expenses and limited revenues. In this 

instance, operating milestones of a non-financial nature are crucial: e.g., getting a prototype 

product to meet or exceed target performance standards, engineering the product so that 

manufacturing costs will not exceed a target level, et cetera (Madden, 1999: 80). 

 

Madden (1999: 14) states that ‘at a basic level, economic performance can be described in 

terms of a completed contract … measured by the firm’s achieved ROI (return on investment) 

adjusted for any changes in the purchasing power of the monetary unit. The ROI is the 

internal rate of return that equates a project’s net cash receipt (NCR) stream to its cost, where 

the NCR represents what the firm receives less what it gives up along the way, which is at the 

heart of valuation analysis.  

Cash outflows and inflows are expressed in monetary units of the same purchasing power 

(e.g., constant dollars) by adjusting for period-to-period changes in the general price level. 

The measurement of economic performance requires inflation adjustments; otherwise, the 

cash amounts reflect a combination of economic performance and monetary unit changes. In 

final form, the firm’s economic performance for that project can be expressed as a real, 

achieved ROI.’ 

To outside investors, individual projects cannot be identified from financial statements, so the 

data for the separate projects would not be available. However, financial statements do reveal 
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the amount of total assets, total depreciating assets, total non-depreciating assets, and total 

cash flow. It is reasonable to infer that the cash tied up in non-depreciating assets (net 

working capital) is released over the life of the depreciating assets (Madden, 1999: 79).  

 

Madden explains (1999: 67) that analyzing a conventional statement of sources and uses of 

funds, with a focus on net working capital, helps to identify the NCR from both the firm’s 

perspective and from the capital suppliers’ perspective. Since the CFROI model utilizes 

accrual accounting to represent economic transactions, the funds statements based on net 

working capital (NWC) (not cash) are appropriate. Capital suppliers, both debt holders and 

equity owners, have claims on the firm. For a non-financial firm, the standard CFROI 

perspective is to value the entire firm.  

 

The total-firm warranted value less debt provides the warranted equity value. The firm’s NCR 

stream thus represents receipts to which both debt and equity suppliers have a claim. 

From the firm’s perspective, a NCR is gross cash flow less reinvestment, consisting of gross 

capital expenditures and change in net working capital. From the capital suppliers’ 

perspective, cash in their pockets takes the form of interest payments, debt principal 

repayments, dividends, and share repurchases. The NCR of this group is these cash receipts 

less new debt and sale of additional equity shares (Madden, 1999: 67).  

 

In working with aggregate financial statements, investors need to assess likely ROIs on future 

projects in relation to the firm’s cost of capital. This is the language of discounted cash flow: 

internal rates of return and discount rates. This is not the language of accounting-based ratios 

derived from financial statements and often loosely referred to as ‘ROIs’ (Madden, 1999: 14). 

Madden continues (p. 15): ‘Holt’s CFROI valuation model is particularly rigorous in its 

inflation-adjustment procedures, i.e., in calculating ‘real’ magnitudes. This added complexity 

is necessary in order to better observe patterns and important relationships in time-series data 

and to better judge the plausibility of forecast data.’ 

The CFROI is a much more informative performance measure compared to the historical cost 

accounting earnings/book ratio. CFROI is a cross-sectional return measure derived at a point 

in time from aggregate data contained in conventional financial statements. ‘ROI’, in CFROI 

lexicon, denotes an internal rate of return for a project. Displayed as a time-series track 

record, CFROI is a measure with which to judge levels of and trends in a firm’s economic 

performance, which then can be used to help forecast ROIs on future projects. Madden further 

says (1999: 21) that ‘a significant advantage of the CFROI valuation model is that firms’ 

track records of CFROIs and real asset growth rates provide a visual display of past 

performance which corresponds exactly with the key drivers of forecasted future 

performance. This is not to say that the future must be much like the past. Rather, the point is 

that if performance for established firms is forecasted to be substantially improved, the 

business plans for doing it would be expected to break with business-as-usual. The better one 

understands the past, the better equipped one is to deal with the future.’  
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Cash Value Added 

Cash Value Added is a measure that is used by different authors in explaining different 

concepts, but by using one similar name. Conceptually, its calculation varies in using cash-

based variables or accounting-based variables. In either way, it is a measure that in literature 

is not often referred to. Therefore, I will only briefly explain all three concepts; two as cash-

based measures in this section, and the third as accounting-based measure in the next section. 

 

The first CVA-concept to explain is from Ottoson & Weissenrieder (1996) and Weissenrieder 

(1997). In their definition, CVA is calculated as:   

Operating Cash Flow -/- Operating Cash Flow Demand 

where Operating Cash Flow = Sales -/- Costs +/- Working Capital Movement -/-  

Non-strategic Investments13 

Operating CF Demand  = Cash Flow needed for Strategic Investments  

where the NPV of that investment equals zero given 

the investor’s cost of capital 

 

Shareholder value is defined as the cumulative present value of future CVAs, while the 

shareholder value added equals the annual CVA. 

Like Rappaport’s Shareholder Value Analysis, this metric is also explicitly built around value 

drivers. These are: 

• Operating surplus (sales -/- costs) 

• Working capital movement 

• Non-strategic Investments 

• Operating Cash Flow Demand 

The CVA-analysis can be done at each level of the company, like the other metrics, where the 

CVA for the company is the aggregate CVA of its Strategic Investments. It makes in that 

respect a distinction between investments that are supposed to create value (strategic 

investments) and investments required to maintain the value created by those strategic 

investments (non-strategic investments). 

 

The Boston Consulting Group (BCG) describes Cash Value Added (or its financial services 

equivalent AVE—Added Value to Equity), as an absolute measure of operating performance 

contribution to value creation. It provides a strong directional indication of when and how 

value creation is being improved. CVA reflects operating cash flow minus a cost of capital 

charge against gross operating assets employed (BCG, 2003). 

According to the BCG, CVA is an accurate tool for determining priority value drivers and 

assessing value-driver trade-offs. In particular, it is a useful strategic indicator that allows 

managers to balance the high level trade-offs between improving profitability versus growing 

the business. Because its measurement is based on cash flow and original cash investment, it 

                                                      
13 Strategic Investments are those which objective is to create new value for the shareholders, such as 

expansion, while non-strategic investments are the ones made to maintain the value the Strategic 
Investments create. A strategic investment (e.g., in a new product or an investment in a new market, 
etc.) is followed by several non-strategic investments. 
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avoids the key accounting distortions that cause profit-oriented measures to give misleading 

trends in capital-intensive businesses (BCG, 2003). 

In BCG’s view, CVA is an effective measure for annual incentives at the business-unit and 

operational levels. Moreover, CVA can be disaggregated into a value-driver tree of practical 

measures, beginning with cash flow return on investment (CFROI) and its appropriate value 

levers, cash flow margin and capital turnover, as well as profitable growth in terms of gross 

investment increase. For that matter, CVA can also be interpreted as the spread between 

CFROI and the cost of capital, multiplied by the asset base. When further broken down into 

operational value drivers for each business unit, it provides insight into how value is created 

in different areas and levels of responsibility throughout a company. This breakdown into the 

key performance indicators (KPIs) which are relevant to each management area, form the 

basis for internal or external performance benchmarking and for establishing annual incentive 

targets (BCG, 2003). 

 

Table 1.1 shows how these metrics relate with aligning shareholders’ (principals) and 

management’s (agents) interests, and to which extent they are applicable regarding data. 

 

 Principal-Agent 
compliance 

Cash Flows Data availability 

Shareholder Value 
Analysis 

• Uses market values of 
debt and equity 

• Cost of equity includes 
equity risk premium 

• Uncertainty about 
residual value, which 
constitutes largest 
portion of value 

• Estimates of cash 
flow implications on 
strategy 

• Linked with value 
drivers 

• Data not readily 
available to 
outside investors 

Cash Flow Return 
on Investment 

• Minimize accounting 
distortions, particularly 
inflation from capital 
suppliers’ perspective 

• Managerial skills and 
competition are 
fundamental 
determinants of value 

• Relative rate (internal 
rate of return) reflecting 
market rate plus 
company-specific risk 
differential 

• Forecasted data used 
in determining 
variables 

• Linked with CFROI 
valuation model map 

• Limited use for start-
up operations 

• Data not readily 
available to 
outside investors 

• Annual CFROI-
data extractable 
from annual 
accounts, not firm 
value 

Cash Value Added 
(Ottoson & 
Weissenrieder) 

• Distincts between 
strategic and non-
strategic investments 

• Discount rate future 
CVAs is investor’s cost 
of capital (using CAPM 
for equity) 

• Forecasted cash flows 
of (non-) strategic 
investments 

• Linked with value 
drivers 

• Data not readily 
available to 
outside investors 
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Cash Value Added 
(BCG) 

• Related to CFROI 

• Accurate tool for 
determining priority 
value drivers trading off 
profitability vs. growth 

• Effective measure for 
annual incentives at BU 
and operational levels 

• Useful for internal and 
external performance 
benchmarking 

• Forecasted cash flows 

• Linked with value 
drivers 

• Data not readily 
available to 
outside investors 

 

Table 1.1 Compliance of cash flow-based metrics with capital markets 

 

1.2.2 ACCOUNTING CONCEPT OF PROFIT 

Data on cash flows are often not as easily and readily available as accounting data (as a result 

of the legal and regulatory requirements; see below), making cash-based Value-based metrics 

less easily applicable. Besides, cash flows by themselves are not by definition required for 

purposes of performance measurement and management compensation (see previous section). 

Financial statements created under cash basis normally postpone or accelerate recognition of 

revenues and expenses long before or after goods and services are produced and delivered 

(when cash is received or paid). They also do not necessarily reflect all assets or liabilities of 

a company on a particular date. For these two considerations, measures have been developed 

which are based on accounting data, but take the inefficacies of traditional accounting 

measures (like profits, Return On Investment, or Return On Sales) as discussed in a previous 

section to some or a major extent into account. Either way, they include the cost of both 

equity and interest-bearing debt in order to express a company’s economic value created.  

Finally, failing capital markets (judging the numerous newspaper articles and news reports 

published over the past few years) result in a fading reliance on finance-based measures, i.e., 

cash flows, to the benefit of measures based on accounting figures. 

 

Therefore, most countries’ generally accepted accounting principles require accrual basis 

accounting for financial reporting purposes (e.g., Libby et al., 2004). In accrual accounting, 

revenues and expenses are recognized when the transactions and other events that cause them 

occur, not necessarily when cash is received or paid. That is, revenues are recognized when 

they are earned and expenses when they are incurred (Libby et al., 2004). The accrual 

accounting adjusting entries affect net income on the income statement, and they affect 

profitability comparisons from one accounting period to the next. They also affect assets and 

liabilities on the balance sheet and thus provide information about a company’s future cash 

inflows and outflows. This information is needed to assess management’s short-term goal of 

achieving sufficient liquidity to meet its need for cash to pay ongoing obligations. The 

potential for abuse arises because considerable judgment underlies the application of 

adjusting entries. One must be careful, though, that misuse of this judgment can result in 

misleading measures of performance (Needles & Powers, 2004). Auditors’ reports prevent 

this to a certain extent. 
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Residual Income 

Residual income (RI) is based on the premise that a firm must earn more on its total invested 

capital than the cost of that capital (Hicks, 1946, 1979; Ittner & Larcker, 1998; Bromwich & 

Walker, 1998; Dechow et al., 1999; Young & O’Byrne, 2001). Where DuPont developed the 

Return On Investment (ROI) measure around 1910 in order to assess the return on their 

capital-intensive activities, in the 1920s Alfred Sloan implemented a Residual Income-like 

system for General Motors’ operating divisions. The Japanese company Matsushita 

established a similar system in the 1930s, as did General Electric in the 1950s in order to 

assess the return on their widely diversified activities which required different use of capital 

(Sloan, 1996; Lewis, 1955; Solomons, 1965; Young, 1999; Young & O’Byrne, 2001). 

 

Residual Income can be calculated in two ways (Young & O’Byrne, 2001): 

1. Invested Capital x (RONA - WACC) 

2. NOPAT14 - (Invested Capital x WACC) 

where  Invested Capital = Total Assets - Non-interest-bearing current liabilities15  

(at beginning of the year, at book value) 

  RONA  = NOPAT / Invested Capital 

NOPAT  = (Operating Income + Interest Income) x (1 - Tax Rate16) 

  

In 1965 Wharton Professor David Solomons devoted a large portion of his influential work on 

divisional performance measurement to residual income (RI), helping to fuel an interest in the 

topic among finance and accounting academics in the 1960s and 1970s (Young & O’Byrne, 

2001). However, RI has never been widely used. A study by Reece & Cool (1978) showed 

that only 2 percent of their respondents measured an investment center’s performance using 

RI, compared to 65% using Return on Investment. However, 28% were measuring both ROI 

and RI (out of in total 459 respondents). According to Young & O’Byrne (2001: 105), the 

reason for this rare implementation can be found in that only few corporate executives really 

understood it or felt that they needed to. Even those who did understand the concepts, could 

not figure out how to estimate the ‘interest’ on the equity portion of a company’s capital base. 

According to Kaplan & Atkinson (1998: 507-8): ‘Despite the appeal of the residual income 

calculation and its apparent theoretical superiority over the ROI measure, virtually no 

company used it extensively for measurement of business unit performance. But a revolution 

in thinking occurred starting in the late 1980s, when several financial consulting firms 

published studies that showed a high correlation between the changes in companies’ residual 

incomes and the changes in their stock market valuation. These correlations were significantly 

higher than the correlations between changes in ROI and stock price changes. The move 

toward the RI measure received even greater publicity when it was renamed into a far more 

accessible and acceptable term – Economic Value Added – by the Stern Stewart consulting 

organization, a prime advocate for the Economic Value Added concept.’  

                                                      
14 NOPAT = Net Operating Profit After Taxes; RONA = Return On Net Assets; WACC = Weighted 

Average Cost of Capital 
15 For example, accounts payable and provisions. 
16 It concerns the effective tax rate, i.e., the taxes that are actually published in the financial statements, 

in accordance with the tax rates used in the other metrics. 
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With RI, a company’s accounting policies are taken as given, without adjusting for potential 

biases or distortions caused by the application of generally accepted accounting principles 

(GAAP). 

 

Economic Value Added™17 

Stern Stewart & Co. claim that (Stewart, 1991: 2-3) ‘Management should focus on 

maximizing a measure called economic value added (EVA), which is operating profits less 

the cost of all the capital employed to produce those earnings. EVA will increase if operating 

profits can be made to grow without tying up any more capital, if new capital can be invested 

in projects that will earn more than the full cost of the capital and if capital can be diverted or 

liquidated from business activities that do not provide adequate returns.’ Young & O’Byrne 

(2001) add that EVA will also increase if the company can achieve longer periods over which 

it is expected to earn a RONA greater than its WACC and by reductions in the cost of capital. 

According to Stewart (1991: 3), EVA is the only performance measure that is entirely 

consistent with the standard capital budgeting rule: accept all positive and reject all negative 

net present value investments. They continue that ‘Earnings per share, on the other hand, will 

increase as long as new capital investments earn anything more than the after-tax cost of 

borrowing, which is hardly an acceptable return’. It is also Stewart’s claim that however 

important cash flow may be as a measure of value, it is virtually useless as a measure of 

performance (p. 4). The more management invests in rewarding projects, the more negative 

the immediate cash flows will be, but at the same time the more valuable the company will 

be. It is only then when cash flows become significant if they are considered over the life of 

the business, instead of for any given year. 

 

Economic Value Added (EVA) (Stewart, 1991) can also be calculated in two ways, similar to 

RI: 

1. Adjusted invested capital * (Adjusted return on Capital - WACC) 

2. Adjusted operating profits after tax - (Adjusted invested Capital * WACC) 

The first calculation is known as the ‘spread’ method, while the second is known as the 

‘capital charge’ method.  

Shareholder value can subsequently be defined as the Adjusted Book Value (‘economic book 

value’; see below) plus the cumulative present value of EVAs. The shareholder value added 

equals EVA. 

For determining ‘capital’, two approaches can be followed: the Operating Approach, which 

adds Net Working Capital to Net Fixed Assets, and the Financing Approach, which adds Debt 

to Equity. Both are taking Equity Equivalents (EEs) into account, that gross up the standard 

accounting book value into what Stewart (1991: 91) calls ‘economic book value’. EEs 

eliminate accounting distortions by converting from accrual to cash accounting, e.g., with 

respect to deferred income tax reserve, the LIFO inventory valuation reserve, the cumulative 

amortization of goodwill, a capitalization of R&D and other market-building outlays, and 

cumulative unusual write-offs (less gains) after taxes (Stewart, 1991: 91). Stern Stewart & Co. 

                                                      
17 Economic Value Added (EVA) is posted as a Trade Mark by consulting firm Stern Stewart & Co. I 

will not add the ™-sign anymore for reasons of convenience and readability. 
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suggest over 150 possible adjustments to invested capital and profits to arrive at the 

‘economic book value.’ 

 

As the equations show, EVA is basically a variant of  residual income, but it attempts to 

overcome some of the problems outlined before regarding traditional accounting measures by 

means of the adjustments as suggested by Stewart (1991). As residual income came to be 

resurrected and repackaged as EVA, three distinctive features began to emerge (Young & 

O’Byrne, 2001): 

1. EVA draws on advances in capital market theory unavailable to the early users of residual 

income, to derive credible estimates for the cost of equity, e.g., by means of the Capital 

Assets Pricing Model or the Arbitrage Pricing Theory. 

2. Conventional measures of residual income accept operating profit as given. With EVA, 

perceived biases or distortions inherent in GAAP are corrected, providing presumably 

more credible measures of performance than unadjusted residual income, therefore 

approaching an Economic Concept of Profit. 

3. As EVA is applicable to any level in an organization, EVA is seen as a way of offering 

divisional management value-creating incentives similar to stock options and other 

equity-based schemes set aside for top management18.  

 

Economic Profit 

In McKinsey’s economic profit model (Copeland et al., 1996), the value of a company equals 

the amount of capital invested plus a premium equal to the present value of the value created 

each year going forward. The concept of economic profit dates back at least to the economist 

Alfred Marshall19. 

 

Economic Profit is defined as follows: 

 Economic Profit = Invested Capital x (ROIC -/- WACC) 

Return On Invested Capital (ROIC) is defined as: 
Capital Invested

NOPLAT
.  

EP therefore also follows the principles of RI, as the equation shows. The Net Operating 

Profits Less Adjusted Taxes (NOPLAT) represents the after-tax operating profits of the 

                                                      
18 Granting stock-options or other equity-based compensation schemes motivate management to pursue 

shareholder value creation, since their own personal wealth improves by improving the company’s 
by means of its share price. Since lower management cannot be held accountable for the company’s 
share price (it goes beyond their scope, contrary to top management who has some impact on the 
share price by making their strategic choices), they need other incentives in order to create economic 
value. 

19 Marshall (1898: 149-150) wrote: ’ When a man is engaged in business, his profits for the year are the 
excess of his receipts from his business during the year over his outlay for his business; the 
difference between the value of his stock and plant at the end and at the beginning of the year being 
taken as part of his receipts or as part of his outlay, according as there has been an increase or 
decrease of value. What remains of his profits after deducting interest on his capital at the current 
rate (allowing, where necessary, for insurance) may be called his earnings of undertaking or 
management.’ Thus, Marshall is talking about capital invested (‘value of his stock and plant’) and 
value created, although not present valued (‘what remains of his profits after deducting interest on 
his capital at the current rate’). 
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company after adjusting the taxes to a cash basis, making taxes the only adjustment to the 

profit and loss account (Copeland et al., 1996). The latter is the consequence of the fact that 

the provision for income taxes in the income statement generally does not equal the actual 

taxes paid in cash by the company due to differences between financial accounting and tax 

accounting. The adjustment to a cash basis can generally be calculated from the change in 

accumulated deferred income taxes on the company’s balance sheet (the net of long- and 

short-term deferred tax assets and long- and short-term deferred tax liabilities) (Copeland et 

al., 1996).  

 

Invested Capital represents the amount invested in the operations of the business, and is 

calculated as the sum of operating working capital, net property, plant, and equipment, and 

net other assets (net of noncurrent, noninterest-bearing liabilities). Working capital is defined 

as operating current assets minus noninterest bearing current liabilities, such as accounts 

payable. With reference to the operating current assets, specifically excluded are excess cash 

and marketable securities, since these generally represent temporary imbalances in the 

company’s cash flow. Excess cash and marketable securities are defined as the short-term 

cash and investments that the company holds over and above its target cash balances to 

support operations. The target balances can be estimated by observing the variability in the 

company’s cash and marketable security balances over time and by comparing these against 

similar companies (Copeland et al., 1996).  

 

Net property, plant, and equipment is the book value of the company’s fixed assets. Copeland 

et al. (1996: 169) ‘disagree with using replacement cost and believe that market values should 

be used only in certain situations.’ They argue that replacement costs should not be used ‘for 

the simple reason that assets do not have to be and may never be replaced.’ According to 

Copeland et al. (1996: 170) ‘using the market values of assets is appropriate when the 

realizable market value of the assets substantially exceeds the historical cost book value.’ In 

this case, NOPLAT must be adjusted to reflect the annual appreciation of the value of the 

assets. According to Copeland et al., analysts often ignore the economic profit associated with 

the write-up. This way, they can analyze whether the company makes the best use of its 

assets. However, by ignoring the NOPLAT-adjustment it is not possible to analyze the 

company’s actual performance. 

Net other assets relate to the operations of the business, excluding special investments. 

Whether an item is operating or nonoperating, depends on the consistency in treatment of the 

asset and any associated income or expense in calculating NOPLAT. Industry norms also 

prevail in order to achieve consistency with the company’s peers (Copeland et al., 1996).  

Copeland et al. recommend as a practical matter to use invested capital measured at the 

beginning of the period or the average of beginning and ending capital. Technically, they 

argue, for the economic profit valuation to exactly equal the DCF valuation, one must use 

beginning capital. If average capital is used, the variance will generally be very small. 

 

Another way of defining EP is as after-tax operating profits less a charge for the capital used 

by the company: 

 Economic Profit = NOPLAT -/- Capital Charge 
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    = NOPLAT -/- (Invested Capital x WACC) 

The value of the company is subsequently calculated as: 

Value = Invested Capital + Present Value of Projected Economic Profit 

The present value consists of the present value of the forecasted economic profits during an 

explicit forecast period plus the present value of the forecasted economic profit after the 

explicit forecast period (or ‘continuing value’ - CV). According to Copeland et al., the 

recommended economic profit formula for the continuing value is as follows (Copeland et al., 

1996: 291)20:  

g)-WACC(WACC

WACC)-ICg/ROIC)(RO)((NOPLAT

WACC

Profit Economic
  CV 1T1T ++ += ,  

where Economic Profit T+1 = the normalized economic profit in the first year after the  

explicit forecast period 

 NOPLAT T+1   = the normalized NOPLAT in the first year after the  

explicit forecast period 

 g    = the expected growth rate in NOPLAT in perpetuity. 

 

If therefore a company earns exactly its WACC every period, then the discounted value of its 

projected free cash flow21 should exactly equal its invested capital. Or, the company would be 

worth exactly what was originally invested. A company is worth more or less than its invested 

capital only to the extent it earns more or less than its WACC. Hence, the premium or 

discount relative to invested capital must equal the present value of the company’s future EP 

(Copeland et al., 1996). 

 

Economic profit is an important measure because it combines size and ROIC into a single 

result. According to Copeland et al. (1996: 178) ‘too often companies focus on either size 

(often measured by earnings) or ROIC. Focusing on size (e.g., earnings or earnings growth) 

could destroy value if returns on capital are too low. Conversely, earning a high ROIC on a 

low capital base may mean missed opportunities.’ 

It is important to realize that economic profit measures realized value creation, while the 

increase in the market value of a company is represented by the Total Shareholder Return, 

defined as share price appreciation plus dividends22. The change in market value will equal 

economic profit only if there is no change in expected future performance and if the WACC 

remains constant during the year. 

                                                      
20 The ‘continuing value’ (CV) can be calculated in various ways. It is beyond the scope of this 

dissertation to elaborate on this issue. The interested reader is referred to Copeland et al. (2000), 
chapter 12. 

21 Free Cash Flow equals NOPLAT less net investment, where net investment is the change in invested 
capital: FCF = NOPLAT-/- Net Investment. Or: FCF = (NOPLAT + Depreciation) -/- (Net 
Investment + Depreciation). Or: FCF = Gross Cash Flow -/- Gross Investment (Copeland et al., 
1996). 

22 Total Shareholder Return concerns an external metric, based on share prices and dividends. Since 
share prices are for a great deal influenced by the shareholders’ expected performance of the 
company, based on many factors beyond management’s scope, e.g., interest rates, inflation, macro-
economic circumstances or special events, and besides the fact share price appreciation cannot be 
used internally as a result of the lack of trading shares for, e.g., business units and departments, it 
will not be discussed in this dissertation. 



 

 36 

Cash Value Added 

While Cash Value Added was also mentioned in the previous section as metric based on the 

Economic Concept of Profit, Young & O’Byrne (2001: 439) describe Cash Value Added as 

an alternative residual income measure designed to produce a profit figure even closer to cash 

flow than the adjusted version EVA, while retaining EVA’s advantage of accounting for all 

capital costs. Under CVA, the Net Operating Profit After Taxes does not include charges for 

depreciation and amortization. Also, invested capital is reported gross, and not net, of 

depreciation. In other words, invested capital is ‘grossed up’ by the amount of accumulated 

depreciation.  

The major drawback of the CVA metric is that it fosters the potentially dangerous illusion that 

if cash flow is what matters in the capital markets, performance measurement systems should 

be based on cash flows. Cash may be king, but only in the form of expected future free cash 

flow. This does not necessarily imply that performance measurement and management 

compensation (both based on the recent past) should be based on (historical) cash flows as 

well, rather than accounting figures (Young & O’Byrne, 2001). 

 

Table 1.2 shows how these metrics relate with aligning shareholders’ (principals) and 

management’s (agents) interests, and to which extent they are applicable regarding data. 

 

 Principal-Agent 
compliance 

Cash Flows Data availability 

Residual Income • Includes cost of equity 
in WACC, although 
subjective to calculate 

• Assumed high 
correlation between RI 
and stock price change, 
especially compared 
with ROI 

• Historical accounting 
figures are used as is, 
in accordance with 
GAAP 

• No connection 
pursued with cash 
flows 

• Data readily 
available to 
outside investors 

Economic Value 
Added 

• Includes cost of equity 
in WACC, although 
subjective to calculate 

• Assumed high 
correlation between 
EVA and stock price 
change 

• Consistent with 
standard capital 
budgeting rule 

• Offers divisional 
management value-
creating incentives 
similar to stock options 
and other equity-based 
schemes 

• Historical accounting 
figures are adjusted 
for distortions caused 
by GAAP 

• Connection pursued 
with cash flows 

• Data mostly 
readily available 
to outside 
investors 
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Economic Profit • Includes cost of equity 
in WACC, although 
subjective to calculate 

• Industry norms prevail 
to achieve consistency 
with company’s peers 

• Uncertainty about 
continuing value, which 
may constitute a 
considerable portion of 
company’s value 

• Combines size and 
ROIC in single result 

• Historical accounting 
figures are used with 
only a few 
adjustments 

 

• Data readily 
available to 
outside investors 

Cash Value Added 
(Young & 
O’Byrne) 

• Includes cost of equity 
in WACC, although 
subjective to calculate 

• Potentially dangerous 
illusion of necessity to 
include cash flows in 
performance 
measurement 

• Historical accounting 
figures are used, but 
excluding 
depreciation and 
amortization in 
profits and assets to 
relate to cash flows as 
close as possible 

• Data readily 
available to 
outside investors 

 

Table 1.2 Compliance of cash flow-based metrics with capital markets 

 

When looking at the various performance metrics that are generally used for performance 

measurement in practice, Young & O’Byrne (2001) drew up the following table (Table 1.3; 

NB – I included SVA myself), including accounting-based (indicated by RI, RIC, and TI) and 

economic(cash)-based measures (indicated by MB and CF). The table also indicates whether 

the metrics provide absolute ($) or relative (%) outcomes. 
 

 

 

 

Measure 

 

 

 

Measure Type 

 

 

 

$ or % 

 

 

Includes Cost 

of Debt 

 

 

Includes Cost 

of Equity 

 

Measurable 

at Divisional 

Level 

 

 

Ease of 

Calculation 

 

 

Inflation 

Adjusted 

Includes 

Value of 

Future 

Investments 

EVA RI $ Yes Yes Yes Medium Possibly No 

Economic Profit RI $ Yes Yes Yes High No No 

CVA RI/CF $ Yes Yes Yes Medium/high Usually no No 

EBIT RIC/TI $ No No Yes High No No 

EBITDA RIC/CF $ No No Yes High No No 

NOPAT RIC $ No No Yes High No No 

RONA RIC % No No Yes High Usually no No 

TSR MB % * * No High No Yes 

MVA MB $ * * No High No Yes 

Excess Return MB $ Yes Yes No Low/medium No Yes 

FGV MB $ * * No High No Yes 

SVA CF $ Yes Yes Yes Medium No Yes 

CFO CF $ No No Yes High No No 

Free Cash flow CF $ No No Yes High No No 

CFROI CF % No No Yes Low Yes No 

Net Income TI $ Yes No Yes High No No 

EPS TI $ Yes No No High No No 

• EVA = Economic Value Added; CVA = Cash Value Added; EBIT = Earning Before Interest and Taxes; EBITDA = Earning Before Interest, Taxes, Depreciation and 
Amortization; NOPAT = Net Operating Profits After Taxes; RONA = Return On Net Assets; TSR = Total Shareholder Return; MVA = Market Value Added; FGV = 
Future Growth Value; SVA = Shareholder Value Analysis; CFO = Cash Flow from Operations; CFROI = Cash Flow Return On Investment; EPS = Earnings Per Share 

• RI = Residual Income; RIC = Residual Income Component; MB = Market-based; CF = Cash Flow; TI = Tradition Income 
* Capital costs are not explicitly included in market-based measures but are reflected indirectly in the discount rates the market inputs to the expected stream of future cash 
flows or EVAs. 
  

Table 1.3 Comparison of Performance Metrics (Source: Young & O’Byrne, 2001) 
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1.3 REVIEW OF VALUE-BASED METRICS 

 

The question that logically follows after the explanations of the different metrics is if their 

claims are true, and therefore whether they actually serve well for principals (investors) to use 

as benchmark in contracting agents (managers), as explained at the beginning of this chapter. 

I will, however, first briefly discuss the strengths and weaknesses of the above described 

metrics in Table 1.4. 

 

CONCEPT METRIC STRENGTHS WEAKNESSES 

Shareholder 
Value Analysis 

• Easy to understand absolute 
measure 

• Consistent with valuation of 
shares 

• Explicit focus on value drivers 

• Value drivers used as 
benchmark against 
competitors 

• Potential misuse in target 
setting remains 

• Lack of (cash flow) data 
availability 

• Cost of capital subject to 
discussion 

Cash Flow 
Return on 
Investment 

• Adjustments for inflation and 
accounting 

• Improved discount rate (cost 
of capital) calculation 

• Fade rate instead of 
perpetuity calculations 

• Total system emphasis 
resulting in higher accuracy 

• High level of complexity 

• Percentage-outcome may 
result in dysfunctional 
investment behavior (below 
current CFROI will be 
rejected) 

• Lack of (cash flow) data 
availability 

• Cash flows in calculations 
represent gross cash flows, 
not free cash flows 

• Limited use for start-up 
operations 

Cash Value 
Added (Ottoson 
& Weissenrieder) 

• Easy to understand absolute 
measure 

• Distincts between strategic 
and non-strategic investments 

• Built around value drivers 

• Lack of (cash flow) data 
availability 

• Cost of capital subject to 
discussion 

Economic/ 
Cash-based 

Cash Value 
Added (BCG) 

• Absolute measure, rooted in 
CFROI principles 

• Built around value drivers and 
key performance indicators 

• Useful for internal and 
external benchmarking 
regarding incentive targets 

• High level of complexity, 
given CFROI roots 

• Lack of (cash flow) data 
availability 

Accounting-
based 

Residual Income • Easy to comprehend absolute 
measure 

• Data readily available 

• Using bookkeeping data with 
its inefficacies and 
shortcomings 

• Cost of capital subject to 
discussion 
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Economic Value 
Added 

• Absolute measure, rooted in 
Residual Income 

• Data easily available 

• ‘Distortions’ in accounting 
numbers are adjusted to 
approach economic concept of 
profit 

• Present value of future EVAs 
equals Discounted Cash Flows 

• Adjustments are subjective 
and can be time consuming 

• Cost of capital subject to 
discussion 

• Subject to disincentive to 
invest as result of book value 
of investments23 

Economic Profit • Easy to comprehend absolute 
measure 

• Data easily available 

• Few (standardized) 
adjustments 

• Book values are used with 
potential accounting 
distortions 

• Cost of capital subject to 
discussion 

• Continuing value may 
represent considerable part of 
firm’s total value 

• Subject to disincentive to 
invest (see footnote on EVA) 

Cash Value 
Added 

• Easy to comprehend absolute 
measure 

• Data easily available 

• Approaches cash flows by not 
including depreciation and 
amortization, besides using 
gross invested capital 

• Danger of using cash flows 
for performance 
measurement, not using free 
cash flows 

• Cost of capital subject to 
discussion 

 

Table 1.4 Summary of Strengths and Weaknesses of value-based metrics 

 

What do these measures add to the ‘traditional’ accounting measures? Most importantly, they 

include a capital charge (WACC) over invested capital. Where traditional accounting 

measures only take the cost of debt into account to calculate profits, VBM metrics include a 

charge for all investors, including shareholders. The threshold for making profits therefore 

becomes higher. This should lead managers and employees to become more conscious of the 

fact that money has its price. However, when looking at the accounting-based metrics, they 

use book values to determine invested capital. From a Finance perspective, though, these 

values can be considered to be sunk costs, and therefore irrelevant for decision making. This 

perspective argues that assets are also valued at market values, based on the expected cash 

flows from those assets. A company’s ability to create value is then decomposed in two 

elements (FINEM, 2001): 

                                                      
23 Since this flaw is incumbent to accounting measures, Traas (1996) introduced the term ‘residual 

value’, meaning that a fixed percentage is taken from the historical costs of the fixed assets to assign 
as invested capital. This way, the potential disincentive to invest can be avoided since the capital 
base is always (relatively) the same, no matter whether new or fully depreciated assets are in place. 

Percentage is determined by the formula: 
r

n

1

r)(1-1

r
n-
−

+
,  

where  r = required rate of return (WACC)  
n = useful life of assets in years (Traas, 1996: 41). 
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- The realization component: realizing additional free cash flows in the prospected period 

on top of the expected free cash flows. 

- The future component: elevate the expectancy level regarding the net present value of 

future free cash flows. 

According to this argument a company will only create value if it can surprise its investors by 

cash flows that exceed the investors’ expectations, since market values are based on 

expectations. This means, that the accounting-based metrics may still provide wrong signals 

in the capital-consciousness sense. After all, market values of assets (and thus, invested 

capital) differ from the book values. If the market-to-book ratio equals 1, it makes no 

difference, but if the ratio equals 3 or higher (which is frequently the case in companies with 

high intangible assets), invested capital is highly underestimated in the case of accounting-

based metrics, where using book values provides a too low capital base and thus a too low 

threshold for the capital charge to exceed. However, determining cash flows is subject to 

arbitrary choices and assumptions, as noted before when discussing the accounting concept of 

profit. This makes this approach from a Finance perspective more accurate, but on the other 

hand less practical and reliable due to differences in assumptions. 

 

1.3.1 COST OF CAPITAL 

Table 1.4 shows that the determination/calculation of the (Weighted Average) Cost of Capital 

(WACC) is the common variable in all metrics except for CFROI. The basic concepts behind 

the WACC are already described in explaining Rappaport’s Shareholder Value Analysis 

(Rappaport, 1986; Brealey & Myers, 1996; Copeland et al., 2000; Young & O’Byrne, 2001). 

However, some problems arise at this point: 

(1) what are the market values of interest-bearing debt and equity? 

(2) what is the target capital structure? 

(3) what is the cost of equity? 

The first problem can be fairly objectively solved (Copeland et al., 2000; Young & O’Byrne, 

2001). The market value of the company’s debt equals the present value of the cash flow to 

debt holders discounted at a rate that reflects the riskiness of that flow. The discount rate 

should equal the current market rate on similar-risk debt with comparable terms (Copeland et 

al., 2000: 136). The market value of the company’s equity is the value of its operations plus 

non-operating assets, such as investments in unrelated, unconsolidated businesses, less the 

value of its debt and any non-operating liabilities (Copeland et al., 2000: 137).  

 

Upon determining the target capital structure, free cash flow theories (e.g., Grossman & Hart, 

1982; Jensen, 1986; Stulz, 1990; Dewatripont & Tirole, 1994; Hart & Moore, 1995) 

emphasize the role played by debt in reducing agency conflicts between managers and 

shareholders. In this literature, debt increases efficiency because it prevents managers from 

financing unprofitable projects. At the same time, debt may block some profitable investment 

opportunities. The optimal capital structure thus reflects the ex ante efficient trade-off 

between these costs and benefits (Novaes, 2003). These theories, though, leave unresolved the 

issue of what the optimal capital structure should be. Despite emphasizing that shareholders 

are subject to managerial agency costs, the free cash flow literature ignores the fact that the 

choice of debt itself is subject to an agency problem. Short of claiming that the optimal capital 
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structure is designed once and for all by the initial founders, these theories have to rely on 

self-interested managers to implement the optimal financing decisions. This raises two 

questions. First, how can we expect a manager voluntarily to increase the firm’s leverage at 

the expense of his own discretion? Second, even admitting that managers might be forced to 

use debt, why should one expect their choices to coincide with the ex ante optimal ones 

(Novaes, 2003)? Besides, research of Korajczyk & Levy (2003) shows that target leverage is 

counter-cyclical for their relatively financially unconstrained sample, but pro-cyclical for the 

relatively financially constrained sample24. Macroeconomic conditions are significant for 

issue choice for unconstrained firms but less so for constrained firms. Their results support 

the hypothesis that unconstrained firms time their issue choice to coincide with periods of 

favorable macroeconomic conditions, while constrained firms do not (Korajczyk & Levy, 

2003). Campello (2003)  finds that debt financing has a negative impact on firm (relative-to-

industry) sales growth in industries in which rivals are relatively unlevered during recessions, 

but not during booms. In contrast, no such effects are observed for firms competing in high 

debt industries. At the industry level, markups are more countercyclical when industry debt is 

high. The cyclical dynamics he finds for firm sales growth and for industry markups are 

consistent with Chevalier & Scharfstein’s (1996) prediction that firms which rely heavily on 

external financing are more likely to cut their investment in market share building in response 

to negative shocks to demand and that the competitive outcomes resulting from such actions 

depend on the financial structures of their industry rivals (Campello, 2003). 

This means, that although a firm can have a certain target capital structure, many factors have 

their impact on when and how to reach that structure, and how this target can vary over time, 

depending on judgment and assumptions made by management that may be either in or out of 

their control. 

 

The third problem mentioned above encounters controversial opinions from theory. Most 

authors use the Capital Assets Pricing Model (CAPM) to determine the cost of equity 

(Sharpe, 1964; Lintner, 1965; Rappaport 1986; Brealey & Myers, 1996; Copeland et al., 

2000; Young & O’Byrne, 2001), compared to other models like for example the Arbitrage 

Pricing Model and Dividend Growth Model (Damodaran, 1996; Graham & Harvey, 2001). 

However, in addition to Madden (1999) when describing CFROI, many authors cast either 

implicit or explicit doubts on the validity of the outcomes of this model, either with regards to 

risk free rates or risk premiums (both market risk as well as Betas) (Brealey & Myers, 1996; 

Damodaran, 1996; Groenewoud & Fraser, 2000; Holmström & Tirole, 2001; Young & 

O’Byrne, 2001; Hodrick & Zhang, 2001; Hens et al., 2002; McNulty et al., 2002). Lack of an 

appropriate – in terms of accuracy or complexity – alternative is reason for the continuing 

widespread use of the CAPM (Copeland et al., 2000; Holmström & Tirole, 2001; Graham & 

Harvey, 2001).  

 

                                                      
24 Korajczyk & Levy define a firm as financially constrained if it does not have sufficient cash to 

undertake investment opportunities and if it faces severe agency costs when accessing financial 
markets. Unconstrained firms are firms that are not labeled as constrained. 
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In addition, to calculate value creation accurately, one needs to differentiate the cost of capital 

between projects (in its widest sense, thus including business units, plants, et cetera) that run 

in organizations, since many projects within companies will embrace different risk profiles. 

This implies, that differentiation should take place based on countries where projects are 

executed (or in the same fashion, where business units/plants are located), and in turn within 

countries differentiated to projects that are executed in/for different industries (although for 

the same business unit). Hence, depending on the level in the organization, (subjective) 

estimates need to be made of risk profiles for projects or business units in order to specify a 

‘project’-specific cost of equity and subsequently a ‘project’-specific cost of capital.  

Bottom line is that the WACC, and thus value creation, cannot possibly objectively and 

accurately be calculated due to the above mentioned considerations, i.e., subjectivity in 

determining and realizing the optimal target capital structure, and subjectivity in 

determining/calculating the cost of equity/capital
25
. Cools et al. (2005), using data of US 

common stocks with data on the COMPUSTAT Industrial Files and Stock File, adds to this 

by finding evidence of measurement error in the WACC component in Economic Profit (as 

representative metric for VBM), resulting in a lowering effect on R2 in comparing EBIT-

based with EP-based results on shareholder returns. According to Cools et al. (2005), these 

results confirm the conclusion of Fama and French (1997), who state that cost of capital 

estimates are unavoidably imprecise. In addition, they present evidence that the market-

derived (expected return) cost of capital generally dominates the (realized return) CAPM-

based technique of calculating the cost of capital. 

 

Regarding these problems, some authors suggest to manage for changes in value creation, 

rather than absolute figures (e.g., Rappaport, 1998; Young & O’Byrne, 2001). Additional 

advantage of this ‘delta’-measurement system is that another pronounced practical objection 

to VBM can be eliminated. That is, that VBM could not be applied to cost centers (since they 

cannot create value by definition). By managing for changes, VBM is made suitable for any 

kind of responsibility center.  

 

A Dutch study with respect to the capital charge that confirms the above discussion is of Van 

de Voort et al. (1998). Their research showed that 52% of the listed firms rank shareholders 

first, but that in their management control systems 85% of the companies still use Profits as 

metric for performance, followed by ROI (64%), ROE (53%), and EVA (24%). They 

subsequently focused on three components of Capital Charge: Capital Base, WACC, and 

Capital Structure. The following results were found (Table 1.5): 

                                                      
25 This can additionally be illustrated by a remark of a participant of the FINEM Round table 

conference of January, 2001 (FINEM is a Dutch association for Financial Managers). This 
participant told that he ordered five different investment banks/consulting firms to calculate his 
company’s WACC. There was a 5 per cent difference between the highest and lowest provided cost 
of capital. 
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Capital Base 82% of the respondents treat intangible assets the same for management control and 
external financial reporting, meaning that for internal performance measurement book 
values rather than economic values are used 

WACC • 69% of companies calculate the WACC 

• 73% one corporate WACC 

• 5% project-dependent WACC 

• 12% do not know how WACC is 
determined 

Cost of Equity: 

• 47% uses CAPM 

• 38% historical average ROE 

• 4% dividend growth model 

Capital 
Structure 

• 32% use current capital structure based on book values rather than the target 
capital structure (TCS) based on market values. 

• 24% use TCS based on market values 

• 43% do not aim for TCS, thus are apparently not maximizing value by consciously 
making capital structure decisions 

 

Table 1.5 Components of capital charge (Van de Voort et al., 1998) 

 

From this survey it becomes apparent that the capital charge is by no means calculated 

consistently with the previously described theory. 

 

1.3.2 METRICS AND LIFE-CYCLE STAGE 

Black (1998) looked at the value relevance of cash flow measures and earnings, in relation 

with the life-cycle stages. Their study is based on the life-cycle classification methods 

developed by Anthony & Ramesh (1992), who classify firms using individual variables 

(dividend payout, sales growth, and firm age), then use a composite score obtained from all 

variables for classification, and subsequently assign firm-year observations into Low, 

Medium, or High categories for each of the three classification variables. Then, these rankings 

are assigned a score (1, 2 or 3). For each firm-year observation scores are then added to form 

a composite score and the observations are categorized into five life-cycle stages and assigned 

to groups such that an approximately equal number of observations are in each group: 

Growth, Growth/Mature, Mature, Mature/Decline, Decline. In Black’s paper, a start-up stage 

is added composed of a smaller set of firm-years. Data are collected from Compustat and 

Moody’s Industrial Manual. 

From this study appeared the order in which the respective measures seem to be most value 

relevant. Table 1.6 below summarizes his findings. Between brackets are the R2.  

 

Life-cycle stage: Start-up Growth Mature Decline 

Highest value relevance CFI (0.33) CFO (0.80) EAR (0.87) CFO (0.48) 

CFF (0.20) CFI (0.78) CFO (0.82) EAR (0.39)  

CFO (0.15) CFI (0.81) CFI (0.38) 

Lowest value relevance EAR (0.12) 

CFF/EAR 

(0.77) CFF (0.79) CFF (0.37) 

CFF=cash flow from financing activities; CFI=cash flow from investing activities; CFO=cash flow 
from operating activities, EAR=earnings 

 

Table 1.6  Relation between financial measures and life-cycle stage 
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Looking from this perspective, use of Value-based Management could depend on the life-

cycle stage. This opinion is based on the fact that – as previously discussed when explaining 

the value-based metrics – value-based measures are either based on cash flows, or adjusted 

bookkeeping-earnings so they approach cash flows (where particularly Cash Flow from 

Operations serves as ‘best estimate’ for VBM application). From the figures of this study one 

may conclude that VBM is applicable in all life-cycle stages but the start-up stage. 

 

1.3.3 METRICS AND CORRELATION WITH SHARE PRICE 

In light of contracting purposes as proclaimed with agency theory (and to some less extent 

transaction costs economics), question is whether the VBM-metrics correlate positively with 

the share price. In other words: do value-based metrics serve the investors’ interests, and 

therefore, do they associate better with stock returns than traditional accounting measures? 

 

Studies related to this issue are not univocal in their conclusions. Bacidore et al. (1997), Chen 

& Dodd (1997), Milunovich & Tseui (1996), Lehn & Makhija (1996), and O’Byrne (1996), 

for example, found that Economic Value Added correlated higher with stock returns than 

traditional, earnings-based measures.  

However, Biddle et al. (1997, 1999), Chen & Dodd (2001), and Rijken et al. (2003) found no 

(significant) correlation. This may mean that the market sees through the various accounting 

conventions and place higher reliance on audited accounting earnings than it does on an 

unaudited EVA.  

Feltham (2004) replicated Biddle et al.’s (1997) study to examine updated EVA data, and 

found no significant difference between EVA and Residual Income in value relevance. When 

performing a comparable analysis for the Canadian market, EVA appeared to possess a 

significantly greater relative information content than reported earnings or Residual Income. 

They explained that such significant differences can only arise if the accounting adjustments 

to convert residual income to EVA possess significant incremental information content, which 

they found to be the case. 

Ittner & Larcker (1998) make notice of the abandonment of Economic Value Added at 

AT&T, among others due to the fact that despite positive EVAs, Total Shareholder Return 

(capital gains plus dividends) was negative. 

Cools et al. (2005) found empirical evidence that Economic Profit with a market-derived 

(expected return) WACC and correction for measurement error has the highest effect on stock 

returns compared with EBIT. However, without correcting for measurement error, EBIT 

dominates EP. 

 

As considerable the body of evidence exists on the possible correlation between share price 

and Economic Value Added/Residual Income, the little evidence exists on correlations of 

share price with other VBM metrics, specifically the cash flow-based value metrics. Only 

Madden (1999, 2006) and the Boston Consulting Group (2003) prove a tight relationship 

between CFROI and share price in their analyses, but no academic research has been 

conducted in this field. Studies which compare accounting-based and cash flow-based value 

metrics were not found either. 
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Sampers (2003), in his study among Dutch listed firms, found no significant differences in 

Relative Total Shareholder Return (RTSR) between VBM-companies (where no distinction is 

made regarding metric) and non-VBM companies (albeit that VBM-companies did show a 

better RTSR performance). In his research, RTSR was defined as annual share price 

appreciation plus dividends, corrected for the changes in the CBS herbeleggingsindex 

(Statistics Netherlands re-investment index) for non-financial companies. 

 

This raises an interesting issue, namely why the cash flow-based VBM-metrics have not been 

subject of research. Reason may be, that data are too difficult to obtain for external parties in 

estimating reliable cash flows to provide consistent evidence. Another reason may be, that 

accounting-based VBM-metrics are more widely used in practice than the cash flow-based 

metrics, making research into accounting-based metrics more interesting. This may be due to 

the complexity in cash flow metrics compared to the accounting-based metrics, as is 

frequently mentioned in literature (e.g., Myers, 1996; Dodd & Chen, 1996; Claes, 2006; 

Young & O’Byrne, 2001). 

 

The question that follows from the above that although VBM metrics are apparently not 

unambiguously informative to investors in their correlations with stock returns, can they 

prove effective in motivating management to create shareholder value? At the heart of agency 

theory, the VBM metrics should after all prove this effectiveness. The metrics should align 

interests and reduce agency costs, hence contribute to creating shareholder value. Baker 

(2002) and Cools et al. (2005) refer in this respect to noise and distortion, where noise of a 

performance measure is the uncontrollable variance, due to external circumstances or 

measurement error, of the effect of the worker’s effort on his or her performance measure. 

Distortion measures the extent to which actions that are valuable for the agent – i.e., actions 

that effect his or her performance measure – are also valuable for the principal. If an internal 

metric or compensation plan motivates shareholder value creation more effectively, 

shareholders should benefit as well since distortions are reduced. On the other hand, share 

prices rely only partially on a firm’s performance, besides economic conditions or other 

events not within management’s control affecting capital markets, attributing considerable 

noise to VBM metrics in correlations with share prices. 

 

1.4 CONCLUSION 

 

The separation of ownership (shareholders, the principal) and management (the agents) elicits 

performance management, including measures that allow principals to monitor their agents. 

As of the late 1980’s, actors on the capital market (the principals, particularly shareholders) 

became increasingly dissatisfied with the traditional accounting measures. This dissatisfaction 

was caused by the recognition of shortcomings in traditional accounting measures, as there 

are for instance the deployment of alternative accounting methods, exclusion of risk and 

investment requirements, and ignorance of the time value of money, but also by developments 

like shareholder, capital, and manager activism. This resulted in various consulting firms 

developing Value-based Management (VBM) techniques and systems to change the way of 

managing a business. They claim their metrics to mirror the way how capital markets look at 
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organizations, based on the essentials of discounting future cash flows, and which were 

therefore assumed to express shareholder value creation as reflected in share price 

appreciation.  

However, when looking at the various VBM metrics, Table 1.4 shows that a common 

problem with cash-based metrics is, although they are assumed to match shareholders’ 

interests most closely, that the necessary (future) cash flow data are not always available 

throughout the company as information systems are based on accounting data. Since 

companies are held to accounting standards to comply with accounting principles in their 

annual reports, they have by definition accounting data at hand, but do not necessarily have 

systems in place providing the cash flow data needed for these metrics. Cash flow statements 

are only applied at higher hierarchical levels (corporate/business units). Besides, the discount 

rate in the Shareholder Value Analysis and Cash Value Added measures (the weighted 

average cost of capital - WACC) is based on calculations that are subject to assumptions 

which make the WACC not objectively and specifically measurable, as for instance regarding 

the determination of the cost of equity (mostly using the disputable Capital Assets Pricing 

Model). The Cash Flow Return on Investment-measure acknowledges this last problem, and 

actually calculates the rate of return, leading to a relative rather than an absolute outcome. 

Handicap is, though, that the measure is complex.  

Another problem is that the residual value (or continuing value) may attribute the largest part 

of total corporate value (according to Copeland et al. (1996) for up to 70%). However, this 

problem also rises with the accounting-based measures. 

Accounting-based metrics do not face the problem of unavailable data and complexity. 

However, the shortcomings in accounting data was one of the reasons that caused the rise for 

VBM, while these measures also use the similar cost of capital as the cash-based measures, 

which proved to be flawed by the assumptions used for the calculations. Economic Value 

Added tries to deal with the first problem by suggesting a number of adjustments to the profit 

and loss account and balance sheet. That way the distortions in accounting numbers are 

eliminated, although it is fairly subjective which adjustments to make while avoiding excess 

complexity (since over 150 adjustments are suggested). Residual Income and Economic Profit 

do not adjust accounting numbers at all or very limited, respectively, linking these closest to 

existing accounting systems, making them relatively easy to use. However, none of these 

metrics deal with the problem of the cost of capital. To that end, the so-called metrics war 

(Cools & van der Ven, 1995, 1996; Traas, 1995; Myers, 1996; Biddle et al., 1997, 1999; Ittner 

& Larcker, 1998; Wallace, 1998; Chen & Dodd, 2001) seems undecided. 

This discussion leaves us then with the following essential question: do the various VBM-

metrics, with their flaws, serve the investors better than traditional accounting measures, with 

their shortcomings, to be expressed in higher associations with share prices? By reviewing a 

number of studies, the first thing that strikes the attention is the lack in studies that evaluate 

associations between cash-based VBM-systems and share price appreciation, contrary to 

studies that scrutinize such associations between Economic Value Added/Residual Income 

and share prices. Besides, the empirical studies give no univocal evidence for VBM-metrics 

to correlate better with share prices than traditional earnings or profits.  
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In short, all metrics show some weak spots. Both subjectivity and complexity appear to be 

common problems for the metrics. Arbitrary choices are made in for example calculating the 

cost of capital, necessary to calculate value creation and the residual value, and deciding 

about the adjustments to be made to accounting data in calculating some accounting-based 

measures. When looking at the accounting-based measures, like EVA, they mainly use 

retrospective data which is inconsistent with Finance theory. In addition, the metrics appear to 

lack a predicting value for share prices. 

One may conclude that despite all promotions and publications, VBM-metrics do not seem to 

predict capital market performance better than traditional accounting measures do. 

 

When looking at the use of Value-based Management, six questions therefore raise: 

1. What are the reasons to implement Value-based Management? 

2. Which metrics are used? 

3. How is Value-based Management implemented? 

4. What are the effects on behavior and attitude? 

5. What are the effects on decision making? 

6. What are the effects on performance? 

These questions were answered in this chapter from a capital market’s perspective, 

concluding that one may cast doubts about VBM’s ‘value added’. The same questions can 

also be asked from a within-firm’s perspective to see how practice deals with the claims from 

consultants and empirical evidence. The next chapters will uncover the answers. 
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CHAPTER 2 VALUE-BASED MANAGEMENT CONTROL  
 
 

‘Recently, companies have developed “flaky metrics of profitability,” … Some of 

these measures began as a way for managers to stay a step ahead of the 

demands of Wall Street. “What starts as a game for capital markets then starts to 

confuse the managers themselves. They [then] make decisions that are not based 

on fundamental economics.” 

The “Bermuda Triangle of strategy” is confusion over economic performance 

and shareholder value. Shareholder value is a result. Shareholder value comes 

from creating superior economic performance. 

To think that stock price on any one day, or at any one minute, is an accurate 

reflection of true economic value is dangerous. Research shows companies can 

be undervalued for years. Conversely, during the Internet bubble, managers 

whose motivation and compensation were tied to stock price began to believe 

and act as if the share price determined the value of the company. Managers are 

now beginning to understand the goal of their companies is to create superior 

economic performance that will be reflected in financial results and eventually 

the stock price. We know there’s a lag and it’s ugly. But it’s important that a 

good manager understands what the real goal is – not spend time pleasing the 

shareholders.’ 26 

 

The previous chapter placed Value-based Management in a principal-agent (i.e., capital 

market-firm) perspective in order to see to what extent VBM-metrics could be helpful in this 

external agency relationship. Conclusion was that no univocal evidence was found that 

principal’s (more specifically, shareholders’) interests are more closely aligned with the 

agent’s (management) by using value-based metrics as performance measure. Correlations 

between Economic Value Added/Residual Income and share price were not always higher 

than correlations with traditional earnings(-based) figures. Apart from this lack in association, 

determining the cost of capital, specifically regarding the target capital structure and cost of 

equity, also cast doubts. Therefore, no conclusive evidence can be provided that value-based 

metrics should be used to align interests of shareholders and management.  

It is then interesting to see that if the questions that were raised at the end of the previous 

chapter regarding the use of VBM and which do not hold in the capital market’s perspective, 

uncover satisfactory answers from a firm’s internal perspective. In other words, will VBM 

prove itself useful in agency relationships within the firm? Would VBM be beneficial to the 

internal organization and ultimately, its shareholders? If not for the capital market, could 

VBM-metrics align hierarchical organizational relationships, such as between the corporate 

headquarters and divisions or business units, and in turn to operating companies and 

departments?  

Thus, in setting organizational objectives in terms of shareholder value creation and develop 

strategies aimed at realizing those objectives, activities are to be planned in line with that 

strategy, using Value-based Management systems. Can VBM-metrics be applied in planning, 

and what control methods are available to influence the behavior of management and 

                                                      
26 Michael Porter Asks, and Answers: Why Do Good Managers Set Bad Strategies? Published: 

November 1, 2006 in Knowledge@Wharton. 
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employees in order to realize the strategies and meet the objectives (Anthony & 

Govindarajan, 2004; Merchant & Van der Stede, 2003)?  

 

2.1 STRATEGY – THE RESOURCE-BASED VIEW OF THE FIRM 

 

Porter’s quote in the previous paragraph reflects that the ‘flaky metrics of profitability’ to 

please ‘Wall Street’ create confusion among management, which in carrying out a strategy 

aimed at shareholder value creation transfers these ‘flaky metrics’ to lower hierarchical levels 

in the organization. This paragraph will elaborate on how the firm can obtain a competitive 

advantage from its resources and capabilities by discussing strategy and the resource-based 

view of the firm (in a value-based perspective). The second sub-paragraph will discuss 

empirical studies on the relevance of the resource-based view on Value-based Management. 

 

2.1.1 STRATEGY AND THE RESOURCE-BASED VIEW 

Strategic decisions are made in many areas of managerial activity in the organization. They 

are for instance concerned with the long-term direction of the organization, the scope of an 

organization’s activities, the allocation of major resources within the organization, and 

consideration of the expectations and values of the organization’s stakeholders (Langfield-

Smith, 1997).  

 

In moving strategic planning based on value-based management to lower hierarchical levels, 

the previous chapter showed that when managing on traditional accounting measures one 

important aspect in decision making for executing the strategy is missing. This is, that equity 

providers (shareholders) also require an explicit return, made visible in the capital charge on 

invested capital (including both debt and equity: multiplying the WACC with Invested 

Capital). An economic profit (as generic term for value creation) is therefore only realized if 

the cost of capital is exceeded.  

However, the invested capital that follows from the balance sheet does not disclose all 

(intangible) assets at the company’s disposal, and thus the capital charge over invested capital 

is by definition too low or too high. This may cause considerable noise in the outcomes of 

VBM-metrics, especially in for instance labor-intensive industries.  

Particularly where knowledge is crucial to the firm’s operations, like for instance in the 

service industry or in Research & Development, or where brands represent considerable 

amounts, like for instance Coca-Cola or Microsoft, this noise may become substantial because 

no capital charge is levied on these assets. In line with Langfield-Smith (1997), the 

organization’s strategic decisions are therefore to be attributed to matching and allocating its 

resources (the productive assets owned by the firm) and capabilities (what the firm can do) 

within the organization, despite the fact they are not always disclosed in the company’s 

accounts. Grant (2008) states in that fashion that individual resources (tangible, intangible and 

human) do not confer competitive advantage, but that they must work together to create 

organizational capability. Capability therefore is the firm’s capacity to deploy resources for a 

desired end result. This is where Prahalad & Hamel (1990) coined the term ‘core 

competences’ to distinguish capabilities fundamental to a firm’s strategy and performance. 
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Resources are defined quite broadly, including financial resources, tangible resources (such as 

plants, equipment), and intangible resources (such as patents, know-how, brand names) 

(Barney, 1991; Peteraf, 1993; Douma & Schreuder, 2002; Grant, 2008). A resource is the 

basis of a competitive advantage only if that resource has certain properties (Douma & 

Schreuder, 2002). First, it must be difficult to buy and sell the resource (for instance, 

developing equipment for a firm’s own use which requires special skills or experience that 

only the firm’s own employees possess). Second, the resource must be difficult to replicate 

(for instance, highly complex organizational routines). Third, it must be difficult to substitute 

the resource by another resource (for instance, owning a pipeline for shipping oil when using 

tankers is more costly or impossible). Finally, the advantage that the resource may yield must 

not be competed away by ex-ante competition (for instance, when a government organizes an 

auction to sell a frequency for mobile telecom services). 

Capabilities refer to management’s and employees’ specific skills and knowledge to 

reconfigure and deploy its resources leading to a sustainable competitive advantage (e.g., 

Makadok, 2001). They can therefore not be bought and sold without also transferring the 

ownership of the organization or of one or more of its subunits (Makadok, 2001; Teece et al., 

1997).  

 

As Grant (1991 in: Widener, 2006: 436) puts it: ‘The resource-based view of strategy holds 

that firms evaluate their strengths and weaknesses of their underlying resources and 

capabilities, and then select a strategy that is achievable. Unwanted resources are separated 

from the firm, and the firm invests in the strategic resources and capabilities that provide the 

foundation for the firm’s strategy and help the firm to sustain its competitive advantage.’ In 

other words, resources are released from value-destroying activities by divesting these, and 

subsequently allocated to value-creating activities.  

Amit & Zott (2001) summarize this Resource Based View of the firm (RBV) theory in value-

based perspective. Positioning and uniquely combining a set of complementary and 

specialized resources and capabilities, which are heterogeneous within an industry, scarce, 

durable, not easily traded, and difficult to imitate, may lead to value creation (Penrose, 1959; 

Wernerfelt, 1984; Barney, 1991; Peteraf, 1993; Amit & Schoemaker, 1993). They assume that 

firms may differ in terms of the resources and capabilities they control, and that firms coexist 

until some exogenous change or ‘Schumpeterian shock’ occurs (where innovation is the 

source for value creation; Schumpeter, 1939).  

An extension to RBV, the dynamic capabilities approach (Teece et al., 1997), explores how 

valuable resource positions are built and acquired over time. The notion of ‘dynamic’ is 

devoted to addressing the continuous renewal of organizational capabilities, thereby matching  

the demands of (rapidly) changing environments (Schreyögg & Kliesch-Eberl, 2007). 

Dynamic capabilities are rooted in a firm’s managerial and organizational processes, such as 

those aimed at coordination, integration, reconfiguration, transformation, or learning (Teece et 

al., 1997; Eisenhardt & Martin, 2000; Lei et al., 1996). It can be defined as (Helfat et al., 

2007: 4) ‘the capacity of an organization to purposefully create, extend, or modify its resource 

base.’ Examples of such value-creating processes are product development, strategic decision-

making, alliance formation, knowledge creation, and capabilities transfer (Eisenhardt & 

Martin, 2000).  
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Despite its appeal as a conceptual framework, the RBV has often been criticized for lack of an 

empirical base, and link firms’ resource positions to dimensions of performance (Lieberman 

& Dhawan, 2005). In that respect, Lieberman & Dhawan (2005) conducted research in the 

automotive industry. Their evidence suggests that productivity is related to economies of 

scale, lean production technologies, and outsourcing capabilities (weaker evidence in their 

study suggests that auto producers with higher levels of vertical integration have been less 

efficient). Ichniowski & Shaw (1999) identify human resource management practices as 

strategic capabilities leading to higher productivity in Japanese and US steel production lines. 

These production lines then employ a common system of HRM practices including: problem-

solving teams, rotation across jobs, extensive orientation, training throughout employees' 

careers, extensive labor-management communication, employment security, and 

compensation based largely on seniority-based wages and profit sharing (p. 708).  

 

2.1.2 EMPIRICAL EVIDENCE ON THE RESOURCE-BASED VIEW AND VALUE-BASED 

MANAGEMENT 

The link between the Resource-based View and Value-based Management is illustrated with 

empirical evidence. In managing the resources and capabilities as value drivers, to assign 

them to projects exceeding the cost of capital and withdraw them from projects not meeting 

that requirement27, the firm will increase shareholder value.  

Dittmar & Shivdasani (2003) and Markides (1992), for example, found from their research 

that refocusing on a company’s core business created market value. It was shown that 

refocusing announcements are associated with significant, positive abnormal returns, which 

implies that firm diversification levels prior to refocusing were higher than optimal (expressed 

in a diversification discount). Lamont & Polk (2002), as referred to in the previous chapter 

when explaining manager activism as one of the developments fueling VBM, come to a 

comparable conclusion. 

Empirical research of Haspeslagh et al. (2001a), among 112 worldwide implementers of 

VBM, showed that 64.3% of the respondents mentioned resource allocation as a problem they 

tried to solve with VBM, with a score of 5.31 on a seven-points scale. 68.8% mentioned that 

they could not determine where value is destroyed or created in their company (score: 5.81), 

while hoping that the capital charge in VBM-metrics would solve that problem. 

Malmi & Ikäheimo (2003) found from their six Finnish case studies that VBM provided (i) 

value-enhancing growth in two companies, where ROI or ROCE prevented such growth, and 

(ii) efficient use of assets in the other four companies. Since EVA had always been 

supplemented with other (financial and non-financial) measures of performance, one may 

conclude that the EVA calculation as such will not have demanded much attention, and that 

the key issue was how to allocate the companies’ resources towards growth or to efficient use 

of the resources. The focus was therefore on managing the resources and capabilities and 

using these resources efficiently, in line with the RBV. 

Hogan & Lewis (2005) specifically studied the effects of Economic Profit (compensation) 

Plans (EPP) among 108 US adopters. Their model includes variables capturing growth 

                                                      
27 In line with the definition of VBM of the introduction. However, some ‘value-destroying’ projects 

may still be executed in light of certain aspects related to the industry, like health, environment or 
safety investments. 
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opportunities, profitability, investment policy, capital and organizational structure prior to 

adoption. They found that anticipated EPP adopters28 appear to make changes in their 

investment behavior that reduce invested capital and, for the most part, allow them to become 

more profitable. Their study shows that adopting EPP plans is induced by the need for 

management’s capability to make efficient use of the firm’s resources, also in the fashion of 

the RBV. 

From the study of Hall (2002), among 147 South African JSE-listed companies, followed that 

VBM-organizations in the early years after implementation primarily focused on performance 

indicators related to profit and loss, but that such indicators became less important to the 

benefit of indicators related to the balance sheet29 (that relates to the firm’s resources) as 

companies become successful shareholder value creators (defined as the top-20 EVA 

performers in their sample).  

Following a behavior based control strategy30, which relies more heavily on an agent’s 

capabilities, Ittner & Larcker (2001), Amit & Zott (2001), KPMG (1999), and Schoute & 

Claes (2005) found evidence that performance indicators in organizations that implemented 

VBM are increasingly related to non-financials, such as innovation, transaction efficiency, use 

of JIT and TQM, and concentration on the core business instead of diversifying activities. 

However, Dodd & Johns (1999), exploratory examining potential differences between EVA 

adopters (n=37) and  nonadopters (n=51), found (also to their own surprise) evidence that the 

introduction of EVA resulted in de-emphasizing measures of effectiveness (quality) and 

adaptability (customer satisfaction), and that concepts like ABC, TQM, etc. were not 

additionally used. Dodd & Johns ask themselves whether this suggests that management 

believes organizations can be run ‘by the financial numbers’ alone, in line with the VBM-

metrics’ assumptions of aligning shareholders and agent’s interests in one single metric. It 

must be noted, though, that this conflicting evidence may stem from individual interpretations 

to measures in the survey as definitions were not included. 

 

                                                      
28 For example, a firm with economically unprofitable lines of business may prefer to adopt an EPP 

because this type of liquidation decision is explicitly rewarded (= anticipated EPP adopter). 
However, if the same assets generate accounting profits, managers may prefer traditional plans 
because they help increase bonus payments (Hogan & Lewis, 2005: 730). From their model 
followed that EPP adoptions are: (i) less likely for firms with higher market-to-book ratios, (ii) more 
likely for firms with relatively high Economic Profits and even more pronounced if  accounting 
profits are relatively low, (iii) more likely for firms with fewer tangible assets and less financial 
slack (ratio of cash and liquid assets to total assets), (iv) less likely when managers are paid 
relatively high bonuses under traditional plans. Shares held by executives, as proxy for 
organizational structure, appeared to be an insignificant determinant of EPP adoption. 

29 Profitability ratios are for example ROCE and Net Operating Profit Before Tax divided by Capital 
Employed. Examples of balance sheet ratios are Sales divided by Net Working Capital, Debt/Equity 
ratio, and Long-term Capital divided by Capital Employed. 

30 In a behavior based control strategy (or in Demski & Feltham’s (1976) terms: decision facilitating 
role) information may be supplied to the agent before his action choice in order to ‘improve’ his 
action choice (in: Baiman & Demski, 1980), as opposed to a outcome based control strategy 
(Demski & Feltham (1976): decision influencing), when information is gathered after the agent has 
chosen his action and the outcome has been generated in order to evaluate the agent’s action (in: 
Baiman & Demski, 1980). Behavior based control therefore aims for influencing the agent’s 
behavior ex ante, thus more heavily relying on the agent’s capabilities to chose the right actions, 
compared to ex post ‘fixing’ the outcome for a future benefit. 
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2.2 MANAGEMENT CONTROL THEORY 

 

Implementing a strategy is often faced by many problems, while the success of executing the 

strategy is based on the management control system in place. Quoting Simons (1995: 3): 

‘Over the past two decades, management theorists and economists have devoted a great deal 

of energy to understanding strategy formation in competitive markets. They have developed 

techniques for analyzing the relative economic advantage of differentiated product and 

service offerings, but they have paid relatively little attention to understanding how to 

implement and control strategies’, and Kaplan and Norton (1996: 19): ‘The Balanced 

Scorecard fills the void that exists in most management systems – the lack of a systematic 

process to implement and obtain feedback about strategy’. According to Simons (1995: 29), 

‘effective control of strategy requires both the freedom to innovate and the assurance that 

individuals are working productively toward predefined goals. Beliefs systems, boundary 

systems, diagnostic control systems, and interactive control systems are the four basic levers 

used to manage this tension. … Beliefs systems and interactive systems expand and define 

the opportunity space of the firm. Boundary systems and diagnostic systems constrain and 

focus attention on strategic domains and opportunities.’ 

 

Ittner & Larcker (2001) describe the evolution of managerial accounting. Until the 1950s, the 

focus was on cost determination and financial control, whereas of the mid-1960s the focus 

shifted to the provision of information for management planning and control. This was the 

time (in 1965) that Anthony published his first management control framework, defining 

management control as (Ittner & Larcker, 2001: 351) ‘the process by which managers ensure 

that resources are obtained and used effectively and efficiently in the accomplishment of the 

organization’s objectives.’ His approach was later expanded by contingency theories in 

articulating contextual or ‘contingent’ factors such as external environment, technology, 

competitive strategy and mission, business unit and industry characteristics, and knowledge 

and observability (e.g., of outcome or behavior). These factors influenced the entire 

organizational control ‘package’ of accounting and non-accounting information systems, 

organizational design, and other control mechanisms (Ittner & Larcker, 2001). This resulted 

in the view that there is no universally applicable system of management accounting and 

control. The choice of appropriate accounting and control techniques therefore depend upon 

the earlier mentioned circumstances surrounding the organization (the contingencies). 

 

The normative-theoretical approach of Anthony is followed by a descriptive-empirical 

approach enhanced by Merchant in the 1980s, who defines management control as ‘all the 

devices or systems managers use to ensure that the behaviors and decisions of their employees 

are consistent with the organization’s objectives and strategies’ (Merchant & Van der Stede, 

2007: 5). The emphasis on behavior has later also entered Anthony’s definition, who adapted 

it to ‘the process by which managers influence other members of the organization to 

implement the organization’s strategies’ (Anthony & Govindarajan, 2004: 7). 

Both definitions show that management control is the linking pin between strategy and 

operations. The importance of management control is illustrated as follows by Merchant & 

Van der Stede (2007: 7): ‘In most companies, focusing on improving MCSs will provide 
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higher payoffs than will focusing on improving strategy. A Fortune study showed that seven 

out of 10 CEOs who fail do so not because of bad strategy but because of bad execution.’ 

Young & Selto (1991), Langfield-Smith (1997), Ittner & Larcker (2001), and Marginson 

(2002) confirm this view and acknowledge that research is still limited about how 

management control systems are designed and what their effects at the operational level are 

upon implementing the strategy31. 

 

Management control involves addressing the general question: Are our employees likely to 

behave appropriately? This question can be decomposed to the following control problems: (i) 

lack of direction, (ii) motivational problems, and (iii) personal limitations. To deal with these 

problems, Merchant & Van der Stede (2007) mention four avoidance strategies: activity 

elimination, automation, centralization, and risk sharing (with insurance or joint ventures). 

For control problems that cannot be avoided by these strategies, managers must implement 

control mechanisms. A distinction can be made based on the object of control, i.e., the results 

produced (results control), the actions taken (action control), or the types of people employed 

and their shared norms and values (personnel and cultural control). 

 

Results control 

Merchant & Van der Stede (2007: 26) describe that results controls can be used for 

controlling the behaviors of employees at all organizational levels. In addition, they are 

according to them a necessary element in the employee empowerment approach to 

management, and are necessary for the implementation of decentralized forms of organization 

with largely autonomous entities or responsibility centers. Results controls thus influence 

actions because they cause employees to be concerned about the consequences of the actions 

they take. 

Two critical organizational design choices (i.e., organizational architecture) in a results 

control context are (i) the aforementioned decentralization or delegation of authority or 

decision rights to managers, and (ii) the design of incentive systems to ensure that these 

managers do not misuse their discretion and are appropriately rewarded commensurate with 

the risk they bear.  

Results control works best when the following conditions are met: (i) organizations can 

determine what results are desired in the areas being controlled, (ii) the employees whose 

behaviors are being controlled have significant influence on the results for which they are 

being held accountable, and (iii) organizations can measure the results effectively. Results 

measures should therefore be congruent, precise, objective, timely, and understandable. 

 

Action control 

According to Merchant & Van der Stede (2007), action controls ensure that employees 

perform (or do not perform) certain actions known to be beneficial (harmful) to the 

organization. This makes them the most direct form of management control.  

                                                      
31 Contingency approaches to research on management control systems (MCS) and strategy often 

(implicitly) address strategy implementation (see, for example, Govindarajan, 1988), while case 
study applications often emphasize the processes of strategy formulation and change (see, for 
example, Simons, 1990). 
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They take any of the following four forms: (i) behavioral constraints, which make it 

impossible – or at least difficult – for employees to do things that should not be done, (ii) 

preaction reviews, which involves the scrutiny of the action plans of the employees being 

controlled, (iii) action accountability, which holds employees accountable for the actions they 

take, and (iv) redundancy, by assigning more employees or machines to a task than strictly 

necessary. With the exception of action accountability, which is a detection-type control, all 

other forms are aimed at preventing undesirable behaviors. 

Action controls cannot be used in every situation. They are only effective when the following 

conditions exist: (i) organizations can determine what actions are (un)desirable, and (ii) 

organizations are able to ensure that the (un)desirable actions (do not) occur. 

 

Personnel control 

Referring to Merchant & Van der Stede (2007), personnel controls build on employees’ 

natural tendencies to control and/or motivate themselves. They serve any of three basic 

purposes: (i) to clarify expectations (ensure that each employee understands what the 

organization wants), (ii) to ensure that employees can do a good job (that they have all the 

capabilities and resources needed), and (iii) that employees engage in self-monitoring (in 

view of deriving self-respect and self-satisfaction). 

Implementing personnel controls involves (i) selection and placement of employees, (ii) 

training (either formally as in classroom settings, or informally through employee mentoring), 

and (iii) job design and provision of necessary resources. 

To encourage mutual monitoring, cultural controls are designed. Among the most important 

methods of shaping culture, hence effecting cultural controls, are (i) codes of conduct and (ii) 

group rewards (as they are based on a collective achievement). Other approaches include (iii) 

intraorganizational transfers/employee rotation, (iv) physical and social arrangements (e.g., 

office plans and interior decor, or dress codes and vocabulary, respectively), and (v) tone at 

the top. 

Personnel/Cultural controls have some advantages over results/action controls: (i) they are 

applicable to some extent in almost every setting, (ii) their cost is often lower than the other 

forms of control, and (iii) they usually produce fewer harmful side effects (i.e., behavioral 

displacement, gamesmanship, operating delays, and negative attitudes). 

 

Controls have in literature also been categorized in other ways. For example, formal and 

informal controls (Anthony et al., 1989), output and behavior controls (Ouchi, 1977), market, 

bureaucracy and clan controls (Ouchi, 1979), and administrative and social controls 

(Hopwood, 1976). However, these controls can all be directed to either of the three control 

methods as described by Merchant & Van der Stede (2007), and therefore I will use their 

categorization in the remainder of this chapter. 

 

As explained in the previous chapter, when describing the Value-based management metrics, 

the purpose of such metrics was to hold management accountable for value creation by means 

of one single number to align their interests as agents with those of the shareholders as 

principals, thus as a financial results control measure. This chapter looks into the question if 

(and how) value-based metrics can from a similar point of view be used internally as result 
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control-measure in target setting between organizational levels, leading to improved financial 

results and consequently share price appreciation as suggested by Porter. Will the selection of 

a VBM-metric be an appropriate governance mechanism between the agent (subordinate 

employee) and the principal (supervising manager), given the assumption that agents are 

motivated by their self-interest, to ensure an efficient alignment in interests32? Since the 

central purpose of management control systems is to lead people to take actions in accordance 

with their perceived self-interest that are also in the best interest of the organization (Anthony 

& Govindarajan, 2001), will setting targets on value-based metrics create this goal 

congruence and eventual shareholder value creation by trying to make managers and 

employees think and behave like owners?  

 

I will look at this issue from the two organizational design themes as mentioned in the section 

on results control (i.e., decentralization and rewarding). On the one hand, I will discuss 

empirical research on the effects of Value-based Management, since this presumes 

decentralization or delegation of authority of decision rights to managers. On the other hand I 

will discuss empirical research on rewarding based on VBM-metrics, as this refers to the 

design of incentive systems to ensure that these managers do not misuse their discretion and 

are appropriately rewarded commensurate with the risk they bear. 

 

2.3 VALUE-BASED MANAGEMENT AS A RESULTS CONTROL SYSTEM 

 

Consulting firm Stern Stewart & Co claim to use EVA as results control measure to execute a 

firm’s strategy as follows33:  

 
Most companies use a numbing array of measures to express financial goals and 

objectives. Strategic plans often are based on growth in revenues or market 

share. Companies may evaluate individual products or lines of business on the 

basis of gross margins or cash flow. Business units may be evaluated in terms of 

return on assets or against a budgeted profit level. Finance departments usually 

analyze capital investments in terms of net present value, but weigh prospective 

acquisitions against the likely contribution to earnings growth. And bonuses for 

line managers and business-unit heads typically are negotiated annually and are 

based on a profit plan. The result of the inconsistent standards, goals, and 

terminology usually is incohesive planning, operating strategy, and decision 

making. EVA eliminates this confusion by using a single financial measure that 

links all decision making with a common focus: How do we improve EVA? EVA 

is the only financial management system that provides a common language for 

employees across all operating and staff functions and allows all management 

decisions to be modeled, monitored, communicated and compensated in a single 

and consistent way - always in terms of the value added to shareholder 

investment. 

 

                                                      
32 Besides the agency problem which assumes that the desires and goals of the agents and principals 

can conflict, and that it is difficult or expensive for the principal to monitor what the agent is doing 
(Eisenhardt, 1989), an other problem concerns risk sharing which assumes that the principal and the 
agent have also different attitudes towards risks, which explains their different courses of action 
(Shankman, 1999). 

33 http://www.sternstewart.com/evaabout/whatis.php, January 9, 2007. 



 

 58 

From a control perspective, EVA (or basically any other VBM-metric) is in this respect to be 

labeled as a financial results control measure. If EVA is positive over the reporting period, 

resources and capabilities have been allocated properly as they yield profits in excess of the 

capital charge. The focus of higher management is in this respect only on the outcome, the 

EVA-result, and they do not interfere in managing resources and capabilities at lower 

managerial levels. The attribution of the uniqueness of the bundle of resources and 

capabilities as posed in the RBV are expressed in the EVA-improvement. 

A specific focus of higher management on the unique resources and capabilities, and 

translating these in value drivers and subsequently into specific actions for lower management 

that have the highest effects on future cash flows, induces action control. As capabilities are 

borne and developed by people, personnel control also affects the future EVA. The actions to 

be taken than implicitly imply an EVA-improvement, and the application of action and 

personnel controls will therefore positively affect the EVA-result. EVA, thus, proves itself 

applicable in either results control as well as action control. As the purpose of this chapter is 

to investigate to which extent VBM metrics direct managers and employees to value creating 

behavior throughout the organization, thus realize positive outcomes in VBM measures at 

every level in the organization, this paragraph will focus on whether VBM metrics are 

applicable in results control throughout the hierarchical levels. 

 

The following sections therefore elaborate on the claim that value-based metrics are presumed 

to incorporate all that is necessary to create shareholder value, expressed in one single number 

(as explicitly expressed in Stern Stewart & Co.’s above quote on EVA) to discuss the effects 

of VBM in results control, including managerial behavior in decision making, performance 

evaluation, and rewarding, in accordance with Merchant & Van der Stede’s (2007) 

organizational design prerequisites. 

Subsequently, I will discuss the effectiveness of VBM metrics for control purposes as rooted 

in the criteria for effective results measures. 

 

2.3.1 EFFECTS OF VALUE-BASED MANAGEMENT AS RESULTS CONTROL 

This subparagraph will look into the effects of how decentralizing or delegating decision 

rights based on VBM affected managerial behavior in order to meet targets and improve 

performance. To conclude, empirical studies regarding the effects on rewarding are discussed, 

as they are to ensure that managers are compensated for the risk they bear in accepting the 

responsibilities linked to the decentralization and delegation of decision rights.  

 

Managerial behavior in decision making 

As noted earlier, in managing for value based on financial results control, managers and 

employees become aware of the fact that in order to create value, costs of both debt and 

equity need to be covered when allocating resources and capabilities. This means, that they 

need to change their mindset and behavior when making decisions by realizing that 

shareholders also require a return and hence include these costs in decision making. 

Various studies (Haspeslagh et al., 2001a; Wallace, 1998; AICPA, 2000a) show that decision 

making is addressed in VBM in the sense of cost of capital-thresholds or subtraction of a 

capital charge, for example on issues like allocation of resources, divesting businesses, 
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making acquisitions, rationalizing capacity, working capital management (e.g., managing 

accounts receivable, inventory, and accounts payable), and financing decisions (e.g., dividend 

policy and share repurchase). Haspeslagh et al. (2001a) found that the successful VBM 

organizations (with above average Total Shareholder Return34) made heavy investments in 

intangibles (contrary to Armitage & Jog, 1999), such as IT and long-term supplier 

relationships, but that it did not contribute to promoting innovation or new growth ideas. 

Malmi & Ikäheimo (2003) found that VBM adoption did have an influence at both strategic 

and operational levels. From their study appeared that the six Finnish case companies reduced 

capital investments and were more concerned with their working capital, ‘which may 

contribute to some changes in company performance’ (p. 247). McLaren (2003) concluded 

that after the three New Zealand organizations in her study implemented EVA, investors were 

recognized, leading to improved decision making through a focus on capital, cost of capital, 

and key drivers of value.  

Wallace (1997) found evidence that firms that adopted Residual Income-based compensation 

plans, such as EVA, compared to firms where incentive compensation continued to be based 

on traditional accounting earnings, increased asset disposition, decreased new investments, 

and increased share repurchases. Comparable results were found by Hogan & Lewis (2000, 

2005) and Kleiman (1999), although the latter did not find evidence for EVA companies to 

reduce capital expenditures. The RI-compensated managers also used their assets more 

intensively, and increased accounts receivable turnover (Wallace, 1997). Balachandran (2006) 

also did research after the investment behavior of managers whose compensation plans had 

changed to RI/EVA-based, but made a distinction between those who were previously 

compensated on earnings, where results showed that investments decreased (consistent with 

Wallace, 1997), and those who were previously compensated on ROI-maximization, where 

results showed that investments increased, in accordance with expectations35. 

 

Performance 

The study of Schoute & Claes (2005) showed that VBM-users score higher on operating 

performance (e.g., operating profit, operating cash flow) than non-users, suggesting that they 

are more (short-term) performance-driven. They also found a significant positive relationship 

with return on invested capital and research and development, while a significant negative 

relationship was found with market share, in analyzing the relationship between 

implementation success and operating performance. Apparently, VBM-users focus on 

selective growth in value-creating activities instead of pursuing general sales growth. 

Balachandran (2006) and Wallace (1997) found that firms where managers are compensated 

based on RI, realized an increase in RI and outperformed the market. Various other studies 

(e.g., Riceman et al., 2002; Kleiman, 1999; Maas & Schouten, 2006) also found evidence that 

companies that employ EVA in compensation plans outperform traditional firms on 

shareholders returns. 

                                                      
34 Total Shareholder Return = share price appreciation + dividend 
35 Investment proposals based on earnings will be accepted more easily, since they only need to cover 

the costs of debt, contrary to ROI-based investment proposals which will be rejected by 
management more easily if they result in a ROI decrease, although the ROI is still above the cost of 
capital. 
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Similar results were shown by Hogan & Lewis (2000, 2005), although they found that in the 

long run firms compensating managers with Economic Profit Plans (EPP) realized no excess 

returns despite improved operating performance. In addition, marginal profitability of the 

adopter’s investment opportunities increased substantially, concluding that EPPs are no better 

than traditional plans that combine earnings bonuses and equity participation. They also 

concluded that Economic Profit had improved by capital management decisions rather than 

margin improvements, following the effects on decision making (Hogan & Lewis, 2005). 

 

Rewarding 

The study of McLaren (2003) showed that EVA-results were in two out of three companies 

included in remuneration on corporate, division, and business unit level. One company with 

an EVA scheme runs a bonus bank for about 15% of the employees. Instead of absolute EVA 

outcomes, bonuses are based on EVA growth. Below BU level, remuneration is linked to 

value drivers, at times incorporated in Balanced Scorecards. One company implemented an 

EVA-based remuneration scheme for all employees to help align employees’ interests with 

those of the shareholders, while the others only included a limited number of senior 

management in EVA-schemes. Thought behind the link with EVA (drivers) in all three 

companies is to reflect key areas for attention, e.g., strategic decision making. 

Another study including remuneration is of Malmi & Ikäheimo (2003). They find that in four 

out of the six firms they investigated, management is rewarded on EVA targets, although 

together with other measures, either financial (e.g., ROI, net sales, or cash flows) and/or non-

financial. None of the companies adopted a bonus bank. 

Larmande & Ponssard (2007) also found that EVA figures were included in compensation 

plans for corporate, divisional, and business unit management of a French company, but they 

do not provide information about lower hierarchical levels. Besides targets on expected 

improvements in EVA, compensation depends on a collective performance measure36. The 

third and last element in compensation are quantified personal (financial and non-financial) 

objectives.  

Other studies were less detailed regarding remuneration. The AICPA (2000a) found that when 

EVA was introduced, EVA-based bonus programs were implemented on executive level. 

Haspeslagh et al. (2001a, 2001b) found that successful VBM companies (with an above-

average TSR compared with other VBM companies) include more employees in incentive 

compensation systems based on VBM. 

Several other studies do explicit research after the effects of using EVA/residual income-

based compensation plans, but do not provide any details on remuneration (Wallace, 1997; 

Balachandran, 2006; Hogan & Lewis, 2000, 2005; Riceman et al., 2002; Kleiman, 1999; 

Maas & Schouten, 2006). For that reason I will only make reference to them here, with the 

purpose to show that VBM metrics did find their way into remuneration.  

 

                                                      
36 This measure consists of a performance indicator of the company relative to its peers, uniformly 

applied to all managers regardless whatever their BU or division, and a key performance indicator 
specific to each division which is aligned to all its BUs; the BU indicators may subsequently slightly 
differ within each division. 
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Empirical evidence therefore shows that using VBM metrics as financial results control 

provide incentives in guiding managerial behavior in decision making, leading to a reduction 

in invested capital and capital expenditures. This reduction is realized by means of for 

example disposing assets, decrease new investments, site rationalization or working capital 

reduction. This emphasis on invested capital and cost of capital also appears to have effects 

on improved performance. Although VBM-metrics are often used in rewarding, these metrics 

are not always used as only measure, but in conjunction with other financial and/or non-

financial measures, and sometimes with explicit value drivers, thus suggesting action 

controls37. From these points, VBM-metrics therefore prove themselves useful as results 

control measures. 

 

In that context, it is interesting to see to what extent the metrics by themselves are actually 

effective, according to Merchant & Van der Stede’s (2007) criteria. For that reason, I will 

elaborate on the effectiveness of the measures for results control in the next paragraph. 

 

2.3.2 EFFECTIVENESS OF VALUE-BASED MANAGEMENT INDICATORS FOR CONTROL 

Before heading to the discussion on the effectiveness of VBM measures in the context of 

Merchant & Van der Stede’s (2007) requirements, I will briefly explain some background on 

target setting to which results control is subject. 

 

A key element in the design of a performance measurement system is the establishment of 

appropriate benchmark levels of performance to guide the evaluation of outcomes (Courty et 

al., 2005). Performance standards, or performance targets, affect behavior in two basic ways 

(Merchant & Van der Stede, 2003): (i) to stimulate action and improve motivation, by 

providing conscious goals for managers/employees to strive for, and (ii) they allow 

employees to interpret their own performance, by means of comparing actual performance 

with the predetermined performance targets. Dixit (1997) explains that an organization 

performs several tasks, and the outputs can be observed with different degrees of accuracy. In 

case each task is considered in isolation, one with a more accurately observed outcome would 

have a higher-powered incentive because the outcome is a better indicator of the effort one 

wants to motivate. When considering the tasks together, giving a more powerful incentive to 

one specific task draws effort away from other tasks. The existence of inaccurately observed 

(or unobservable) dimensions of outcome pulls down the power of incentives for all tasks. 

Holmström (1979) argues that larger firms perform more tasks, and therefore, they have 

weaker incentives and suffer a relative disadvantage in activities like innovation that are hard 

to measure.  

As previously mentioned, the VBM measures proclaim that more tasks at all hierarchical 

levels can be encompassed in that one single measure. Consequently, all attention can be 

directed to the one task of improving the outcome of the measure, contrary to dividing 

attention among a variety of indicators, either financial or non-financial. Thus, VBM metrics 

would give higher-powered incentives, according to Dixit, especially since all metrics also 

claim to have a high degree of accuracy.  

                                                      
37 The researches often not disclose which non-financials or drivers, so no judgment can be made about 

to which extent these non-financials or drivers actually contribute to actions that improve the EVA. 
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When looking at empirical studies from the ‘one single measure’-perspective, a study by the 

AICPA (2001a) notices however that 50% of the organizations weigh EVA equally with other 

performance measures (no specifics are provided), whereas 12% of the organizations treat 

EVA as only a minor measure of performance, and 38% use it as primary indicator. 

In this similar fashion, Stewart (1991) and Young & O’Byrne (2001) write in their books that 

a focus on EVA leads to a common organizational language, and empower lower-level 

management/employees. Haspeslagh et al. (2001a) confirm these statements, and found that 

the implementation of VBM did create a common language, resulting in better 

communication and reduced gamesmanship, while the board of management intervenes less 

in the resource allocation processes in (strategic) business units and from that perspective 

fund strategies instead of projects. Their research showed that employees are held more 

accountable for their actions, that employees are better motivated, and that they increase skills 

sets. However, McLaren (2003) and Malmi & Ikäheimo (2003), for instance, concluded that 

EVA did neither solve the conflict of interest between shareholders and managers, nor solved 

the problem of using different financial measures (as claimed by Stewart’s quote in paragraph 

2.3). Malmi & Ikäheimo (2003) could neither conclude that implementing EVA led to a 

common language throughout the organization, nor to decentralization or empowerment of 

local business unit managers, whereas from McLaren’s (2003) study appeared that EVA 

could not solve many of the problems associated with the decentralized organization and 

conflicts of interests still exist, in particular over interdependencies between units and short-

termism. A possible reason why the results are not consistent may be that Haspeslagh et al. 

(2001a) sent out questionnaires to Chief Executives where they were asked to fill out a score 

on a seven points-scale on statements related to problems the companies try to fix through 

VBM, i.e., ‘Communication between the business units and the corporate center was poor’, 

whereas Malmi & Ikäheimo (2003) and McLaren (2003) held in-depth interviews with 

executives on corporate and lower levels in the hierarchy. Top management may therefore 

experience VBM differently from lower level executives.  

 

In an organizational context, the AICPA (2001a) indicated that not a single company 

employed EVA within an individual department, process or activity, whereas 64% of the 

respondents apply it as aggregate measure at divisional or business unit level. 

 

To use the metrics for results control, performance targets for these measures can be set by 

means of the following alternatives (e.g., Courty et al., 2005; Merchant & Van der Stede, 

2003; Milgrom & Roberts, 1992): 

1. model-based, historical or negotiated. Model-based targets provide a prediction of the 

performance that should be pursued in the upcoming measurement periods (e.g., 

Economic Value Added as a result of NOPAT minus the Capital Charge). If activities 

are programmable, they are said to be engineered targets, while models may also be 

specified through time-and-motion studies (e.g., use of materials and labor given a 

required output). Historical targets are derived from prior periods (e.g., an increase in 

Economic Value Added of 10% over last year’s). Negotiated performance targets are 

common because they allow to reduce the typically significant information 

asymmetry between superiors and subordinates, where superiors are more 
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knowledgeable about the organization’s preferences and resource constraints, while 

subordinates have superior knowledge about the links between inputs and outputs, 

opportunities, and constraints at the operating level. 

2. internally versus externally. A time-and-motion study is a typical totally internally 

focused performance target model. External target setting practices are for example 

target costing and benchmarking. 

3. fixed and flexible. Fixed targets do not vary over a given time period, while flexible 

targets are changed according to the conditions faced during the period. Targets can 

also be made flexible by stating them in terms of relative performance. This means 

that managers’/employees’ performances are evaluated not in absolute levels of 

performance, but relative to others (peers), either internal (colleagues) or external 

(competitors). 

According to Murphy (2001), performance standards arise from the desire to provide 

incentives while simultaneously paying competitive expected levels of compensation. In his 

opinion, ‘the choice of performance standards depends on trade-offs among three factors: (i) 

the cost of measuring the performance standard, (ii) the accuracy of estimating the expected 

compensation, and (iii) the extent to which managers can influence the level of performance’ 

(Murphy, 2001: 248). The performance-dependent rewards provide the impetus for the 

alignment of employees’ natural self-interests with the organization’s objectives, as outlined 

in the agency theory. The rewards attract the employees’ attention and inform or remind them 

of the relative importance of often competing results areas. In an agency model, Holmström’s 

(1979) informativeness criterion states that, for any two costless public information systems 

having an inclusive relation (i.e., one information system has more sources of signals than the 

other), the information system with the additional signals is strictly preferred by the principal 

if and only if at least one of the additional signals is informative about the agent’s action 

choice (Holmström, 1979; Kim, 1995).  

Larmande & Ponssard (2007) give evidence on how EVA can lack controllability from this 

perspective in the way targets were initially set within the organizational structure of their 

case company. First the industry curve was used to set a target on Expected Improvement (EI) 

in EVA at group level. Subsequently this group EI was mechanically cascaded down to each 

disaggregated level (divisions and business units), and submitted to BU managers and 

compared with their respective 5-year plans. Since most of these EIs would lead to lower 

projections than the initial forecast from the plans, they were seldom challenged. Lastly, the 

EIs would remain constant over the next three years and then would be updated. This process 

introduced further volatility in bonuses (compared to the pre-EVA situation) as it rewards 

results more than efforts, thus lacking informativeness. As target setting also excluded 

negotiation, they could not be readjusted in face of uncontrollable events, violating the 

controllability principle. In dealing with these problems, the compensation schemes were 

changed over the years. First, management simplified the EVA calculations, with the effect 

that they had a system that emphasized value creation at all levels of the organization, as this 

made managers actually aware of the financial performance of the company at all levels. 

External standards for EI were set each year for the following year (instead of three years), 

whereas the industry curve was abandoned to the benefit of two principles: (i) a BU with a 

negative EVA must be able to go back to a positive EVA in k years, and (ii) a BU with a 
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positive EVA must generate at least some percentage of capital employed. Besides, the actual 

EI may differ from this external standard, recognizing different situations in different BUs in 

a division (provided the sum of the units’ EIs equal the division’s EI). In addition, a 

consistency check with market expectations was done at group level, without further 

reference to an industry curve. These modifications therefore resulted in a measure (as part of 

an information system) that gives additional signals by better understanding and 

controllability of the measure, allowing managers to act in accordance with the thoughts 

behind EI, aligning the manager’s (agent) actions in the principal’s interest, conform the 

informativeness criterion.  

 

From a value-based management perspective, this would mean that a principal would only 

choose a VBM-metric if he is convinced that the metric is more informative about the agent’s 

actions such as after the modifications in Larmande & Ponssard’s study. When discussing the 

metrics in Chapter 1, it was shown that all metrics do provide additional signals towards the 

agents, e.g., by means of a capital charge on invested capital, making them more aware of 

their actions regarding the use of capital in allocating resources to the benefit of the 

principals. However, as noted in paragraph 2.1, these metrics do contain noise by missing 

intangible assets (and for instance the capabilities) in invested capital and subjectivity in the 

WACC-calculation, while in addition not all variables of the metrics are within every agent’s 

control. Nevertheless, despite the noise, it does appear that VBM-metrics do provide 

additional informative signals.  

 

This makes it interesting to see if VBM-metrics are effective measures to use in target setting 

in order to control results. This question will be answered by using the following criteria as 

mentioned by Merchant & Van der Stede (2007): congruent, precise, objective, timely, and 

understandable38. For that purpose, I will repeat the summary of strengths and weaknesses of 

the metrics as provided in the previous chapter (Table 2.1). 

 

Congruent 

In a results control system, behavioral displacement occurs when an organization defines sets 

of results measures that are incongruent with the organization’s true objectives (Merchant & 

Van der Stede, 2007).  

When looking at the measures in Chapter 1, summarized in Table 2.1, all metrics are aimed at 

expressing value added. From the capital market perspective, firm value is represented by 

cash flows, and therefore only the cash-based metrics would be congruent.  

From a control perspective, though, congruence is achieved when measures include the cost 

of equity. Since the cost of equity is part of the weighted average cost of capital (WACC), and 

the WACC is part of all measures, one may say that all VBM-indicators do meet this 

requirement for an effective measure. 

                                                      
38 Other criteria that are often used in literature are SMART: Specific, Measurable, Achievable, 

Relevant, Timely. However, to follow the line of Merchant & Van der Stede, I choose to use their 
terminology, to be compared with Precise, Objective, Understandable, Congruent, and Timely, 
respectively. 
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CONCEPT METRIC STRENGTHS WEAKNESSES 

Shareholder 
Value Analysis 

• Easy to understand absolute 
measure 

• Consistent with valuation of 
shares 

• Explicit focus on value drivers 

• Value drivers used as 
benchmark against 
competitors 

• Potential misuse in target 
setting remains 

• Lack of (cash flow) data 
availability 

• Cost of capital subject to 
discussion 

Cash Flow 
Return on 
Investment 

• Adjustments for inflation and 
accounting 

• Improved discount rate (cost 
of capital) calculation 

• Fade rate instead of 
perpetuity calculations 

• Total system emphasis 
resulting in higher accuracy 

• High level of complexity 

• Percentage-outcome may 
result in dysfunctional 
investment behavior (below 
current CFROI will be 
rejected) 

• Lack of (cash flow) data 
availability 

• Cash flows in calculations 
represent gross cash flows, 
not free cash flows 

• Limited use for start-up 
operations 

Cash Value 
Added (Ottoson 
& Weissenrieder) 

• Easy to understand absolute 
measure 

• Distincts between strategic 
and non-strategic investments 

• Built around value drivers 

• Lack of (cash flow) data 
availability 

• Cost of capital subject to 
discussion 

Economic/ 
Cash-based 

Cash Value 
Added (BCG) 

• Absolute measure, rooted in 
CFROI principles 

• Built around value drivers and 
key performance indicators 

• Useful for internal and 
external benchmarking 
regarding incentive targets 

• High level of complexity, 
given CFROI roots 

• Lack of (cash flow) data 
availability 

Residual Income • Easy to comprehend absolute 
measure 

• Data readily available 

• Using bookkeeping data with 
its inefficacies and 
shortcomings 

• Cost of capital subject to 
discussion 

Accounting-
based 

Economic Value 
Added 

• Absolute measure, rooted in 
Residual Income 

• Data easily available 

• ‘Distortions’ in accounting 
numbers are adjusted to 
approach economic concept of 
profit 

• Present value of future EVAs 
equals Discounted Cash Flows 

• Adjustments are subjective 
and can be time consuming 

• Cost of capital subject to 
discussion 

• Subject to disincentive to 
invest as result of book value 
of investments 
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Economic Profit • Easy to comprehend absolute 
measure 

• Data easily available 

• Few (standardized) 
adjustments 

• Book values are used with 
potential accounting 
distortions 

• Cost of capital subject to 
discussion 

• Continuing value may 
represent considerable part of 
firm’s total value 

• Subject to disincentive to 
invest 

Cash Value 
Added 

• Easy to comprehend absolute 
measure 

• Data easily available 

• Approaches cash flows by not 
including depreciation and 
amortization, besides using 
gross invested capital 

• Danger of using cash flows 
for performance 
measurement, not using free 
cash flows 

• Cost of capital subject to 
discussion 

 

Table 2.1 Summary of Strengths and Weaknesses of value-based metrics 

 

Precise 

Measurement precision refers to the amount of randomness in the measure. It is an important 

quality because without it the measure loses much of its information value and increases the 

risk of misevaluating the performance. 

Since precision particularly depends on the variables underlying the calculations (assuming 

these variables are determined/calculated correctly), the discussion of the metrics in Chapter 1 

and summary in Table 2.1 lead to the conclusion that the cash-based measures Shareholder 

Value Analysis and Cash Flow Return on Investment and accounting-based measure 

Economic Value Added are most precise. These measures include the most variables and are 

the most specific in calculating.  

Alike congruence, from the capital market’s perspective the cash-based measures are more 

precise as they use cash flows, contrary to accounting-based measures, although from a 

control perspective all metrics are equally precise to calculate (to the cent, if required), and 

therefore also meeting this requirement for an effective measure. 

 

Objective 

Measurement objectivity is low where either the choice of measurement rules or the actual 

measuring is done by the persons whose performances are evaluated. To increase objectivity, 

measuring can be done by people independent of the process, or measurements can be 

verified by independent parties (Merchant & Van der Stede, 2007). 

Cash-based metrics are by nature more objective than accounting metrics, which are subject 

to subjective choices that are made regarding for instance depreciation method or valuation 

method. Thus, from this point of view cash-based measures would from both capital market 

and control perspective be more objective. However, the cash-based measures use future cash 

flows, thus including subjectivity in the assumptions and expectations regarding these cash 

flows, contrary to accounting figures following from the company’s accounting system, 

making these therefore more objective from that point of view. 
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Besides, Chapter 1 and Table 2.1 both point out that many of the cash-based measures as well 

as the accounting-based measures use the Weighted Average Cost of Capital (WACC) for the 

Capital Charge. As explained in Chapter 1, the WACC is calculated by using subjective 

assumptions (e.g., regarding capital structure, cost of equity (more specifically, the beta), or 

book values/market values of debt/equity). This makes all measures, the Cash Flow Return on 

Investment (CFROI) exempted, not objective by definition. In addition, the adjustments to be 

made in the accounting-based measures Economic Value Added and Economic Profit are also 

subjective, especially when the person evaluated determines the adjustments. CFROI is 

however neither completely objective, for instance regarding the fade rate. Hence none of the 

measures meet this requirement for an effective measure. 

 

Timely 

Timeliness refers to the lag between the employee’s performance and the measurement of 

results (and the provision of rewards). This criterion is important for motivational reasons 

(employees need consistent, short-term performance pressure) and it increases the value of 

interventions if necessary (the organization may have been severely hurt before a problem is 

observed and fixed)(Merchant & Van der Stede, 2007). 

The cash-based metrics include future cash flows and are therefore prospective in nature, 

making them more timely to respond to expectations regarding the outcomes of the 

calculations, whereas the accounting-based measures are retrospective, based on past 

accounting performance. However, they can be provided in a timely fashion since they follow 

directly from the company’s accounting system, still allowing firms to act on the outcomes at 

short notice. Therefore, from both a capital market perspective and control perspective, the 

cash-based metrics and accounting-based metrics meet this requirement equally.  

 

Understandable 

This last aspect is important because (i) the employees whose behaviors are being controlled 

must understand what they are being held accountable for, and (ii) they must understand what 

they must do to influence the measure, at least in broad terms (with the eye on the 

controllability principle; Merchant & Van der Stede, 2007). 

When looking at the calculations for the cash-based measures, these are fairly complex 

compared to the accounting-based metrics as a result of the number of variables. On the other 

hand, the adjustments made in some accounting-based measures (for instance, EVA) may not 

always be easy to understand. This counts for both from the capital market and control 

perspective. Besides, not all variables in the measures, both cash-based and accounting-based, 

may be within a manager’s or employee’s control to be held accountable for, for instance 

invested capital or the cost of capital. For these reasons, none of the metrics meet this 

requirement for an effective measure, albeit that some accounting-based measures, such as 

Residual Income or Economic Profit, could ‘pass this test’. 

 

From this analysis follows that VBM metrics are not unambiguously effective as measure, 

when addressing them on these five requirements. When looking at these measures from a 

capital market perspective, cash-based measures may apply better as cash flows are more 

objective and future oriented (timely), while from a control perspective accounting-based 
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measures would be preferred since they are easier to understand. Since the basic thought 

behind management control is to influence the behavior of the managers and employees 

(Anthony & Govindarajan, 2004; Merchant & Van der Stede, 2007), complexity is the 

detriment for an effective measure, and accounting-based measures then prove to be more 

effective.  

Empirical evidence on congruence shows that allocation of invested capital, revenues and 

costs to lower levels may hurt applicability of VBM-measures as they are perceived 

‘subjective’ or even unfair (e.g., McLaren, 2003), and that implementation needs time and 

effort without distraction of organizational (financial) problems (e.g., Malmi & Ikäheimo, 

2003) in order to comply with the congruence criterion. 

When considering precision of the measures, the discussion shows that both the cash-based 

and accounting-based measures lack ‘objective’ precision, as the variables in the calculations 

are subject to subjective assumptions. To avoid this noise in precision, empirical studies (e.g., 

McLaren, 2003; Larmande & Ponssard, 2007) show that it may be more suitable to manage 

on improvements rather than absolute outcomes. In line with precision, objectivity can be 

improved to avoid the noise in precision by means in simplifying the measures, which seems 

easier to apply to accounting-based measures (as a result of the number and nature of the 

variables in the calculations). To increase understandability, studies (e.g., McLaren, 2003; 

Haspeslagh et al., 2001) show that the measures themselves may not be applicable at all levels 

in the organization, but that a focus on the drivers of the measures are better suitable than the 

outcomes, since accountability, influence and controllability link closer to managers and 

employees than the outcome of the measure itself. 

 

However, when discussing the resource-based view in paragraph 2.1 it was concluded that a 

company’s unique bundle of resources and capabilities have an important effect on driving 

shareholder value, which also supports the view of the focus on value drivers for future value 

creation rather than outcomes as outlined in ‘understandability’. Neither the cash-based, nor 

accounting-based measures take these resources and capabilities into account when 

calculating Invested Capital. Thus, an essential variable used in calculating the metrics is 

incomplete and therefore results in a noisy outcome by definition. Besides, since resources 

and capabilities are not included in the variables, no attention will be paid to these items in 

management, following the adage ‘what gets measured, gets done’.  

 

Thus, given the complexity and the noise in metrics, it becomes questionable whether it 

would suit to apply financial results control in VBM. How can Value-based Management then 

be effectively incorporated in a company’s management control system? 

From paragraph 2.1.1 followed that VBM looks at the determinants of how value is created, 

and how resources and capabilities contribute to future cash flows. Looking at value-based 

management control from that perspective, one may conclude that action and personnel 

controls may be more applicable. 
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2.4 VALUE-BASED MANAGEMENT CONTROL DESIGN  

 

From the previous sections follows that the unique bundle of resources and (dynamic) 

capabilities provides a firm their competitive advantage which subsequently leads to value 

creation. My dissertation will contribute to this body of literature by means of the way how 

organizations can exploit this advantage in their management control system. 

 

A company can apply VBM-metrics for financial results control to give account to its past 

performance, resulting from its allocated resources and capabilities, compared to its projected 

metrics. From this perspective, VBM is used for allocation decisions. The organization can be 

seen as a portfolio of investments which is managed at corporate level, congruent with its 

shareholders/investors. Top management does in that case not interfere in how to develop and 

maintain the resources and capabilities, as long as subordinates create value (e.g., EVA). As 

in traditional accounting measures, the metrics are only used in looking backward (in 

comparison with a projection), but do add a dimension in the calculations by means of a 

capital charge for debt and equity when judging the investments. Information used in the 

calculations of the VBM metrics is then applied in the allocation of resources for portfolio 

management purposes: value creating activities are allocated additional resources, while value 

destroying activities may be divested or discontinued (and its released resources are 

subsequently allocated to the value creating activities). 

 

In addition to these allocation decisions, the discussion of Merchant & Van der Stede’s (2007) 

requirements for effective measures in results control (thus to be used in performance 

measurement) learned that the metrics do not comply with these requirements from neither 

the capital markets’ perspective nor control perspective. The study of McLaren (2003), for 

instance, showed that using EVA in business unit performance increased conflicts between 

business units because of transfer pricing and allocation issues, violating the congruency 

requirement. The study of Malmi & Ikäheimo (2003) showed that in the company with the 

highest commitment to VBM, EVAs were defined only at corporate, divisional and business 

unit levels. In coping with the noise in metrics, as explained in the discussion of effective 

measures, control could be on improvements and trends in measures, rather than absolute 

outcomes (e.g., McLaren, 2003; Malmi & Ikäheimo, 2003; Larmande & Ponssard, 2007; 

Rappaport, 1998; Young & O’Byrne, 2001). 

 

In a second approach top management links the RBV and VBM more explicitly in its use for 

performance management, to manage the resources and capabilities as value drivers 

themselves in action and personnel controls (e.g., Ittner & Larcker, 2001; Amit & Zott, 2001; 

KPMG, 1999; Schoute & Claes, 2005). In this light, the organization controls its value drivers 

by means of forecasts of the future value when deciding about allocating resources – either by 

discounting future free cash flows or future EVAs, which equate according to theory (Stewart, 

1991). Personnel controls foresee to apply and develop capabilities to enable this decision 

making. In other words, with the same set of assets, performance is improved. From the study 

of Ichniowski & Shaw (1999), for example, followed that human resource management 

practices can be applied as strategic capabilities. Training personnel on their specific duties in 
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light of the principles behind VBM so they know the proper actions to take, establish 

communication channels throughout the organization in order to share knowledge and best 

practices, or discuss consequences of decisions to be made on value created, can follow from 

the unique resources (e.g., information systems) and capabilities (e.g., how to apply 

information systems to support VBM-decisions) that the organizations need to stimulate and 

improve.  

In discounting free cash flows or EVAs, a threshold for the cost of capital is applied to ensure 

that all investors are compensated. The future cash flows or operating profits (in the case of 

accounting-based VBM metrics) are projected on grounds of allocation of resources and 

developments leading to improved capabilities (which also have their effects on resources).  

 

From this action and personnel controls perspective follows, that the value drivers are 

proactively managed, and encompass both financial and non-financial drivers of performance. 

Control is for that matter aimed at actions to be taken to allocate resources (e.g., brand 

management, patents, etc.) to their best value creating potential, while personnel is trained to 

improve their capabilities in the organization’s best interest. Knowledge and processes then 

improve as a result of continuous developing capabilities of managers to bundle the unique 

resources. To ensure future value creation, the dynamic capabilities approach embeds how 

valuable resource positions can be built and acquired over time. This approach can be 

depicted by for instance a value tree or balanced scorecard (where the BSC may be related to 

a value tree) which can be used in target setting on individual manager/employee level. 

Studies of McLaren (2003) and Malmi & Ikäheimo (2003) support this view, where both 

business units and lower organizational levels are managed on key value drivers within their 

control and/or by using balanced scorecards. 

 

Methodological issues 

When looking at the above, one may conclude that managing for value does have its benefits 

from a management control point of view. However, the studies predominantly rely on 

archival and survey data. Zimmerman (2001: 420) notices that ‘data collected from surveys 

suffer from well-known problems such as response and surveyor biases. These limitations 

require researchers to be more careful in drawing inferences from studies employing survey 

methods.’  

In the next Chapter I will motivate why it may therefore be more appropriate to use multiple 

case studies in investigating VBM-systems more in depth, as this allows the researcher to 

elaborate on the contextual factors of the contemporary phenomenon, and allows freedom to 

the interviewee in answering the questions. The studies of Malmi & Ikäheimo (2003) and 

McLaren (2003) are the only ones doing this – to my knowledge. However, these studies 

describe cross-sectional cases, about how VBM is applied at a certain moment in time. As 

suggested by for example Otley (1999), it may be interesting to study the implementation and 

use of VBM in a longitudinal perspective, in-depth within a variety of companies, starting 

when the company was still managing on traditional accounting measures, and subsequently 

discuss the ‘switch’ to VBM and how it affected the control system. In that similar fashion, it 

is interesting to follow the suggestions of Ittner & Larcker (1998) to find determinants of 

VBM measure’s effectiveness. That way more details can be provided on why companies 
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decided to manage for value, which metrics they chose and how they applied these metrics, 

how they implemented their VBM systems, how the management control systems were 

affected by managing for value, and eventually the effects on behavior, decision making, and 

performance.  
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CHAPTER 3 RESEARCH METHODOLOGY 
 
 

This chapter will describe how I conducted my research in order to find the answers to the 

questions posed at the end of the previous chapter.  

When looking at how Value-based Management is used in organizations, following the 

previous chapter, the management control system needs to direct managers’ and employees’ 

behavior to manage and control the resources and capabilities of the organization within their 

control as drivers of value. Accounting change therefore becomes a distinct issue in the 

successful implementation of VBM. 

Burns & Scapens (2000: 3) write that ‘the environment in which management accounting is 

practiced certainly appears to have changed, with advances in information technology, more 

competitive markets, different organizational structures, and new management practices’. 

That such factors also affect success of accounting change is described in Scapens & Roberts 

(1993). They found in their study that in an organization characterized by an ambiguous form 

of decentralization, the failure to secure the legitimacy of a new system, coupled with an 

inability to find a workable relationship between the languages of production and accounting, 

lead to resistance to accounting change. In addition, as outlined in the Introduction and 

Chapter 1, organizations are confronted with increasing demands from shareholders, 

customers, employees, and the public at large (Groot & Lukka, 2000). Strong ties therefore 

link implementation of VBM to accounting change. Before proceeding with the research 

methodology and explanation of my data collection, I will therefore first briefly elaborate on 

accounting change and the implementation of VBM. 

 

3.1 ACCOUNTING CHANGE 

 

To enjoy the benefits of Value-based Management as described in the previous chapters 

requires from management and employees that they adapt their activities in accordance with 

the principles and essentials behind VBM.  

 

Institutions can be regarded as imposing form and social coherence upon human activity, 

through the production and reproduction of settled habits of thought and action. According to 

Burns & Scapens (2000: 6) this evolves through a process of routinization of human activity. 

In this respect it can be noted that during the last two decades, integration of psychology and 

neuroscience gained a new, far more accurate view of human nature and behavior change. 

Imaging technologies and computer analysis revealed neural connections in the living human 

brain, helping researchers to develop a body of theoretical work linking the brain with the 

mind. This helps explain why leadership efforts and organizational change initiatives fail. 

Managers who understand cognitive science can lead and influence mindful change: 

organizational transformation that takes into account the physiological nature of the brain, and 

the ways how people resist some forms of leadership and accept others (Rock & Schwartz, 

2006). It is however beyond the scope of this research to discuss this issue in-depth, although 

it may be of influence on acceptance of changes when implementing VBM.  

A duality between action (human activity) and the institutions which structure that activity 

essentially reflects the agency-structure relationship. By repeatedly following rules, behavior 
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may become programmatic and based increasingly on implied knowledge, which the 

individual acquires through reflexive monitoring of day-to-day behavior. Such programmatic 

rule-based behaviors could be described as routines, as they represent the habits of the group. 

In the process of routinization, previously formulated rules may become modified as the 

group locates mutually acceptable ways of implementing them (Burns & Scapens, 2000: 6). 

Rules for that matter comprise the formal management accounting systems, whereas routines 

are the accounting practices actually in use. 

 

A change may be necessary to maintain the appearance of rationality and to preserve control 

by the powerful members of the organization, making stability and change a simultaneous 

part of the same process. As follows from the literature where reasons for managing for value 

were explained (Chapter 1), although firms were doing fine in the ‘90s, they generally started 

to manage for value in order to maintain their competitive positions. This finding is also 

confirmed by Siti-Nabiha & Scapens (2005: 44), who explored the relationship between 

stability and change within the process of accounting change. They focused on the ceremonial 

way in which a new system of value-based management was implemented (imposed by the 

parent company) and how the key performance indicators became decoupled from the day-to-

day activities of the business, thereby creating a level of stability which ultimately contributed 

to accounting change. It showed that stability and change are not necessarily contradictory or 

opposing forces, but can be intertwined in an evolutionary process of change. 

 

Sulaiman & Mitchell (2005) found evidence from their survey among listed Malaysian 

manufacturing companies that in distributing change across the five components of the 

Management Accounting (MA) system (i.e., Planning, Controlling, Decision-making, 

Costing, and Directing), only 11 out of 89 companies (12%) experienced MA change in all of 

the sub-systems, and 53 (58%) did have change in at least three of the five sub-systems. This 

study also found that in following the authors’ change typology39, only modificatory 

(incremental) change was considered relatively successful. Problematic change was more 

likely to be encountered in the introduction of new techniques both as additions and 

replacements to the MA system. This finding has particular significance for the replacement 

of existing techniques, such as introducing value-based management to replace traditional 

‘accounting-based’ management (i.e., control based on traditional accounting measures), as 

this type of change had both a relatively high frequency and importance. They conclude that 

their findings are consistent with notions of institutional theory which suggest that MA 

change has to become embedded in the existing operational routines of the organization in 

which it occurs, in line with Burns & Scapens (2000) and Scapens (1994). 

 

Burns & Scapens (2000: 23-24) suggest that ‘to understand the complex nature of 

management accounting change in individual organizations requires holistic research methods 

which can, for instance, identify and illuminate the multi-dimensional character of the 

institutional context, the different levels at which power is exercised, and the means through 

                                                      
39 Their change typology analysis resulted in the following four types: Introduction of new techniques 

as additions, Introduction of new techniques as replacement, Modification of information output, 
and Operational modification. 
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which change impacts on organizational processes. … Through such research, both 

researchers and managers will be better able to anticipate the issues and difficulties involved 

in management accounting change. … Conceptualizing  management accounting as 

organizational rules and routines should enable researchers to focus on management 

accounting ideas, concepts, techniques, systems etc. which are likely to be useful in practice, 

rather than the so-called ‘optimal’ techniques designed for abstract rational decision making’. 

 

In order to look into the process of how changes are induced and taken into effect, I will use 

the framework of Groot & Lukka (2000). Their framework is based on the change drivers as 

distinguished by Innes & Mitchell (1990), who extend a contingency theory perspective to 

explain forces underlying management accounting change by means of a series of field 

studies of management accounting change. Their aim was to provide a descriptive analysis of 

the process by which practical management accounting change has occurred at the level of the 

firm within a real world setting. This framework provides better insight into the aspects that 

have influence on changes, compared to the frameworks of for instance Burns & Scapens 

(2000) or Van der Steen (2006). 

Innes & Mitchell (1990) found from their field studies that change in management accounting 

practice is associated with a specific set of circumstances which they have termed 

‘motivators’, ‘catalysts’ and ‘facilitators’. Facilitators comprise a set of factors conducive to 

change: they are necessary but in themselves not sufficient for change to occur. Catalysts 

contain factors directly related to the timing of change: they are occurrences which lead 

directly to the initiation of change. Motivators are factors that influence change processes in a 

general manner: they provide decision makers the reasons and grounds to initiate and permit 

change (Groot & Lukka, 2000: 6, based on Innes & Mitchell, 1990). 

The resulting change actions generally take two consecutive pathways, labeled by Groot & 

Lukka with ‘Business reorientation’ and ‘Business systems development’. ‘Business 

reorientation’ involves shifts in the organizational value systems, also known as ‘interpretive 

schemes’, and are also called ‘second-order change’ for their lasting effects on the future 

nature and functioning of the organization. ‘Business systems development’ relates to 

observable alterations and innovations in organizational structure and processes. On their 

turn, ‘business reorientation’ and ‘business systems development’ lead to ‘changes in the 

organizational arrangements’ – a change outcome, which is referred to as ‘first-order 

changes’. Both ‘facilitators’ and ‘obstructors’ (which contain a set of conditions blocking, 

hindering, or delaying change processes) influence how ‘motivators’ and ‘catalysts’ lead to 

‘business reorientation’, ‘business system development’ and ‘changes in organizational 

arrangements’. 

The eventual change outcomes are divided by Groot & Lukka (2000) in two broad categories: 

‘Accounting changes’ and ‘Organizational restructuring changes’. The former relate to 

innovations in and alterations of accounting principles, systems and processes, while the latter 

comprise alterations in organization structure, processes of decision making and production 

systems. In most cases, they are interrelated. The below figure (Figure 3.1) illustrates the 

sequence of change activities. 
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Figure 3.1 Change Process (Source: Groot & Lukka, 2000: 7) 

 

Accounting change therefore becomes a distinct issue in the success of implementing Value-

based Management, considering the fact that management control is defined as ‘the process 

by which managers influence other members of the organization to implement the 

organization’s strategies’ (Anthony & Govindarajan, 2004: 7).  

 

The implementation of VBM is inducted by a change in the firm’s strategy, with a shift in 

focus on the firms’ bottom-line traditional accounting measure to shareholder value creation. 

When looking at a firm’s strategy, research (Lovata & Costigan, 2002; Van Rinsum et al., 

2006; Sampers, 2003) shows that a focus on value creation is equally applicable for 

defender/prospector and cost leadership/differentiation strategies. It is then interesting to see 

how a strategy, focused on value creation, is implemented and how it affects the management 

control system in order to see to which extent the organizations succeed in developing 

superior activities and subsequent superior economic performance. 

 

Before proceeding to how organizations implemented VBM, I will first briefly repeat the 

reasons why companies decided to manage for value from Chapter 1 in order to provide the 

background for implementation. These reasons can be summarized to: 

• shareholder activism, e.g., shareholders force themselves more in corporate strategic 

issues, backed by developments in corporate governance, 

• capital activism, e.g., poor stock price relative to peers,  

• manager activism, e.g., managers are more actively reconsidering their corporate 

portfolios, resulting in a stronger focus on core competences, 

• economic profit-based remuneration control for deficiencies in other types of plans 

(stock price only partially attributable to managers; earnings face earlier described 

inefficacies) 

MotivatorsChange Drivers

Catalysts

Change Actions

Business Reorientation Business Systems Development
Facilitators

Obstructors

Change Outcomes Changes in Organizational Arrangements

Accounting Change Organizational Restructuring
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• EVA provides benchmark for proper return for risk due to absence of share price and 

competition (state-owned enterprises) 

• EVA provides framework for discussion of prices and reasonable level of profit for a 

monopoly service provider 

• specifically for New Zealand: recommended in government issue Value Based 

Reporting Protocol for SOEs. 

 

When looking at these reasons, they can be linked to motivators, catalysts, facilitators and 

obstructors. 

 

Motivators 

Armitage & Jog (1999), Haspeslagh et al. (2001a), and McLaren (2003) find in their research 

that managerial leadership, e.g., a CEO who is a driving force, motivates implementation of 

VBM. Haspeslagh (2001a) also found as motivator an explicit commitment of the 

organization to shareholder value. 

Research of Haspeslagh et al. (2001a) also showed that a holistic approach attributed to 

implementing VBM, to illustrate that the concept involves for instance strategic planning, 

resource allocation, operating processes, and human resource systems. 

McLaren (2003) and the AICPA (2000a) found that firms applied EVA from corporate until 

business unit level. At lower hierarchical levels operational value drivers (or the Balanced 

Scorecard) were used to direct people’s behavior to factors within their control to motivate 

enhancing shareholder value. Besides, according to their research EVA was generally 

implemented as a primary performance measure, but used in conjunction with other (financial 

and non-financial) measures. 

 

Catalysts 

Armitage & Jog (1999) found evidence that attention for (i) Customer Service, (ii) Employee 

Skill Set/Motivation, (iii) Pricing, Quality, and Distribution of Products, and (iv) Marketing 

Ability/Market Leadership were important aspects in driving corporate performance in firms 

that implemented VBM. Since increased competition force organizations to pay attention to 

these factors, they can be considered as catalysts. 

 

Facilitators 

Haspeslagh et al. (2001a), McLaren (2003), and Ittner & Larcker (1998) found that extensive 

training is an important facilitator in implementing VBM, especially with the eye on its 

principles rather than the calculations. McLaren’s research also showed that VBM was 

facilitated by treating its implementation as a project, with a project leader and ownership. 

PriceWaterhouse (1999) found that a Shareholder Value Model was used to support 

management decisions, while it also appeared from their research that the better the 

information systems infrastructure is, the easier it was to implement VBM. 

 

Obstructors 

Research from KPMG (1999) identified difficulties upon implementation of VBM, which 

related to Cultural Changes, Motivating Management, Management/Employees, Training and 
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Motivation, and Finding the right measure. Rock & Schwartz (2006) add that neuroscience 

shows that the brains obstruct behavioral change. 

 

From these aspects follows that literature shows that creating a value-based behavior requires 

more than implementing the proper technique for valuing capital investments or projects or 

evaluate performance, but that it is more specifically about managing the resources and 

capabilities to successfully change routinization of activities and decision making. How this 

change affected the management control systems in firms that manage for value is subject of 

this study. 

 

3.2 CASE STUDIES 

 

The subsequent sections will describe the research methodology and data collection, starting 

with the motivation to use case study research.  

As the research question for this project poses ‘why’ and ‘how’ questions, Yin (2003) 

distinguishes different research strategies which are suitable in that respect. These strategies 

are:  

• an experiment, which requires control of behavioral events and which focuses on 

contemporary events, where the phenomenon is deliberately divorced from its context, 

• a history, which requires no control of behavioral events but the focus is on 

noncontemporary events, and  

• the case study, with no requirement to control behavioral events while it focuses on 

contemporary events. 

Although according to Yin (2003) the ‘how’ and ‘why’ questions are not specifically 

applicable in surveys, this research strategy can also try to deal with phenomenon and context. 

However, the ability to investigate the context is extremely limited since the survey designer, 

for instance, constantly struggles to limit the number of variables to be analyzed (and hence 

the number of questions that can be asked) to fall safely within the number of respondents that 

can be surveyed. 

 

Hopwood (1987 in: Humphrey & Scapens, 1996) mentions that the purpose of case studies is 

to obtain a better understanding of accounting practice and of the role and functioning of 

accounting in organizations, including the pressures which accounting exerts and has exerted 

on, and the interests it serves and undermines, and to compare the claimed potential of 

accounting with its practical achievements and consequences.  

 

The above is summarized by Yin (2003) in his technical definition of a case study (p. 13): 

 
1. A case study is an empirical inquiry that 

• Investigates a contemporary phenomenon within its real-life context, especially 
when 

• The boundaries between phenomenon and context are not clearly defined. 
2. The case study inquiry 

• Copes with the technically distinctive situation in which there will be many more 
variables of interest than data points, and as one result 
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• Relies on multiple sources of evidence, with data needing to converge in a 
triangulating fashion, and as another result 

• Benefits from the prior development of theoretical propositions to guide data 
collection and analysis. 

 

With reference to the previously described accounting change and the characteristics of 

Value-based Management from the previous chapters, the effects on the management control 

system will specifically deal with behavioral factors (thus no control of such events is 

required) whereas the implementation and application of Value-based Management can be 

considered to be a contemporary event. Case studies then seem to be the most appropriate 

research strategy. 

 

Yin (2003) distinguishes four types: 

- type I: single-case, holistic (single unit of analysis) 

- type II: single-case, embedded (multiple units of analysis) 

- type III: multiple-case, holistic 

- type IV: multiple-case, embedded 

In my study, I chose to conduct multiple case studies, with multiple units of analysis. 

Rationale behind this choice is to develop a rich theoretical framework, stating the conditions 

under which a particular phenomenon is likely to be found (literal replication , i.e., results are 

in accordance with previous literature) as well as the conditions when it is not likely to be 

found (a theoretical replication, i.e., contrasting results but for predictable reasons). Purpose is 

to find the reasons why companies decided to managing for value, how they express value 

creation in a metric, how Value-based Management principles are incorporated in the 

management control system, and if their VBM-system eventually proves to be successful 

(effective) or not. The units of analysis are corporate headquarters, where VBM-systems are 

developed, and (sub)Business Units, who need to put the VBM-principles into practice. 

 

When looking at Chapters 1 and 2, four organizational themes arise regarding the application 

of VBM. 

First (e.g., Wallace, 1997; Malmi & Ikäheimo, 2003; Hogan & Lewis, 2005), that Value-

based Management would particularly be beneficial to industrial firms, since they own 

considerable assets which are subject to the capital charge. Therefore, to make managers and 

employees more aware of invested capital (fixed assets and working capital) and try to 

influence their behavior on making investments and use of assets by means of the capital 

charge, implementing VBM should have its positive effects on value creation. However, it 

was also discussed from literature (e.g., Haspeslagh et al., 2001a, 2001b; Ichniowski & Shaw, 

1999; Teece et al., 1997; McLaren, 2003) that management of resources and capabilities are 

actual drivers of value, despite the fact that such intangible assets are not disclosed on the 

balance sheet. Thus, VBM would be equally applicable in the service industry for enhancing 

economic value. 

Second, literature showed (e.g., Haspeslagh et al., 2001a, 2001b; Rappaport, 1986; Stewart, 

1991; Biddle et al., 1997) that VBM is specifically aimed at creating shareholder value, 

although no univocal evidence could be provided for the association of VBM-metrics with 

share prices. From that point, it would thus be expected that it is particularly relevant to listed 
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firms with frequent trading of shares on one or more stock markets. On the other hand, from 

an internal agency perspective (e.g., Ittner & Larcker, 2001; Merchant & Van der Stede, 

2007; McLaren, 2003), implementing VBM would also benefit non-listed firms as it would 

set a focus on drivers of value, enhancing the firm’s performance regardless whether it trades 

shares. In addition to production/service, VBM also seems to be equally applicable to 

listed/non-listed firms for increasing economic value. 

Thirdly, literature showed that upon managing for value, firms were bound to focus on core 

activities and thus, avoid diversification (e.g., Lamont & Polk, 2002; Dittmar & Shivdasani, 

2003; Markides, 1992). Investors diversify their risks by investing in companies with clear-

bounded activities in specific – according to the investors’ most promising – industries, and 

diversify their stock portfolios accordingly. Therefore they wish their investments to have a 

sharp focus on limited activities they specifically choose to invest in. Besides, as management 

is held responsible by investors for shareholder value creation, it is to their benefit as well to 

limit their scope and use their resources and capabilities on a limited number of activities to 

improve the firm’s performance. If, though, management is not tied to such (short term) 

investors, one may expect that diversification is still possible, as long as the activities create 

economic value. In that case, management chooses to diversify corporate risk (compared to 

investors diversifying business risk), in that if one activity is in a sluggish market, another 

activity may be booming, and consequently still create value (or limit value destruction) 

opposed to a single-activity situation. It may therefore be expected that listed firms are more 

inclined to sharpen their focus on activities creating the highest economic value, while non-

listed firms may still hold or develop more diversified corporate portfolios. 

Lastly, no evidence could be provided from the studies as covered in Chapters 1 and 2 

whether VBM would be more typically applicable in centralized or decentralized 

organizations. One may argue in this respect, supported by literature (e.g., Haspeslagh et al., 

2001a; Riceman et al., 2002; Balachandran, 2006; Wallace, 1997; Stewart, 1991), that using 

VBM-metrics allows a firm to evaluate a decentralized organization uniformly on financial 

results control. The advantage of VBM over traditional accounting measures is that VBM-

metrics pay attention to the interests of shareholders by including of a cost of equity in the 

capital charge on invested capital (see Chapter 1 for the explanations of the metrics). For that 

reason, financial results controls can be applied to divisions/business units, where 

management has its own responsibility to implement VBM in their entity. Empowerment is 

supported by the studies of for example McLaren (2003) and Haspeslagh et al. (2001a), where 

implementing VBM caused increased decentralization by holding lower hierarchical levels 

more accountable for their own strategies and decision making, as long as they create 

economic value. On the other hand, management may be more inclined in managing 

resources and capabilities that drive the future value of the organization’s entity, therefore 

using VBM for action control and personnel/cultural control. This may imply some higher 

level of centralization. 

 

Bearing the above motivations in mind, I decided to conduct my case studies with the 

following organizations in order to obtain a sample with the highest possible variety in the 

above argued themes, so that differences become visible: 

• ABN AMRO Bank N.V.: services (banking), listed, non-diversified, decentralized. 
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• Akzo Nobel N.V.: industrial (chemicals/pharmaceuticals/coatings), listed, diversified, 

decentralized. 

• Heijmans N.V.: industrial (construction), listed, non-diversified, decentralized. 

• Schiphol N.V.: services (airport operator), non-listed, non-diversified, centralized. 

• Sigma N.V. (anonimized): industrial/services (manufacturing equipment and technical 

services), listed, diversified, decentralized. 

 

3.3 DATA COLLECTION 

 

The case study protocol is enclosed in Appendix 3.I. It shows the research question, the 

reasoning behind choosing the persons to interview, and what I try to achieve with 

(comparing) the interviews. Finally, the six leading questions for the interviews are 

mentioned, which are dissected into sub questions or issues to raise during the interviews. 

These (sub)questions and issues were based on literature research and explorative interviews 

and conversations with executives and consultants who have been involved in Value-based 

Management implementations. None of these interviewees are represented in the case 

companies covered in this dissertation. 

 

I chose to conduct semistandardized/semistructured interviews in the case companies because 

this allows for in-depth gathering of information, while also allowing freedom in asking the 

questions as the conversation progresses40. That way the interviewee can explain and expand 

on issues related to the questions while not being diverted from his ‘story’ because he is tied 

to a rigid interview structure. Although pursuing a consistent line of inquiry, the actual stream 

of questions is likely to be fluid rather than rigid (Yin, 2003).   

 

The interviews I conducted were similar for each case company, as outlined in the case study 

protocol. One interview was held at corporate headquarters with a top management executive, 

who was involved with or responsible for the introduction and implementation of Value-based 

Management. That way, the thoughts, purposes, and (expected) effects of the VBM system 

could be discovered. These persons were Chief Financial Officer, Financial Director, Concern 

Controller, or other staff at corporate level. 

The other interview was held with a person on a lower hierarchical level in the organization, 

and who should be subject to Value-based Management. From that perspective the actual 

thoughts, purposes, and effects from people who need to create value are discovered. 

Sometimes the interviews were held with one person, sometimes with two. The positions 

concerned Division Manager, (Sub-)Business Unit Controller, Vice President Finance of a 

Business Unit, or chief of a department.  

The interviews took place between October 2003 and August 2004, where I first interviewed 

the person on corporate level, and on his reference the person on lower level second (with 

sometimes a few months between the two interviews). This reference may bias the findings 

because a selection could take place by the first interviewee in a sense that he selects someone 

with similar thoughts. However, advantage of such reference is that I gain better access to 

                                                      
40 Referring to Berg (2004: 75), who defines interviewing as ‘a conversation with the purpose to gather 

information’, I will use the terms ‘interview’ and ‘conversation’ in this section interchangeably. 
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someone in the organization who is familiar with the concept of Value-based Management. 

Besides, such recommendation will lead to more cooperation from the interviewee as he is 

with the reference supported to speak freely about the subject. To avoid bias, I applied 

measures as described below. 

 

The interviewees were approached by e-mail to participate in my research, using my personal 

network to get access to the appropriate persons as described above. In my invitation I 

explained the purpose of my research and why my interest was in interviewing them, and also 

mentioned the six main questions from the protocol in order to prepare for the interview. All 

interviews took place at the offices of the interviewees, lasted between 60-90 minutes each, 

were tape-recorded with permission and transcribed. These transcriptions were subsequently 

mailed to the interviewees for correction and verification, and giving them the opportunity to 

mark certain passages as ‘confidential’. This was the consequence of the way how the 

interviewees approached the conversations: as very open and frankly telling or sharing 

information not always to be disclosed to the public, but giving me the information for 

illustrative and explanatory purposes. Such confidential passages were however very limited 

in number, and no intrusion to the validity of the case studies was the effect.  

The interviewees were asked the following questions as outlined in the case study protocol: 

1. What are the reasons to implement Value-based Management? 

2. Which metrics are used? 

3. How is Value-based Management implemented? 

4. What are the effects on behavior and attitude? 

5. What are the effects on decision making? 

6. What are the effects on performance? 

 

During the interviews, evidence was requested by and provided to me by means of illustrative 

examples, consultation of employees (for instance, Secretary to the Board, Finance Director, 

or subordinates responsible for specific issues that were discussed) and documentation (even 

confidential, such as for example strategic plans or internal performance reports). Besides, 

publicly available information supplemented my data collection, like annual reports, stock 

data, press releases, and other information from public entities or case companies’ websites. 

These multiple sources of evidence allow for triangulation of information and thus increase 

validity and reliability of the case studies. The verified interview transcripts and above 

mentioned information are all used in describing the case studies in the following chapters. 

After the interviews took place, during the time the cases were written, I contacted the 

interviewees on several occasions in order to fill out possible remaining blanks in the cases 

and/or to ask about developments that took place after the time I conducted the interviews. 

These follow-up contacts took place by e-mail or telephone, and at least one personal 

conversation. In number, they varied per organization from 2 – 5 additional contacts over a 2 

years period to request further information which was provided to me in a similar fashion as 

during the interviews. After completion, the cases were sent to the interviewees for 

authorization to be published in my dissertation. This resulted in that one company decided to 

remain anonymous for strategic reasons.  
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This procedure allowed me to compare the cases from a longitudinal perspective, which 

contributes to the current body of literature in the areas of the use and development of 

metrics, and how VBM develops in use and application in (the management control systems 

of) organizations over time. 
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APPENDIX 3.I CASE STUDY PROTOCOL 
 
 

Case Study Protocol – dissertation Paul Claes, Vrije Universiteit Amsterdam 

 

The research question for this project is: 

 

Why do Dutch companies use Value-based Management, how is VBM 

implemented and in what way does it affect decision making in business 

units in order to create economic value. 

 

Interviews will be held with two persons per organization that implemented VBM. One of 

them is a top management executive, who was involved in or responsible for the introduction 

and implementation of Value-based Management. That way, the thoughts, purposes, and 

expected effects of the VBM system can be discovered. 

The other person is someone at a lower hierarchical level in the organization whose 

performance is being measured based on the in the organization implemented VBM-system’s 

premises. From this respect, the actual thoughts, purposes, and effects from people who 

actually need to create value can be discovered.  

Comparing both interviews will show whether the expected objectives are reached, and by 

means of the multiple case studies, under which circumstances implementing VBM systems 

has for the one organization been more successful than for the other, thus leading to better 

decision making in the light of creating economic value. 

 

Aspects to be addressed during the interviews are: (be sure to collect evidence for the 

answers, by means of documents where possible) 

 

1. What are the reasons to implement Value-based Management? 

• External factors 

• Internal factors 

• When did you implement VBM? 

 

2. Which metrics are used? 

• EVA: which adjustments are made, why? 

• CFROI 

• Others, namely… 

• How is Cost of Capital determined? 

• One Corporate WACC 

• For each business unit an own WACC 

• Department/project/other, namely… 

• Invested Capital 

• Book values/market values 

• Operating approach (assets) of Financing approach (liabilities) 
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3. How is Value-based Management implemented? 

• Company wide/pilot(s) in specific business unit(s)? 

• Focused on specific aspects (e.g., strategic planning), or holistic? 

• Means of communication and training? 

• Aim of training (financial techniques, mindset) 

• Intranet/internet 

• Are all employees trained or is training restricted to certain hierarchical levels? 

• Brochures/videos/road shows 

• Has the organizational structure been adapted? How? 

• Has the level of responsibility been brought lower in the organization 

(accountability/controllability aspect)? 

• Have (the roles of) budgets remained the same, or replaced by rolling forecasts? 

• Has information system/infrastructure been affected? How? 

• Are VBM-measures included in the compensation/remuneration system? 

• Is a value tree used to illustrate decomposition of the VBM-calculation? 

 

4. What are the effects on behavior and attitude? 

• Has mindset of employees been changed with respect to awareness of invested 

capital? 

• Have employees become more ‘entrepreneurial’, more company than personal 

interest? 

• People became more concerned for nonfinancial measures than financial 

• Is resource allocation more based on strategies rather than projects? 

 

5. What are the effects on decision making? 

• Used at strategic, tactic, and operational levels? 

• More attention paid to balance sheet, i.e. capital investments? 

• Allocation of resources towards value creating activities, while divesting value 

destroying activities/businesses? 

• Disposition of  assets and decrease in new investments? 

• More intensive use of assets? 

• Increase in share repurchases? 

• More attention for/investments in information systems? 

• More concern for working capital? 

• Used for acquisitions and strategic planning purposes? 

 

6. What are the effects on performance? 

• VBM-metric is used as single measure of success? 

• How is VBM incorporated in the incentive compensation systems? 

• Performance measured based on value drivers/specific financial targets? 

• Improved profitability? 

• More effective planning? 

• Better focus and motivation of personnel? 

• Better alignment of interests of employees and organization (shareholders)? 
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CHAPTER 4 ABN AMRO HOLDING N.V. 

 
 

4.1 INTRODUCTION
41
 

 

ABN AMRO Holding N.V. (henceforth: ABN AMRO) is selected for this research because of 

the following characteristics: services, listed, non-diversified and decentralized. The 

interviews (and follow-up contacts) were held at Strategic Business Unit (SBU) level with the 

Senior Vice President and Vice President Finance, and on department level with a Head of 

Business Support (sub-business unit). This case is particularly interesting as it shows how 

important culture is in applying VBM. 

 

ABN AMRO is the 11th biggest bank in Europe and 20th in the world (ranked by tier 1 

capital42). Year-end 2004 its total assets amounted to EUR 609 billion and total Revenues 

EUR 19,739 million. The (Strategic) Business Units contributed to these revenues as follows 

(Figure 4.1): 

 
 
Figure 4.1 Revenues by (Strategic) Business Units (Source: 2004 Annual Report) 

 

As of 31 December 2005 the ordinary shares of ABN AMRO were listed on the stock 

exchanges of Amsterdam, Brussels, Dusseldorf, Frankfurt, Hamburg, London, New York, 

Paris, and the Swiss Exchange. Foreign investors held approximately 76% of ordinary shares 

outstanding. The major geographical concentrations outside the Netherlands were the United 

Kingdom (approximately 17%) and United States of America (approximately 21%). 

                                                      
41 Sources for the introduction are the 2004 Annual report and corporate website (April 28, 2005). This 

case is based on the situation before the takeover by RBS, Fortis and Banco Santander. 
42 The amount of tier 1 capital consists of (Source: Bank for International Settlements): 

(i) paid-up share capital/common stock; 
(ii) disclosed reserves; 
(iii) minority interests in the equity of subsidiaries; 
(iv) innovative tier 1 capital instruments grandfathered (according to the Committee Press 

Release October 1998); 
(v) innovative tier 1 capital instruments not grandfathered (according to the Committee Press 

Release October 1998); and 
(vi) goodwill and other amounts deducted from tier 1. 
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Institutional investors held approximately 86% of the total number of ordinary shares 

outstanding. 

 

 
 
 
 

 

4.2 PRE-VBM ERA 

 

After this brief introduction, this following section will describe how ABN AMRO evolved 

over the years and the main aspects in its management control system before they introduced 

Value-based Management. 

 

The bank’s history can be traced back to the Nederlandsche Handel-Maatschappij (NHM), 

which was founded on the initiative of the Merchant Monarch, King William I, in the Hague 

on 29 March 1824. The object was to revitalize national trade and industry in the wake of the 

period of French rule (1795-1813). In 1964 Algemene Bank Nederland (ABN Bank) was 

created as a result of the merger between NHM and De Twentsche Bank (TB). In the same 

year, Amsterdam Rotterdam Bank (Amro Bank) was created with the merger between 

Rotterdamsche Bank and Amsterdamsche Bank. An important reason for these mergers were 

the international trend towards concentration, where banks were obliged to scale up their 

operations.  

With the prospect of the internal European market in 1992, ABN Bank and Amro Bank 

decided in the mid-1980’s to approach this challenging new era with combined forces. On 22 

September 1991, the new ABN AMRO Bank was established. 

A significant acquisition after ABN and AMRO joint forces was the 1996 take-over of 

Michigan-based Standard Federal Bancorporation. With that acquisition, ABN AMRO 

became a leading player in the US Midwest banking sector, with a major share of the region’s 

lucrative mortgage-lending business. In November 1998, the acquisition of Brazilian bank 

Banco Real was completed. Together with the acquisitions of the small state-owned banks 

Bandepe and Paraiban firmly established Brazil as ABN AMRO’s third home market.43 

 

Management control was rooted in ABN AMRO’s product-focused, geographical structure, 

based on its strategy to establish a worldwide network of branches44. Aim of this strategy was 

to obtain an as close coverage as possible in order to serve customers all around the world. It 

was expected that the extra costs incurred with this strategy would be extensively covered by 

the additional revenues it yielded. The organizational structure following that strategy is 

depicted in Figure 4.2. 

                                                      
43 Source: corporate website, April 28, 2007. 
44 The remainder of this section is mainly based on Broersen and Verdonk (2001). 
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Figure 4.2 Organizational Structure until 2000 

 

Governance could be related to a ‘consensus and collective bargaining’-culture, rather than to 

objective, businesslike governance structures. Business units were managed on net profits 

after overhead and return on solvency45. The same management control system applied to all 

units, regardless their strategies. A fixed timeline was applied in the strategic planning 

process, and the budget discipline was equal to all units. Each country, as independent entity, 

could do whatever it felt necessary, and best practices were at best only shared among each 

other at international management meetings. The attitude to profitability of the average bank 

manager was explained by the head of a sub-business unit as follows: ‘Budget requests were 

put in, adding 10% to current costs, indicate 20% more revenues, etc. If targets were not met, 

better luck next year. The support functions would just submit budgets what it would all cost.’  

 

The profit and loss accounts were placed in a rather complicated structure due to the 

geographical structure, related to different businesses but without distinction between 

commercial clients and wholesale. Therefore, it was fairly difficult to judge the performance 

of countries on where the money was actually made or lost. In addition, there was no direct 

                                                      
45 Return on Solvency was until the late 1990s common practice in the banking industry, as long-term 

solvency ratio with some – banking specific – adjustments. It is defined as Result for the year, less 
paid taxes and minority share in participations of profit/loss, plus interest expense on subordinated 
loans adjusted for the change in unrealized gains/losses on fixed-income securities booked at 
accrued acquisition cost in relation to average solvency capital. Solvency capital is defined as 
Shareholders’ equity less deferred tax assets plus subordinated loans, deferred tax liability and 
unrealized gains/losses on interest-bearing securities, entered at accrued acquisition value (taking 
interest into account). 
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cause-and-effect in cost allocation, as headquarters allocated costs to country level and not to 

lines of business. 

 

The general characteristics of the Management Control System are summarized in Table 4.1: 

 

Characteristic  

Organizational structure Functional hierarchy, many management levels 

Management style Collective bargaining regarding strategy; autonomous within budget 

Power of decision Implementation of advanced approved plans within budgets 

Communication Hierarchical, top-down 

Strategy development Driven by plans and projects, limited by budgeting process 

Determine targets Negotiated, based on previous year; marginal improvements 

Resource Management According to budget process; detailed budgeting 

Budgeting process Based on previous year’s budget with additional funds for separate 
projects 

Performance measurement Financially focused, compared with budget 

Management reporting Applied to stay on track and within budget 

Performance-based 

remuneration 

Personal, often based on subjective grounds 

 

Table 4.1 Characteristics pre-VBM Management Control System (Source: Broersen en 

Verdonk, 2002) 

 

With attention predominantly directed to generating revenues, the geographical focus caused 

losing sight on costs and capital. Result was a high efficiency ratio46, which received 

increasing attention of analysts and shareholders. If it would continue to operate under this 

organizational mode, it was even questioned whether ABN AMRO would still exist beyond a 

couple of years, according to the SBU WCS executives.  

 

This was illustrated by the bank’s severe capital problems in 1999. In banking, capital is 

assigned to activities based on the risks these activities bear. High risk activities (either loans 

or other activities like investment banking) are assigned a high amount of capital, while low-

risk activities are assigned only little capital as the chance for client default is only minimal. 

That way, activities and the risks they bear are related. The SBU executives stated that ABN 

AMRO hardly paid attention to assigned capital, whereas commissions to be paid to 

intermediaries and losses suffered on activities were fairly high. Assigned capital was as a 

consequence fairly high. If no actions would have been taken, it might have resulted in a 

downgrade from an AA- to a BB/BB+ credit rating. This would result in a higher cost of 

capital, hampering a good return. Since the BIS-ratio47 was also very low, the bank was 

forced to divest many activities. 

                                                      
46 Efficiency ratio is defined as Operating Expenses / Total Income. 
47 The Bank of International Settlements (BIS) ratio requires banks to hold a certain amount of capital 

to cover their issued loans and other activities. In case a bank faces problems, this requirement 
avoids that it would have to file for bankruptcy at short notice (it can be considered as a kind of 
safeguard for its clients in case of a bank’s default). The BIS ratio shows to which extent a bank is 
able to cover this risk. This ratio is replaced by the Basel I agreement, where a fixed percentage 
(8%) of a bank’s activities is required to be held as capital.  
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On May 10, 2000, ABN AMRO shareholders approved the appointment of a new Chairman 

of the Managing Board, Mr. Rijkman Groenink. Mr. Groenink was described by the press as a 

‘hardliner’ with a fairly aggressive leadership style, who might break with the ‘consensus-

culture’ at the bank. ‘If Groenink sets himself a target, he does whatever it takes to reach it’, a 

newspaper article reported on November 15, 1999, the day after the appointment was 

announced in an ABN AMRO press release.  He was also known for favoring the Anglo-

Saxon governance model, which is centered around creating shareholder value. 

 

Mr. Groenink restructured the organization in 2000 on McKinsey’s advice, replacing the old 

geographically-based structure with one focused on business and products segments. He 

created three global and largely autonomous SBUs based on client lines. Three home markets 

were identified (the Netherlands, US Midwest, and Brazil) and grouped together in the SBU 

Consumer & Commercial Clients, concentrating on consumers and Small and medium-sized 

enterprises. The remaining activities were placed in the SBUs Wholesale Clients and Private 

Clients & Asset Management. Supervision and supporting services became the main functions 

of the Corporate Centre. SBUs were divided into Business Units, followed by sub-Business 

Units. These sub-BUs are subsequently divided into departments. Figure 4.3 depicts this 

structure. 

 

Wholesale Clients  

SBU Wholesale Clients is a corporate and investment bank operating worldwide, with more 
than EUR 5 billion in revenues, 10,000 clients, about 17,000 staff and operations in over 50 
countries. Clients are large and mid-size companies. 
 
Consumer & Commercial Clients 

SBU Consumer & Commercial Clients serves consumer clients, small to medium-sized 
enterprise clients and corporate clients. Total revenues exceed EUR 10 billion, and employs 
about 70,000 staff. 
 
Private Clients and Asset Management 

SBU PC & AM consists of on the one hand BU Private Clients, that offers private banking 
services to wealthy individuals and families with investable assets of EUR 1 million or more, 
and on the other hand BU Asset Management, that distributes products directly to institutional 
clients such as central banks, pension funds, insurance companies and leading charities. 
Jointly, revenues amount up to approximately EUR 1.6 billion, and nearly 6,000 staff is 
employed. 

 

Timeline: New CEO and organizational structure  

2001 2000 
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Figure 4.3 Organizational Structure effective as of 2001 

 

The 2000 Annual report stated (p. 7): 

 
The year 2000 has been an interesting and a challenging year for us – one of 
continued profitability and a transition to a new organisational structure and 
focus.  
…  
We undertook a strategic review of all our businesses with the overriding 
objective of maximising shareholder value. 

 

This marked the end of the ‘Universal Banking concept’. In its place, the bank introduced a 

client focused organization with the emphasis on creating shareholder value. 
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4.3 REASONS FOR IMPLEMENTING VALUE-BASED MANAGEMENT 

 

The previous section described how ABN AMRO Bank developed over the years. 

Geographically-focused, control was based on profit and loss information. With the 

appointment of a new CEO in 2000, the organization restructured to client-focused and 

changed its objective to creating shareholder value. This section elaborates on the reasons 

why ABN AMRO implemented Value-based Management. 

 

In the 1990s, the banking industry faced a fourfold development in their environment, 

resulting in fierce competition48: 

• Further globalization as a result of integration and deregulation of capital markets. 

• Increasing economies of scale and consolidation of suppliers of financial services due to 

mergers, acquisitions, and joint ventures. This resulted in banks with worldwide coverage. 

• Increasingly complex demand for financial services by clients. 

• Technological revolution/digitizing that eliminated physical distances, resulting in only 

marginal costs for communication. This allowed clients to search for opportunities across 

the world with reduced risks, for instance regarding information or arbitrage of price 

differences. 

 

Confronted with these problems, developments and its high efficiency ratio, that resulted in a 

deteriorating profitability, ABN AMRO realized it had to change its strategic course. Value-

based management could solve these problems for its focus on profitability and capital 

allocation, stated the SBU executives. ABN AMRO uses the term Managing for Value (MfV) 

as coined by Marakon Associates, a consulting firm commissioned to support the 

implementation (see next section). With this term the bank intended to express its 

commitment to creating shareholder value in a value-based management program.  

 

According to the SBU executives, main reason to implement VBM (MfV) was to allocate 

capital more selectively and control costs rigorously. The 2000 Annual report stated (p. 19): 

 
MfV means that the bank will allocate its capital and human resources to the 
businesses which promise the highest returns. As a result, we will strengthen our 
presence in certain key markets, withdraw from some countries and discontinue 
lower priority (predominantly retail) operations in a number of others, thus 
creating a more profitable and effective global network. 

 

                                                      
48 These reasons follow from Soter, A. (1999). Global Banking and Financial Services: Playing to the 

Global Endgame. Morgan Stanley Dean Witter Equity Research memorandum. 

Timeline: VBM implementation 

2001 2000 2003 
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A second reason for implementing VBM was the new CEO’s management style, favoring the 

Anglo-Saxon governance model. As of January 2001, the start of the fiscal year following the 

new CEO’s appointment, ABN AMRO had therefore explicitly set itself one governing 

objective – maximizing shareholder value.  

 

According to the SBU’s executives, the basic thought that value creation is the resultant of 

managing all the stakeholders interests’, was one of the most important starting points for 

ABN AMRO. They stated: ‘VBM is not aimed at meeting short term objectives, but at 

enhancing a long term positive economic return. This is for the better of all stakeholders. 

Setting one objective allows an organization to develop a common language and standards for 

decision-making and ensures that all energy is focused on reaching that objective. It also 

allows for transparency and accountability in why and how decisions are being made.’ 

 

A sub-BU Head told in this respect, that the assumed link between value creation and share 

price was an important reason to implement VBM. According to him, ‘Managing for Value 

results in a better focus on the share price than before, in addition to profitability. This is due 

to the fact that remuneration of senior executives is linked to options and shares. MfV is the 

tool to manage shareholder value as it is linked with the share price.’ He continued: ‘The bank 

basically went through a revolution in 2001, where two things were done at the same time: 

bringing in SBUs (organizational restructuring led by McKinsey) and Managing for Value 

(led by Marakon Associates). They are difficult to separate one from the other.’ 

 

In summary, ABN AMRO Bank decided to implement VBM for the following reasons: 

• Need to change course due to fierce competition and lagging financial performance 

• Allocation of capital and human resources as well as Cost Control 

• Newly appointed Chairman of the Managing Board who favored the Anglo-Saxon 

governance model, based on creating shareholder value 

 

4.4 IMPLEMENTATION OF VALUE-BASED MANAGEMENT 

 

In the precious section I mentioned the reasons why ABN AMRO decided to implement 

Value-based Management. This section will describe how the implementation took place. 

Because this description is accompanied with references to the VBM-metric, I will first 

explain the metrics ABN AMRO applies. This implies, however, that I will cross the timeline 

in order to give a comprehensive overview of the calculations. 

 

VBM Metrics: Total Return to Shareholders (TRS), Economic Value (EV) and Econonomic 

Profit (EP) 

ABN AMRO applies three different metrics to express value creation, that depend on the 

organizational hierarchy.  

At corporate level, Total Return to Shareholders (TRS) is applied. This metric is defined as:  

Share price appreciation + dividend yield.  

This metric is used for benchmark purposes. As stated in the 2000 annual report (p. 19), the 

primary criterion is a TRS in the top five of a high-performing set of 20 international peers. 



 

 95

 

TRS is internally translated to a strategic objective called Economic Value (EV). This metric 

is defined as:  

Assigned Capital + Total Value Creation  

Total Value Creation (TVC) is defined as: 

Present Value of Economic Profits + Residual Value  

Economic Profit (EP), which is applied at operational levels, is subsequently defined as: 

Net profit after tax -/- Capital Charge  

 

The SBU’s executives told in this respect: ‘EV is a measure that can be used to judge whether 

on the long term value can be created with a certain activity, if the proposed plans contribute 

to value creation. Based on that measure, strategic decisions can be made. EP is considered to 

be a short term measure to judge whether the execution of initiatives progress according to 

plan.’ 

However, one SBU executive stated: ‘The short term variable, EP, gets most attention. EV is 

not really holding ground, although initiatives have been made to do so. The problem is that 

the planning period covers 4 years. It appeared, that only 30% of the total value is visible over 

this period, while the remaining 70% is attributed to the residual value. Therefore, it is not 

considered to be practical to manage on EV, since the bulk of value concerns assumptions 

beyond the planning period, while we are operating in a rapidly changing environment.’ 

 

‘Net profit after tax’ in the EP-calculation is the regular accounting profit, similar to the 

figures shown in the annual accounts. Group charges allocated to the (S)BU’s, minority 

interests, discretionary provisions, goodwill amortization, currency translation charges, etc. 

are therefore included. 

 

The capital charge is calculated by the cost of equity multiplied by Assigned Capital. This 

charge is highly regulated as a result of the Basel I and II agreements, in terms of the cost of 

equity.  

The cost of equity49 is currently (2004) based on the Basel I-agreement. Basel II, that is based 

on the risk adjusted return on capital (RAROC), will be the new standard for ABN AMRO as 

of 2005, while the banking industry in general is required to have this agreement adopted in 

2007. The SBU WCS is pilot in using the Basel II-rate for 2004. 

Basel II is based on three risk categories: credit risk, market risk, and operational risk. Credit 

risk relates to the risk of losses incurred when a counterparty that owes the bank money does 

not pay the interest, principal and/or other monies due on time or at all. Market (and interest 

rate) risk relates to the risk that the value of the bank’s assets decreases and/or the value of its 

liabilities increase because of changes in interest rates, exchange rates or other market 

variables such as equity and commodity prices. Operational risk is the risk of losses resulting 

from inadequate or failed internal processes, human behavior and systems, or from external 

                                                      
49 The cost of equity is in the banking industry equivalent to ‘cost of capital’, since debts of banks can 

be compared with working capital (Black et al., 1998). 
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events. Credit risk is considered to have the most impact, according to the SBU interviewees. 

Business risk50 is not included in the Basel II rate.  

As a consequence, the new cost of equity for ABN AMRO is 10.5% (compared to 8% under 

Basel I). This rate applies to all the bank’s activities, which makes the banking industry 

different from other industries and theory where the rate differs across activities. Depending 

on the risk of an activity, capital is assigned to that activity. High risk activities (for instance, 

investment banking) are assigned more capital than low risk activities (for instance, deposits). 

This means that a higher capital charge is incurred, resulting in a lower EP.  

Assigned capital, the other variable in the capital charge, is calculated as: 

     Book value of equity 

+   Discretionary Reserves 

+/- Currency Translations 

+/- Asset Revaluations 

-    Preference Shares 

 

To determine the EP per activity in each SBU, operating results are recorded for each country 

and consolidated at corporate level, where the capital charge is booked. The consequent 

monthly currency results are used to adjust the corporate profit that is applied in charging the 

cost of capital (in addition to the adjustment for Goodwill). As a consequence, the elements of 

the EP/TVC calculation cannot be derived from the data given in the financial statements. 

 

Total Value Creation (TVC) is calculated by determining the present value of the EPs for the 

coming four years and the residual value based on the EP forecast of the fifth year, discounted 

at the difference between cost of equity and terminal growth rate. In formula: 
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Ultimately, Economic Value, is the sum of TVC and assigned capital, as described above. 

 

Implementation process 

Due to the fact that all SBUs are considered to be profit centers, the number of centralized 

support departments has drastically been reduced. Staff and support functions were split and 

assigned to the SBUs. Hence, all three SBUs have their own Risk Management, IT, Human 

Resources and Communication departments.  

While in the ‘old’ structure each country was managed by a country CEO, in the new MfV 

model/SBU structure businesses are centralized at corporate level. ‘Countries’ make no 

investment decisions anymore, but submit their proposals to corporate headquarters in terms 

of how much value these investments contribute to the business. In that respect, centralization 

has increased with the implementation of MfV contrary to the decentralization of supporting 

units to the SBUs. 

 

                                                      
50 Business risk is the risk that operating profits may decrease because of lower revenues – for example, 

due to lower margins or market downturns – or increases in costs that are not covered by the other 
risk categories. 
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The consultants of Marakon who were hired to implement VBM emphasized that VBM is a 

management approach rather than a calculus exercise using VBM metrics. Therefore, not only 

strategy is involved, but also the organizational structure and processes. The 2000 annual 

report stated in that respect (p. 19): 

 
… MfV will be much more than just a financial exercise for us. Companies 
which practice MfV adopt a holistic approach which combines three 
fundamentals of business: organisation, strategy and finance.  
... 
It is a necessary condition for the success of so major an initiative as MfV that its 
progress be reflected in management incentives.  

 

Internally, the following chart is used to depict the VBM concept (Figure 4.4). 

 
 
 
 
 
 
 
 
 
 
 
 
 

Figure 4.4 Value-based Management Process (Source: Broersen and Verdonk, 2002) 

 

The philosophy behind the MfV concept is that an organization develops the right strategies 

to realize an improved financial performance, that leads to an increasing share price. Marakon 

thus assumes that an increase in EV is related to a higher value for the shareholder, which 

leads to an increase in TRS. With the emphasis on building a superior organization, 

conditions are created to develop the right strategies. These are formulated by means of a 

bottom-up process that contribute to meeting the corporate objectives.  

 

Implementation was scheduled over the period 2001-2003, but is as stated by the SBU 

executives considered to be a continuous process where adjustments can always be made in 

order to improve the system. To each SBU, a team of Marakon consultants was assigned. 

Each SBU established a project group whose members were exclusively involved with 

implementing VBM. 

The implementation trajectory was divided into three phases. Phase 1 involved setting up a 

trajectory for the SBU and approval of this plan by the Managing Board. Subsequently, the 

plan was communicated into the organization. Concepts were developed and described, while 

the underlying ideas and foundations were explained that were necessary to maximize the 

value of ABN AMRO. Last step in this phase was preparing the organization, in terms of both 

management and structure, to adopt VBM as of January 1, 2001. 

Phase 2 was characterized by setting up the internal and external fact-sheets, management 

agendas, the training of top management in using the new concepts and improving 
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communication by introducing management dialogues. In addition, considerable time and 

effort had been devoted to designing performance contracts. These were rooted in financial 

projections based on EP and were designed for SBU and BU level. In strategic planning, these 

financial projections were followed by the strategy on how these financial ambitions were 

expected to be realized by means of explicit initiatives and actions.  

 

Phase 3 started executing the concepts of VBM. In addition, managers were more and more 

confronted with and held responsible for their performance. As will be described later, to 

align management’s attitude and behavior with VBM the remuneration structure was changed 

in accordance with VBM principles. Much attention was paid to train employees in changing 

their mindset and to act upon it. Of the utmost importance in this phase was also the 

implementation of a new bottom-up strategic management process. 

 

Implementation and communication is supported by the intranet, that is accessible for all 

employees for publications, articles and explanations about MfV as described above. It is for 

example used to explain which companies the 20 peers are for ABN AMRO and what TRS 

implies. It also describes how this metric is translated by means of EP to (S)BU level and to 

revenue targets, performance contracts and budgets for Sub-BUs or Value Centers51.  

Where possible, comparison with peers is made. However, lack of information makes this 

often impossible. The SBU executives stated: ‘External consultants can be of help in that 

case.’ The Head of a sub-BU added in that respect: ‘Benchmarking by Mercer Oliver Wyman 

Consultants can confirm or indicate whether total costs are too high or not. However, this 

benchmarking only gives indications whether ABN AMRO’s costs are to some extent in line 

with ‘the market’, since no specific data of competitors are provided in these benchmark 

studies.’ Besides, ABN AMRO has its own databases containing information of banks or 

units for benchmarking purposes, for as far information is publicly available. 

For internal benchmarking, EP performance is made relative by means of a relation with 

revenues. However, this is not an official ‘EP ratio’. 

 

At the SBU WCS, training had been given to the top-200-1000 managers (until Value Center 

heads and a small percentage of the lower management levels). It is acknowledged that MfV 

is not only about numbers and techniques, but also about strategic aspects and capabilities to 

serve the MfV process. ‘For that reason it will not be necessary to explain the entire concept 

to everybody. All employees have access to the intranet for finding information, and for most 

people that will suffice as long as threshold figures are met. Full comprehension is therefore 

not required,’ the SBU executives illustrated. 

The sub-BU Head52 explained that the MfV calculations were not visible to the ones out in the 

field upon implementation. He saw the results, but did not get any training. In his perspective, 

it was at that time used as a macro tool for corporate performance rather than a micro tool to 

manage a business.  

                                                      
51 Value Centers are entities within a BU that have their own management team and profit 

responsibility. For instance, the BU Global Financial Markets consists of Value Centers like 
Securities and Foreign Exchange. 

52 The sub-BU Head was country-CEO prior to his current position. 
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For MfV purposes, a specific tool was developed called ‘Current Account Objectives’ (CAO). 

This tool includes criteria for key and priority clients. Targets are set top-down in order to 

give relationship managers personal targets. While clients are leading, product managers can 

be involved to sell products or loans to those clients, depending on the cash they have at hand. 

That the relationship managers do not know that they are actually Managing for Value is not 

considered to be important, according to the SBU executives. All they need to know is that it 

is good for the bank to reach the CAO, and therefore do not need extensive MfV training. 

 

Another new IT tool that was developed for MfV was the ‘Loan Pricing Tool’, which is used 

for assessing loans. It calculates the EP and shows whether the loan should be granted or not. 

It takes margins, risk profile of the client, and possibilities for cross selling into account. 

 

At BU-level and lower, processes are depicted in value trees. These are used consistently in 

discussions and forecasting to note which elements are crucial, but not in operations. The 

financial part of these value trees is easier and therefore frequently used. The operational part 

is considered to be rather awkward, as the elements are often more difficult to quantify. 

 

One information system is used for management accounting and consolidation purposes 

(Hyperion). Excel is also frequently used for certain purposes, like for example cost 

allocation. Small and large countries apply legacy systems that do not always fit Hyperion 

without ‘manipulation’. Besides, a clients accounting reporting system existed with all clients 

across the world. After MfV was implemented, it still took about one and a half years to have 

the data at hand in the management information system to facilitate MfV. There is no one 

large data warehouse containing all data for MfV. 

 

For cost allocation purposes, no effective system was available according to the Head of a 

sub-BU. Allocation keys that were used at higher levels (e.g., working capital for BUs) were 

in his eyes acceptable, but at lower levels (e.g., trade business) Full Time Equivalents (FTE) 

were sometimes used for simplicity, although they lacked accuracy. This led to distortions at 

these lower levels. The information systems did not support these micro-level allocations. A 

Global Allocation Model (GLAM) was implemented to cope with these problems. To make 

MfV work under the new structure, global standards were needed to allocate the costs to the 

businesses completely, transparently and fairly. In the old, country-focused structure, costs 

were allocated at headquarters, without accountability for the country managers. 

Two and a half years after implementing MfV the allocation issues were still not solved. The 

sub-BU Head stated that ‘companies with high indirect costs face more problems 

implementing MfV than companies with low indirect costs. Financial services easily blend 

with each other which makes it harder to separate and allocate costs, compared to for instance 

a company with very different products like General Electric.’ 

 

As noted with reference to Phase 3 of the implementation trajectory, ABN AMRO 

acknowledged that remuneration had to be aligned with the new strategy. The 2000 annual 

report describes in that sense (p. 10): 
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The new strategy requires a new remuneration structure for top management. 
The Managing Board’s reward has therefore been reviewed with effect from 1 
January 2001. The aims of the review were to: align reward with the new 
strategy and corporate goals; increase the variability of reward; align reward 
more with shareholder interest; link reward to longer-term performance; 
introduce value-based measures for compensation; and ensure that the package is 
competitive. 
… 
To ensure consistency and cohesion, a similar approach has been agreed by the 
Managing Board for the rest of the top management of the bank. This cadre 
consists of all Senior Executive Vice Presidents, Executive Vice Presidents and 
Managing Directors. 

 

Targets in performance contracts are based on improvements in EP. On-target EP realization 

leads to a base amount for the bonus. If the actual EP exceeds the target, the bonus increases, 

otherwise the bonus is reduced53.  

In line with emphasizing the mindset rather than calculations, bonuses for lower management 

(for instance, heads of departments) are based on EP-drivers rather than EP itself. The 

rationale being that management or employees at that level cannot be held accountable for 

assigned capital and consequently cannot be held accountable for EP. In addition, the head of 

a department receives a group bonus for his department (related to its targets), and divides this 

‘bonus’ over his subordinates individually. Other employees (for instance at the desks in the 

branches) receive a performance allowance54 instead of a bonus.  

 

An example of a specific VBM measure for lower level management, for instance 

Relationship managers, are the ‘Current Account Objectives’, which were described 

previously. These managers have never been trained in ‘managing for value’ and EP, but are 

instructed by means of their targets about the elements within their scope that contribute to EP 

improvement. If they meet their targets, it is reflected in their bonus.  

 

Change in behavior is more concerned with for instance ‘leadership management’ and other 

programs with respect to principles and values. The Chairman’s Letter in the 2001 annual 

report stated (p. 5): ‘We believe strongly that value creation must be sustainable – for 

example in its impact on society and the environment. In 2001, therefore, we introduced our 

Business Principles, which are integral to creating sustainable long-term value.’ 

That way ‘a more entrepreneurial spirit of the employees is developed and stimulated, 

resulting in more and better (value creating) ideas’, according to the SBU executives. These 

ideas can be realized as long as they fit the business model (as defined in the strategy).  

‘Velocity’ is for instance a program in which 1,000 managers were sent on a course to 

increase and improve teamwork. Such initiatives will improve results or result in better ideas, 

and therefore create value. The attention for personnel, the ‘People model’ as it is called, is an 

                                                      
53 For reasons of confidentiality, further details cannot be provided. 
54 The difference between a bonus and a performance allowance is that a bonus varies with 

performance, whereas a performance allowance is a fixed amount. 
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important part of MfV, stated the SBU executives. In their view, ABN AMRO considers its 

employees to be a critical success factor in MfV. 

 

4.5 VBM AND CONTROL 

 

In the previous section I described the three metrics that ABN AMRO applies in its Managing 

for Value program. TRS is used as benchmark with peers on corporate level. This is translated 

to EV as strategic objective, and (the change in) EP as operational measure. In addition, the 

implementation process was described that conjoined an organizational restructuring to a 

client-focused strategy. Strong emphasis was placed on cultural aspects, that changed from a 

‘consensus and collective bargaining’ to objective, businesslike behavior. Decisions about 

investment proposals were centralized at headquarters, whereas supporting functions were 

decentralized to the SBUs. Managers and employees had to change their mindsets in order to 

act in accordance with MfV principles, without the necessity of being extensively trained in 

the principles/metrics. For this purpose, supporting (IT-)tools were developed.  

This section will describe how this affected management control. 

 

As depicted in the organizational chart (Figure 4.3), each SBU had its own Executive 

Committee (ExCo). These report to the Resource Allocation Performance Management 

Committee (RAPMC), chaired by the corporate CFO of ABN AMRO. The RAPMC reports 

to the Managing Board, chaired by the CEO, that is supervized by the Supervisory Board. The 

responsibilities of the Managing Board relate to strategy, resource allocation among the 

SBUs, synergy evaluation of the bank’s activities and approval of major investments and 

acquisitions. This means that the Managing Board had delegated many activities to lower 

management levels. Capital allocation and strategy are considered to be cornerstones of MfV. 

 

According to the SBU’s executives, the restructuring resulted in clear business segments with 

one worldwide chief. This was in sharp contrast with the previous situation, when local 

(country) executives were responsible. These hardly shared information among each other, 

making ABN AMRO less efficient and effective on ‘consolidated’ (headquarter) level. In 

addition, the restructuring and MfV introduced budgets in Euros instead of local currencies. 

The SBU’s executives told: ‘At the start it was thought that budgets would become redundant, 

but they are still used to control operational issues. EP is calculated until sub-BU level. Below 

sub-BUs, revenue/expense-budgets are used. Basically, the difference is the capital charge. 

Below sub-BUs (department level) EP is not considered useful, since allocation of capital 

becomes difficult, while at the same time most departments cannot be held accountable for 

their capital.’ 

 

The new structure and MfV also introduced performance contracts for SBUs and BUs. These 

were annually renewed in the last quarter of the year, as part of the Quarterly Performance 

Review (QPR). In a QPR, performance contracts were compared to the actuals. This involved 

both financial as well as qualitative issues like progress in initiatives and strategic agenda. 

This was discussed between BU-management and the ExCo of the SBU, and in turn with the 
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RAPMC at corporate level. This could lead to adjustments in strategic issues. The renewal 

process of performance contracts was part of the control cycle. 

However, the management information system was based on the old performance 

measurement system, while the performance contracts for 2001 were built on the MfV 

system. Therefore, the performance contracts for 2001 were considered to be ‘a total joke’, 

said a Head of a sub-BU. In effect, the bank was running blind for most of that year, and 

basically depended on goodwill of its employees to run the system as the MIS was lagging 

behind MfV. 

The performance contract process was implemented top-down, and reached the sub-BU-level 

as of 2003 (i.e., sub-BUs were subject to performance contracts for the first time in 2003). 

This made budgets still necessary at department level for the translation of the targets as 

agreed upon in the performance contracts at respectively sub-BU, BU and SBU-levels. 

However, as the SBU executives stated, ‘the sub-BU contracts do not require a signature yet.’  

 

EPs are calculated on (1) client segment, (2) product and (3) geography, while prior to 2001 

the emphasis in performance management was first on geography (country), then product and 

eventually the client. However, the MIS only slowly improved. To see where the money is 

made and where to allocate resources, information was presented in different ways. Hence, 

EPs are calculated for Global product lines, Client groups, and country, in a matrix structure. 

Although geography was initially abandoned, later it was acknowledged that a distinction to 

countries was also necessary. Especially regarding risks, growth and profitability, as this 

allowed allocation of resources to the highest yielding activities across the world. 

 

Capital investments were and still are based on ROI and Payback period-calculations. 

However, the focus in these calculations shifted to the value drivers, like for instance assigned 

capital, cost of capital, risks, and client profile. With MfV, management is looking stronger at 

the effects of the investment for the business. In 2001 value drivers were not yet mentioned, 

the Head of a sub-BU told, and things were still seen in the perspective of payback period. 

‘There is clearly more reluctance to approve a project,’ said this Head. Concrete explanations 

are required to motivate an investment proposal in the sense that it must be necessary for 

improvement of the business. Arguments used in the pre-VBM era like ‘it’s mandatory’ or 

‘we have to have it’ are no longer acceptable, stated the SBU executives.  

 

Until early 2002, levels below SBU were still managing their operating profits without 

reference to MfV. Like in the ‘old days’ only local revenues, costs and expenses mattered, i.e. 

the costs that country executives could control. In that mindset, everybody just felt 

responsible for their own brick in the wall, rather than the wall as a whole, said the sub-BU 

Head. No one except headquarters looked at the bottom line. Cost allocations from 

headquarters were not regarded an issue by those ‘in the field’. In that perspective, all the 

separate pieces were fine, but on consolidated level it appeared that things did not work out as 

expected, due to the geographic structure and local accountability and controllability. As of 

2002 EP is embedded in managing below sub-BU levels by means of the drivers.  

The sub-BU Head was certainly not satisfied with the way costs were allocated. He was 

convinced that he had insufficient control over many of the allocated costs to reduce them, 
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while he was held accountable for his unit’s final results, including allocations. Since up to 

two-thirds of his total costs were allocated costs, the profit margin became very thin. 

 

At each hierarchical level, three performance management measures are used: (i) financial 

Key Performance Indicators (KPIs; e.g., revenue growth, efficiency ratio), (ii) strategic KPIs 

(e.g., market share, client satisfaction), and (iii) capability KPIs. The latter are based on 

human resource management: do the employees have the capabilities to realize the plans? As 

a result of the top-down approach,  the final step was taken in 2004 by agreeing on personal 

objectives with individual employees, in line with the performance contracts of their BU. For 

commercial staff this will be easier to accomplish than for support staff, although the SBU 

executives expect that such objectives will be aimed at inventiveness and quality 

improvement. As a result, the SBU executives told, ‘there is conclusive alignment throughout 

the entire organization between the corporate MfV-objective and individual performance. 

Before the MfV program there was something like personal objectives, and although they 

were discussed during the annual performance reviews, they were never really used for 

positive/negative sanctioning.’ 

For the CEO of WCS, for example, the Strategic Agenda contains a 5-fold objectives which 

are made public in an internal magazine/intranet. Colors indicate to which extent these 

objectives are met. These objectives are subsequently the input for the next management-layer 

and so on (and in the end for all approximately 18-20,000 people in this SBU, although only 

the CEO’s are published). 

 

Table 4.2 shows a comparison in the characteristics of the Management Control System 

before (from the section ‘Pre-VBM era’) and after implementation of VBM. It should be 

noted, though, that the impact on characteristics cannot always only be attributed to MfV. In 

such instances, the SBU executives and sub-BU Head stated, MfV was often the catalyzer, to 

make people conscious about certain actions. Strategy, for example, is directly related to 

MfV, but a change in strategy development has impact on decision making and leadership, 

which in turn is followed by empowerment. ‘The value of value,’ a SBU executive told, ‘is 

what relates to it rather than the numbers.’ 

 

Characteristic Pre-VBM VBM 

Organizational structure Functional hierarchy, many 
management levels 

Independent business units, 
depending on strategy; few 
organizational layers 

Management style Collective bargaining regarding 
strategy; autonomous within 
budget 

Empowerment and tight control 
regarding committed strategic 
targets 

Power of decision Implementation of in advance 
approved plans within budgets 

Initiatives and decisions are 
taken autonomously 

Communication Hierarchical, top-down Dialogue (two-way) between 
corporate and BU-management 

Strategy development Driven by plans and projects, 
limited by budgeting process 

Driven by value creation, market 
returns, and competitive position 

Determine targets Negotiated, based on previous 
year; marginal improvements 

Relatively in comparison with 
most important competitors; 
ambitious 
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Resource Management According to budget process; 
detailed budgeting 

Allocation based on highest 
value-adding activities 

Budgeting process Based on previous year’s budget 
with additional funds for 
separate projects 

Result of strategy and objectives 
in performance contract 

Performance measurement Financially oriented, compared 
with budget 

Financially and strategically 
oriented, in comparison with 
contract and market, based on 
KPIs 

Management reporting Used to stay on track and within 
budget 

Use intensive management 
dialogues to adjust strategy 

Performance-based 

remuneration 

Personal, often based on 
subjective grounds 

Related to commitments in 
performance contract 

 

Table 4.2 Characteristics of Management Control System before and after VBM 

implementation (Source: Broersen en Verdonk, 2002) 

 

 
 

In 2003 ABN AMRO decided to re-centralize its decentralized support and staff units like 

Risk Management and IT. The SBU WCS executives explained: ‘The decentralization of 

support departments appeared to be less cost efficient. Although decentralization better fits 

the MfV concept regarding the profit autonomy of SBUs, centralization results in improved 

EPs from a cost control point of view.’  

Support departments were centralized to the Group Shared Services or offshored, for example 

to India. When it concerns operational, repetitive activities in IT and Finance, it is offshored. 

Other supporting services, such as Human Resources, Communication, Risk Management, IT, 

and Business Development, are transferred to the Group Shared Services. 

 

By the end of 2003, MfV developed into an integrated system throughout the entire 

organization. The MfV-team was replaced by an internal Strategic Decision Support team 

(SDS) at Group level, and a SDS team and a Planning and Performance Management (PPM) 

group at SBU level. This PPM group facilitates, for example, the entire planning process, 

takes care of operational issues like MfV-calculations, and prepares the management 

reporting to the ExCo of the SBU which is used for discussions with the RAPMC.  

Corporate strategic aspects are the SDS at Group level’s responsibility, whereas the 

operational aspects of MfV are delegated to the SDS at SBU level. The SDS at SBU level 

challenges the BUs within the SBU, while the Group SDS challenges the SBUs with regard to 

proposed plans and initiatives.  

 

Timeline: VBM up and running 

2001 2000 2003 
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4.6 EFFECTS 

 

The previous section showed how MfV affected ABN AMRO’s management control system. 

By means of cascading performance contracts, personal objectives were aligned with 

departments, BU, SBU and corporate objectives. These objectives were financial, strategic 

and based on capabilities. Attention was not directed to the metrics, but to the value drivers 

within the manager’s or employee’s control. However, cost allocation appeared to be an 

unsolved issue in this respect, since they sometimes comprised a considerable part of a 

department’s costs, though uncontrollable. 

This section will describe the effects of MfV. 

 

The bank’s corporate objective of being with their TRS in the top 5 on a list of 20 peers had 

motivated staff ‘to just walk a little faster to meet that objective,’ said the SBU executives. 

This can be attributed to the aligned objectives throughout the organization with the corporate 

objectives. 

 

The introduction of the Loan Pricing Tool55, used to evaluate loans in terms of value creation, 

had its effect on the client portfolio. Less loans are granted, or higher margins were required. 

The SBU WCS executives stated: ‘Upon adoption of this tool, existing clients were told that 

ABN AMRO could not do business with them anymore since the return on investment on 

their current loans, with current terms, was far too low. The clients acknowledged this 

situation, and either left or accepted new terms (with higher margins) due within 1-2 years. As 

a consequence, the client portfolio reduced to about 12,000 clients (worldwide), but all 

creating value. Until a few years ago it was not even clear how many clients were served. 

Now, with clear strategic choices, the number of clients had reduced and we know them.’  

In addition to many other internal banking controls, this tool also prevented that account 

managers might accept bad loans in order to meet their personal objectives. 

 

Another major effect of MfV is that strategic issues are discussed in a more structured, 

thorough and serious manner. In quarterly reviews and bilaterals between BUs and MT 

members, strategy is an important issue on the agenda. Before VBM was introduced, the SBU 

executives illustrated, a strategic planning process took place before the Summer holidays. 

However, its objectives were not enforced outside the Netherlands. After the Summer 

holidays managers submitted their budgets, but no relation was made with the previously 

made strategic plans. The SBU executives stated: ‘Strategy is now considered as it is intended 

to be: seen in a global context. With MfV strategic plans became leading, where objectives 

are set and progress in activities are measured and related to these plans. It also affects 

remuneration when objectives are exceeded or (not) met. In that respect, business is now more 

‘business like’ compared to an excuse-finding-behavior as was formerly the case, when not 

meeting your objectives or budgets was just regarded as ‘too bad, better luck next year’.’ 

Another example the executives used to illustrate this cultural change concerned the bonuses. 

Before MfV less people depend on a bonus but were not easily laid off. With MfV more 

people can earn a bonus, but the bank is also laying off people more easily. 

                                                      
55 For a description of this tool, see previous section ‘VBM and Control’. 
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The selection process for macro investments has not changed much upon MfV. For large IT 

projects, for instance, criteria were and still are payback period and ROI. The change is in the 

thinking process behind investments that is adapted to MfV. This is for example expressed in 

the way ROI is defined. In MfV, the ROI is extended with a capital charge. Subsequently, a 

project’s ROI must exceed the 10.5% cost of capital, as required under application of Basel II 

(see section on ‘Implementation of VBM’).  

 

In essence, MfV shows where money is made or lost. It also introduced benchmarking with 

peers in decision making and target setting, by looking at the market, macro economics, and 

the own competitive position. Account managers are still focused on the P/L account, but the 

capital charge is made part of the P/L account. As a result, they also started paying attention 

to the balance sheet as they understand its influence on the capital charge. According to a 

SBU WCS executive, ‘MfV is common sense when it comes to for instance cost control. 

However, this common sense is stimulated by MfV, like good cost control.’  

This resulted in speeding up branch closures and centralizing back offices in either London or 

Amsterdam instead of both, which consequent cost reductions. The sub-BU Head added 

however in this respect: ‘The restructuring in SBUs rather than MfV may have had a greater 

impact on this, though. In the old situation, country managers had quite a deal of influence to 

avoid closing departments.’ 

 

In a similar fashion, the product and activities portfolios are managed actively in view of the 

business model of the SBUs (in line with the strategy). Parts of the bank (or SBUs) can be 

sold when they do not create sufficient value, or when the activities do not fit the business 

model. In that respect, a part of the SBU WCS was sold in 2004, while other parts are also in 

the process of being sold despite the fact they create considerable value. These divestment can 

take place within ABN AMRO (sell to another SBU) or to outside parties.  

Apart from that, Services (the WCS support units) initiated a process regarding outsourcing 

and off-shoring to India. This way some services or systems can be centralized in a more cost 

efficient way. The resources that are relieved, are invested in front office activities. 

 

Cost allocations take enormous amounts of time and (sometimes very unfriendly) discussions, 

since managers are held accountable for these allocations (a geographic allocation is only 

applied for tax purposes). A sub-BU Head told that this created an entire internal industry, 

with Internal Service Level Agreements and Internal Cost Sharing Agreements. When for 

instance a business is shut down, costs like for example buildings, IT infrastructure and other 

overhead are not eliminated instantly, but are allocated to the remaining running businesses. 

A sub-BU’s EP will then decrease although it is not operating any different than before, but 

only due to the higher cost allocations. The information systems are not sophisticated enough 

to take these exit costs to the businesses that are being pulled out, but allocate these costs to 

the remaining businesses resulting in declining EPs.  

This makes everybody responsible for all costs, leading to many people discussing the same 

costs. Therefore, all supporting – allocating – departments are quite ‘under siege’ by the units 

that get these costs allocated. This is partly the consequence of the fact that for example the 

bonus pool depends on EP. According to a sub-BU Head, advantage is that costs are made 
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transparent, compared to the old model where these supporting costs became only visible at 

corporate level. 

 

The SBU executives and sub-BU Head claimed that the main change in behavior and attitude 

is that people think more about the shareholders and the profits of the bank, and look beyond 

their own little part in the organization. When looking at the management level (200-1000 

people), the concept behind MfV is completely clear and they ‘walk the talk’ according to the 

executives. In addition, people think more at micro level. Not the cost of capital is the issue, 

but what actions contribute to the bank’s profits. The sub-BU Head admitted that people still 

consider their own business’ profit more important than the bank’s profit. But, ‘it used to be 

that they only regarded their own direct revenues and expenses, while the rest was someone 

else’s problem.’ 

He continued: ‘On the other hand, products are sometimes difficult to divide, like the ‘cash 

and payments’ business. This makes it complex to allocate costs but also revenues. Every 

relationship starts with a client opening an account, although that activity may destroy value. 

However, without that activity other activities are not possible, like selling loans. When for 

instance a client has an overdraft in his account, where do the credits go? Loans, or cash and 

payments? These internal discussions often take place since the introduction of MfV. 

However, it is not of any interest to the shareholder. Problem is that some activities/ 

departments are enablers for others, like the ‘Cash and Payments’ department. With ABN 

AMRO’s reporting principles, the ‘cash and payment’ business would hardly receive any 

bonus from the bonus pool.’ 

 

Another effect is noted in management presentations. According to the SBU executives and 

shown reports, these are obviously much shorter. Compared to comprehensive country 

performance reports before, MfV only requires a few PowerPoint slides to provide all the 

necessary information. 

 

The effects on performance in direct relation with MfV are hard to tell, according to the SBU 

executives. This is partly due to the restructuring of the organization, and partly due to market 

circumstances. The financial markets are very volatile, which makes it necessary to operate in 

an efficient and effective way. 

In a presentation for investors by ABN AMRO’s CEO Rijkman Groenink, on 7 February, 

2005, he summarized the effects of focusing on shareholder value as follows: 

- Focused more strongly than before on incremental improvements in Economic Value 

- By setting a tough target, they place a greater focus on 

o The core activities 

o Reduction and re-allocation of capital across SBUs 

o Improvement of the efficiency ratio 

o Improvement of the capital ratios 

According to him, MfV made ABN AMRO a much stronger bank. 

 

Data retrieved from the Reach Database, ABN AMRO’s 2003/2004 Annual reports, and 

Yahoo! Finance, show mixed results (see Figure 4.5). The adjusted close price of the shares 
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first increased, then decreased sharply, while in the past few years it shows a steady increase 

again. Net result performs, generally speaking, very positively. ABN AMRO’s corporate 

VBM measure, Total Return to Shareholders, followed a similar pattern as its share price. 

Dividends, thus, did not compensate for drops in share prices in order to yield a positive TRS. 

Working capital is not included in this overview, compared to the other cases in this study, as 

a result of the Banking Industry’s characteristics, that make working capital irrelevant. 
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Performance indicators ABN AMRO Holding N.V. (€ million)      

 1994 1995 1996 1997 1998 1999 2000 
2001 
(TRS) 2002 2003 2004 

Net Working Capital - irrelevant for Banking Industry 

Dividend 0,36 0,41 0,48 0,54 0,58 0,80 0,90 0,90 0,90 0,95 1,00 

Total Return to 
S'holders -12% 39% 58% 43% 2% -34% 3% -18% -2% 56% 17% 

Share price* (adj) 9,31 12,51 19,23 27,03 27,03 16,97 16,57 12,73 11,54 17,02 18,97 

Net result 1037 1187 1499 1748 1828 2570 2498 3230 2207 3161 4109 

* Dec 31st close price adjusted for dividends and splits.        

 
Figure 4.5 10-year overview of selected performance indicators (Sources: Reach 

Database, 2003 and 2004 Annual Reports, Yahoo!) 

 

4.7 RECAPITULATION 

 

1. What are the reasons to implement Value-based Management? 

The reasons for ABN AMRO to adopt VBM were: (i) fierce competition and lagging financial 

performance, (ii) allocation of capital and human resources capabilities and cost control, and 

(iii) a newly appointed Chairman of the Managing Board enhancing the Anglo-Saxon 

shareholder value approach in governance. 

 

2. Which metrics are used? 

ABN AMRO applies three different metrics, depending on the level in the organization: Total 

Return to Shareholders on corporate level, Economic Value as internal strategic objective, and 

Economic Profit as operational measure. Economic Value does not really hold ground in the 

organization, because the residual value-part in this measure (about 70% of EV) concerns 

assumptions beyond the 4-year planning horizon. EP is calculated for operational 

performance to judge whether initiatives progress according to plan. No adjustments are made 

to profit or capital.  

The cost of capital is subject to regulations in the Basel II agreement. The capital charge is 

therefore based on assigned capital, which is related to credit risks, market risks and 

operational risks that activities bare. 

 

3. How is Value-based Management implemented? 

Together with Managing for Value, a new organizational structure was implemented. MfV’s 

centralized implementation was supported by consultants and included three phases, from 

designing the implementation trajectory until holding managers accountable for their 

performance (including remuneration) and implementation of a new strategic management 

process. Purpose was not to explain the entire MfV concept to all employees, but provide 

managers and employees with tools that would eventually result in value creation. For that 

purpose, EP-trees are developed (although not extensively used).  

EP targets are set until sub-BU level; below the focus is on value drivers because 

managers/employees beyond that level have no control on assigned capital. Control is rooted 

on improvements in EP (drivers). The information systems have gradually been adapted to 
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MfV, providing the necessary data. Cost allocation remains a non-solved issue. VBM is 

included in remuneration and performance contracts, and related to improvements in a value 

metric or its drivers, depending on position and hierarchical level. 

 

4. What are the effects on behavior and attitude? 

Lower level managers are more involved in strategy instead of relying on a strategy from the 

Managing Board. As long as initiatives fit the business model and promise value creation, 

they are rewarded. That way, a more entrepreneurial spirit is developed and stimulated. 

Moreover, teamwork is motivated, which will improve results. Strategic issues are more 

structured, thoroughly and seriously discussed. Management presentations are limited to only 

a few powerpoint slides, compared to extensive written reports previously. 

 

5. What are the effects on decision making? 

MfV provides a common language, creating a clear, single, and across units-comparable 

objective. Specific tools are developed (for instance, the Loan Pricing Tool) to help 

managers/employees in making decisions that create value (e.g., accept or reject loans). By 

means of performance contracts MfV is embedded in the duties of all employees throughout 

the entire organization. These contracts are top-down aligned with the corporate objective, 

including financial and non-financial measures and linked to remuneration (bonus for most 

managers/employees; only lower level employees receive a performance allowance).  

The product and activities portfolios are managed more actively, in line with the SBU’s 

business model. Investment decisions are based on ROI (including a capital charge) and 

payback period. However, cost allocations may frustrate decisions as clear and profound 

allocation keys still do not exist. 

 

6. What are the effects on performance? 

It is acknowledged by the interviewees that the effects on performance are hard to tell, due to 

the fact that the bank went through an organizational restructuring simultaneously, and due to 

market circumstances. The charts show that both net results and share price improved after 

VBM adoption. Total return to shareholders, comparing the share prices plus dividend over 

the course of one year, does not show a regular pattern, indicating that the share price is not 

rising steadily. 
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CHAPTER 5 AKZO NOBEL N.V. 

 
 

5.1 INTRODUCTION
56
 

 

Akzo Nobel N.V. (henceforth: Akzo Nobel) is selected for this research because of the 

following characteristics: industrial, listed, diversified and decentralized (see Chapter 3). The 

interviews (and follow-up contacts) I refer to are held with the corporate EVA-coordinator 

and a sub-business unit controller. This case is particularly interesting as it shows how Akzo 

Nobel focused its VBM program on personnel, creating a univocal language and simplicity. 

 

Akzo Nobel has a strong, shared international culture, expressed in its Business Principles57. 

In 2004, total net sales amounted EUR 12.7 billion. The activities are divided over three 

groups (chemicals, pharma and coatings), that contributed to net sales as follows (Figure 5.1):  

 
Figure 5.1 Net sales by group (Source: 2004 annual report, p. 22 and 29) 

 

Akzo Nobel’s common shares are listed on Euronext Amsterdam and NASDAQ (as American 

Depositary Receipts). At year-end 2004, 64% of Akzo Nobel’s shares were held in the United 

States, 18% in the Netherlands, 5% in the United Kingdom, and 13% in other countries. 

About 90% of the total number of shares was owned by institutional investors, the remainder 

by private investors. 

 

 
 
 
 

 

5.2 PRE-VBM ERA 

 

After the brief introduction, I will now describe Akzo Nobel’s evolvement and the main 

themes in its management control system before it introduced value-based management.  

                                                      
56 The Introduction is based on the 2004 annual report and corporate website (February 18, 2005). 
57 The Business Principles are included in Appendix 5.I. 
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Akzo Nobel’s long history of growth is rooted in the careful integration of a large diversity of 

companies, incorporating specific cultures and technical excellence into ever-larger entities. 

The oldest companies are Det Holmbladske Selskab (now Sadolin; established in Denmark in 

1777), Sikkens (the Netherlands) and Bemberg (Germany) (both established in 1792).  

In 1969 Akzo was formed as a result of the merger of AKU and Koninklijke Zout Organon, 

which resulted of previous mergers between Vereinigte Glanzstoff Fabriken and Enka to form 

Algemene Kunstzijde Unie (AKU) in 1929 and Koninklijke Zout-Ketjen and Koninklijke 

Zwanenberg Organon to form Koninklijke Zout Organon in 1967.  

 

In 1989 the business unit (BU) concept was introduced and implemented in all parts of the 

company. These BUs were subsequently divided into sub-BUs. Akzo’s top structure was also 

adapted in order to strengthen the authority of the BUs, shorten communication lines and 

achieve a better utilization of potential corporate synergies. Starting May 1, 1993, all BUs 

report directly to the Board of Management, while the principal staff functions were 

concentrated at corporate level. In addition to these organizational changes, restructuring and 

efficiency-boosting programs have been initiated in the company.  

 

The BUs had and still have such delegated authorities to quickly respond to market 

developments. They were also clustered into Groups (i.e., Chemicals, Coatings, Pharma and 

Fibers). The General Managers were responsible for the performance of their BU. To 

safeguard consistency and coherence for the total organization, Corporate Directives have 

been established by the BoM. 

To manage the strategy and operations of the BUs effectively, the BoM delegated certain 

authorities to Board Committees per Group. Board Committees consist of at least two 

members. Delegation of authorities to Board Committees and individual Board members is 

laid down in an internal authority schedule. At corporate level, certain functions have been 

centralized in order to execute a coherent policy, for instance regarding administration and 

control, finance, human resources, legal affairs, strategy and technology, and to have access to 

global capital markets, managerial talent, and best practice management processes. 

 

This restructuring resulted in the following organizational chart (Figure 5.2): 

 

 

 

 

 

 

 

 

 

 

Figure 5.2 Organizational Chart as of May 1, 1993 
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Early 1994 Akzo Nobel was formed through Akzo’s acquisition of the Nobel shares. This 

merger enabled both companies to address the necessity to focus on industry leadership 

positions, to improve productivity and to achieve critical mass, thus enhancing stockholder 

value (Offer Document, 1993, p. 7). The result was an organization encompassing 31 business 

units, divided over four groups (Pharma, Coating, Chemicals, and Fibers). 

 

Another major acquisition took place in July 1998, when Akzo Nobel acquired Courtaulds, an 

international chemicals company. The acquisition of Courtaulds enabled Akzo Nobel to place 

a well-focused, independent fibers company with a sound economic base in the market. A 

new business was born, named Acordis, which was being prepared for demerger. 

Simultaneously, Akzo Nobel decided to restructure the central research activities, by 

discontinuing centrally financed projects and transferring the remaining activities to the BUs. 

By doing so, Akzo Nobel sought to achieve the highest probability of success as they were 

moving the direct responsibility of R&D closer to those who are ultimately responsible for the 

commercial introduction of new ideas. These measures were aimed at improving the 

effectiveness of the R&D activities and would further enhance their technology commitment.  

Another issue Akzo Nobel was working on that year concerned the extent to which they could 

outsource some central services, in particular Engineering and Information Services.  

 

Control was aimed at financial results: Return on Sales and Return on Investment. A former 

country-controller of the Italian office of the BU Decorative Coatings Europe (DCE; part of 

the Coatings Group)58 illustrated this by stating that area managers in Italy were held 

accountable for sales, volume, and average selling price. The country-office itself was 

evaluated on profits and operational balance sheet accounts (i.c., working capital). As a result 

of investment guidelines set out by the BU’s headquarters (located in Sassenheim, the 

Netherlands), fixed assets received some attention. However, the primary focus was on the 

profit and loss account and working capital development. 

 

The increasing level of decentralization, also put Human Resource Management in a different 

perspective and its consequences on internal control systems. Akzo Nobel feels that (1998 

annual report, p. 15): 

 
One of the principal managerial tasks is to develop the entrepreneurial spirit of 
each employee, i.e. the ability to turn uncertainty into innovative thinking and 
action to adapt to new situations. … This attitude makes them consider change as 
an opportunity rather than a threat.  

 

The attention for personnel is continued in the 1998 annual report, where Akzo Nobel stated 

that they expect from their managers ‘bottom-line thinking, an entrepreneurial spirit, and a 

frame of mind that makes them feel challenged to achieve even under adverse conditions. ... 

                                                      
58 The person I interviewed was appointed as Controller of the sub-BU Trade about a year before I took 

the interview, which is part of the BU Decorative Coatings Europe. Although many of his 
experiences refer to his position as country-controller, he is in this case-study referred to as 
‘controller of a sub-business unit’, his current position. The country office managed the 
geographical subdivision of 10 (sales) areas, which are headed by area managers. 
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Our employees are not expected to be infallible but rather to learn from mistakes. 

Communicative and team-playing skills are other success factors, especially in a flat 

organization like ours’ (page 16).  

Another issue on the human resources agenda is the exchange and spreading of knowledge 

and best practices across the organization (1998 annual report, p. 16): 

 
Contacts between people are our strongest vehicle for exchange of knowledge 
and experience between units and across all kinds of borders. By stimulating 
such contacts we can utilize the potential synergy within our Company to the 
benefit of employees, customers, and shareholders. 

 

Akzo Nobel felt that shareholders should be confident that the company has a coherent 

internal structure of management and control. For this purpose, managers of operational and 

service units are required to state how they have fulfilled their responsibilities in terms of 

appropriate systems of internal control and proper business conduct once a year in a Letter of 

Representation. 

 

The general characteristics of Akzo Nobel’s management control system are summarized in 

Table 5.1. 

 

Characteristic  

Organizational structure Flat decentralized BU structure. For coherent policy, certain 
functions are centralized 

Management style BU has authority, but based on corporate directives from Board of 
Management 

Power of decision BoM delegated authority to Board Committee per Group, based on 
internal authority schedule 

Communication BU reports directly to Board Committee or BoM 

Strategy development Based on development of entrepreneurial spirit of employees and 
bottom-line thinking, rooted in plans 

Determine targets BoM sets targets for BUs on financial results 

Resource Management According to budgets and develop human resources – share 
knowledge and best practices 

Budgeting process Based on corporate plans and targets, below BU own responsibility 

Performance measurement Financially oriented, encouraging taking risks  

Management reporting Responsibilities laid down in Letter of Representation 

Performance-based 

remuneration 

Objectively determined on financial results 

 
Table 5.1 Characteristics pre-VBM Management Control System 

 

 
 
 
 

 

In 1999 Akzo Nobel made significant progress in the pursuit of its strategic objective to move 

away from cyclical, low-yield, low-growth operations to value creating, high-growth 

businesses. The successful integration of the former Courtaulds activities made Akzo Nobel 

1999 

Timeline: implementation of VBM 

2003 
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the world leader in coatings. In 1999 the divestment of Acordis (the former Fibers Group) was 

completed.  

 

Besides a few more changes in business units over the following years, without any major 

impact on the management control system, the organizational structure as of January 1, 2005, 

can be depicted as follows (Groups with Business Units)(Figure 5.3): 

 

 

 

 

 

 

 

 

 

 

Figure 5.3 Organizational chart as of January 1, 2005 (Source: www.Akzonobel.com) 

 

In its 1999 annual report Akzo Nobel explicitly refers to its value-driven management for the 

first time (p. 21): 

 
Our ambition in the year 2000 is to make a further shift to value creation as the 
driving force for our businesses. 

 

5.3 REASONS FOR IMPLEMENTING VALUE-BASED MANAGEMENT 

 

The previous section showed how Akzo Nobel developed in its rich history of mergers and 

acquisitions to a strongly decentralized structure, where managers and employees are 

encouraged to take risks and behave like entrepreneurs. In control, they emphasized personnel 

and cultural controls, but all this in addition to financial results.  

This section continues with the reasons why Akzo Nobel decided to manage for value. 

 

The primary reason to implement Value-based Management was to obtain a sharp focus on 

capital. This was necessary because the major acquisitions as described in the previous 

section caused increased pressure from the capital markets. This implied that the focus had to 

shift from the income statement – which was linked to the bonus for all executives as these 

were based on dividends –  to an efficient use of capital.  

 

A second reason for implementing VBM was to encourage entrepreneurial behavior among 

all employees, one of the principal managerial tasks as indicated in the previous section. Since 

all BUs have a very high level of autonomy, managing for value was a solid push in the back 

to accomplish a change in mindset among management and employees to behave like owners. 

It makes them realize that one has to use the available resources to its best to manage the 
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company at the lowest possible costs, including the cost of capital, said the EVA coordinator 

and sub-BU controller. 

 

The third, albeit minor reason, was the fact that Akzo Nobel’s share price lagged behind the 

market index. This was a signal to them that they might become a target for a (hostile) 

takeover, hence had to keep a closer eye on their corporate performance.  

 

According to the sub-BU controller, the most important reason for implementing EVA was to 

link Capital with Profit and Loss. According to him, ‘EVA is a logical link between these two 

blocks, therefore making it easier to explain why there was such pressure on working capital 

and investments.’ 

 

In summary, the reasons to implement Value-based Management were: 

• Pressure from Capital Markets 

• To encourage Entrepreneurial behavior 

• A lagging share price compared to Market Index 

• To link capital to the Profit and Loss account to create awareness for costs of capital 

 

5.4 IMPLEMENTATION OF VALUE-BASED MANAGEMENT 

 

The previous section explained the reasons for managing for value. This section describes 

how the implementation took place. Alike the previous case, I will first explain the metric 

which is followed by the implementation process. 

 

VBM Metric: Economic Value Added 

To introduce awareness for capital in a specific performance measure, Akzo Nobel chose 

Economic Value Added (EVA) because (2000 annual report, p. 6)  

 
[i]t should improve capital productivity, have a positive effect on shareholder 
value, and better reflect today’s thinking on value creation. 

 

The equation Akzo Nobel applies for calculating EVA is: 

 EVA = NOPAT -/- Capital Charge over Invested Capital 

where NOPAT stands for Net Operating Profit After Taxes. 

Its 2004 annual report (p. 26) stated that ‘the elements of the EVA calculation cannot be 

derived directly from the data given in the financial statements, as it takes into account certain 

adjustments such as addition of nonrecurring items to capital, inclusion of service costs for 

pensions only, and special treatment of strategic investments and acquisitions.’ 

 

The number of adjustments is limited in order ‘to have a calculation that is easy to explain 

and understand (and therefore also applicable on operational levels), for which data are 

available and differences are significant’, the EVA coordinator stated. The most important 

adjustments made to Operating Income and Invested Capital are: 
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• Taxes: on corporate level the real tax rate is used, while on BU and Group level a fixed 

tax rate is applied, based on the average statutory tax rates of the countries in which the 

BU operates. 

• Major Investment Relief (MIR): The MIR was introduced to avoid rejection of capital-

intensive investments that yield negative EVAs in the first years and thus discourage 

managers to invest in such a project from their bonus’ point of view. The MIR capitalizes 

the negative EVAs of the first three years to the moment the project starts yielding 

positive EVAs. Hence, managers are basically ‘exempted’ from the first three years of 

negative EVAs in their performance, whereas the net present value of the EVAs is still 

the same as in the initial EVA projection. 

• Exceptionals: exceptional expenses (e.g., restructuring, or rationalization of inventories) 

were permanently capitalized and added to invested capital of the BU involved. As of 

2003, the treatment of nonrecurring items was revised. It was no longer amortized over a 

period of 5 years, but added to capital permanently59. Starting 2005, this adjustment is 

eliminated to streamline the definition of EVA capital with Invested Capital (= capital on 

which ROI is based). They are either part of NOPAT (when the exceptional is part of 

Operating Income) or they take no part in the calculations at all (when ‘below the line’). 

This depends on the nature of the exceptional (operations or not). 

• Off balance sheet items: e.g., operational leases, are capitalized. 

• Cash: BUs have no impact on this item, because cash is pooled at corporate level. 

Therefore, it is subtracted from invested capital (on Group and BU level). 

• Pensions: like cash, pensions are a corporate matter and BUs do not have any impact on 

this item. Therefore, it is also withheld from the Groups’ and BUs’ invested capital. 

No adjustments (capitalization) are made for Research and Development, since these 

expenses are considered to be stable over time (as a percentage of sales). Neither is an 

adjustment made for Goodwill (recapitalization of former amortizations). Amortization 

remains therefore part of determining operating income, with the consequence that invested 

capital reduces over time as a result of decreasing Goodwill. One reason for this decision is 

that Akzo requires that the starting point for the EVA calculation (Operating Income) remains 

as close as possible to the internal Management Information System. This requires that 

Goodwill is capitalized and straight-lined amortized over its estimated economic life, with a 

maximum of 20 years. Another reason is that upon implementation, nobody wanted to believe 

that Goodwill exists for eternity. A brand name, for instance, can become worthless or is not 

used anymore, while acquired (internal) knowledge is only valuable for a certain period of 

time. Implementing the IAS/IFRS did not change this point of view.  

 

Tangible fixed assets on the balance sheet are not revalued, imposing a possible ‘disincentive 

to invest’ (the lower the assets, the lower the capital charge, and consequently the higher the 

EVA). However, no objections to this possible disincentive exist in that respect. As the EVA 

coordinator told: ‘If a BU has good equipment, which may have cost more to acquire, they 

can pick the fruits at a later stadium for still using it while fully depreciated. Also in that 

                                                      
59 The exceptional expenses are not amortized over time, since they are considered to be of permanent 

effect to the organization. In order to avoid ‘abuse’ of exceptional expenses, these are added to 
capital permanently. 
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respect BUs have full autonomy.’ Besides, both the EVA coordinator and sub-BU controller 

stated that ‘managers are very well aware of the fact that for running a business profitably, 

and to generate long term sustainable profits, investments are required.’ As of 2005 a few 

minor adjustments, like for instance provisions for pension liabilities or for rationalization of 

activities, are eliminated to streamline EVA capital with invested capital. 

Corporate costs are allocated to the BUs in proportion of sales. It should be noted, though, 

that this involves only rather low amounts. 

 

Idea behind the NOPAT and invested capital calculations for the EVA-accountable ‘centers’, 

i.e., BUs, sub-BUs and profit centers, is to dedicate as many costs and capital as possible to 

the ‘centers’. In the case of for instance the BU Decorative Coatings Europe (DCE), this 

implies that the EVA is calculated as follows: 

   Operating Income 

 -/- Taxes: fixed average tax percentage across entire Europe (approximately 32.6%) 

 =  NOPAT 

 -/- Capital Charge over Invested Capital (8%) 

 =  EVA 

 

Invested Capital for the BU DCE level is calculated as: 

    Average Working Capital 

 + Allocated Capital (see below) 

 + Extraordinary Provisions/Items 

 

Allocated capital is determined based on the pan-European structure of this BU. The BU’s 

headquarters in Sassenheim, the Netherlands, collects all invested capital of all sub-BUs/ 

subsidiaries/plants/sites/etc. Subsequently, this grand total of invested capital is allocated to 

the profit centers within the BU (in practice, the major brands like Sikkens, Crown, or 

Sadolin), based on the budgeted volumes (liters of coating/paint). 

The sub-BU controller explained that when determining the EVA of an Area Manager in 

Italy, who is principally sales-oriented, the allocation of invested capital excludes plants. That 

is because such a manager does not have any impact on that, apart from the fact that it would 

involve a similar amount every year. ‘That way, a manager feels his direct responsibility,’ he 

said. In his view, the starting point of the calculations is what matters. If every year the same 

amount is added to invested capital, it may as well be omitted because control is based on 

EVA improvements (‘delta EVA’) instead of absolute EVAs60. Akzo Nobel’s intention is to 

‘strive for a calculation that is as simple as possible for reasons of convenience in 

comparability and accountability’, the EVA coordinator stated. 

 

To calculate the capital charge, the operating approach is used to determine the capital base 

(i.e., the company’s assets). Regarding the cost of capital, one single WACC is applied for all 

three groups.  

Reason for a single WACC is that when Akzo Nobel had the cost of capital calculated for its 

three groups, the unlevered betas led to group WACCs that differed at most by 0.5 per cent 

                                                      
60 This issue is elaborated upon in the section on ‘VBM and Control’. 
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over a 5-year period, the EVA coordinator explained. The calculations were based on peer 

groups that were formed for the three groups. Also, all funding comes from the Netherlands, 

and therefore this single ‘Euro-WACC’ is applied. It is determined after taxes and based on 

the target capital structure. Moreover, it uses the market value of equity, but the book value of 

debt which it considers to be equal to the market value. 

Akzo Nobel reviews its WACC annually. If the new WACC differs at least one per cent from 

the year before, the rate is adjusted. Otherwise it remains the same for the following year. Or, 

as the EVA coordinator stated: ‘The WACC is changed upwards or downwards by a whole 

percentage. No fractions are used. This is for simplicity and it is really irrelevant to fix a 

WACC at, say, 7.85% or at 8%.’ Until 2003 the WACC was set at 9% (after tax), while as of 

2003 this rate amounts 8%.  

In countries with high inflation rates, Akzo Nobel applies a strong currency for its operations 

and investments to judge whether business creates or destroys value. 

 

The EVAs for the three Groups and on Corporate level, are given below (Table 5.2). 

 

EVA (€ m) 1999 2000 2001 2002* 2003** 2004 

Corporate 270 490 515 482 520 430 

Pharma 265 335 385 350 331 189 

Coatings 95 125 90 122 161 156 

Chemicals 30 55 10 3 56 101 

* In 2002 treatment of pension costs was changed. 
** In 2003 treatment of nonrecurring items was revised. 
NB: Group amounts do not count up to the corporate EVA due to corporate EVAs and 
divested operations that are not included in this table. 
 

Table 5.2 Overview of 6 years of EVA at Akzo Nobel; Corporate and separated to 

Groups (Source: Annual reports 2000-2004) 

 

Implementation Process 

As previously described, the introduction of VBM can be traced back to 1998. Capital 

markets started putting pressure on Akzo Nobel to create awareness for capital. In 1999 the 

actual implementation started, with the support of consultants of Stern Stewart & Co. The 

EVA coordinator stated that ‘it was remarkable that upon implementation it appeared that US 

managers were more receptive for the EVA concept than their European colleagues, albeit 

that all managers accepted the system without problems.’ 

 

Three EVA pilots were introduced in 1999 to run in 2000, in one BU of each of the three 

groups. After these pilots had run for 6 months, EVA was implemented company wide in the 

due course of 2000. The 2000 Annual report states in that fashion (p. 21): 

Since January 2000 the EVA concept has been tested on a pilot basis at the 

corporate center and in three business units: Industrial Finishes, Surface 

Chemistry, and Diosynth. 

EVA is to be implemented at all business units in 2001. To this end, “value 

drivers”— income or cost items for which a manager is directly responsible — 

are being identified for each activity. 
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The EVA coordinator added in this respect: ‘The EVA system is a living system, and lessons 

learned – especially after the first year – must lead to improving the system, and keeping it 

alive. As such, there have been several ‘calibrations’ to the system to make it better adapted 

towards our business reality. It therefore also requires continuous management training.’ 

 

Starting January 1, 2001, EVA is up and running in all BUs. Or, as the 2001 Annual report 

stated (p. 18): 

 
In 2001, EVA has been implemented at all business units as a tool to measure 
performance and appraise investments and acquisitions. We strive for optimal 
value creation, while conducting our business in a socially responsible manner. 
… 
All three groups surpassed the internal threshold of 9% cost of capital. 

 

The annual report continued on page 20 (in the ‘People at Akzo’-section): 

 
In 2001, all business units and service units implemented EVA, resulting in a 
stronger focus on capital productivity and improved management priority setting 
at all levels. Experiences were reviewed at the end of the year and follow-up 
actions are being planned. 

 

Training staff in EVA was restricted to about 700-800 top managers across Akzo Nobel as a 

result of the high level of autonomy. The EVA coordinator stated that it was focused on (i) a 

change in mindset in order to create awareness for the cost of capital and (ii) the techniques. 

Depending on position and hierarchical level, more emphasis was put on the one or the other. 

For example, top management was trained for general understanding and awareness. 

Financial management was trained in detailed understanding of calculations/adjustments/ 

applications, whereas Human Resource Management must know how to calculate incentives. 

Other functions of the organization are trained more selectively. Sales people, for instance, 

are very sales and profit driven. The sub-BU controller told that the exercises these people got 

on their EVA workshop were focused on capital. What are the effects on working capital in 

the trade-off between granting an additional discount on the selling price or extending 

payment terms while remaining the selling price constant? Purchasing was approached 

similarly. Objectives of these workshops were aimed at the mindset, rather than the 

calculation of EVA. 

It was subsequently left to the BUs managements’ responsibility to implement the system 

further down into their organization. Training for the BU Decorative Coatings Europe, for 

example, took place at the BU’s headquarters in Sassenheim, the Netherlands, and was 

organized by Akzo Nobel’s corporate staff. It was attended by about five people from the 

Italian country office, who were responsible for rolling out EVA locally. They trained the 

Italian Administrative staff (about 10 people), all heads of departments (if necessary with 

their direct assistants, which equals about 30 people), and the area managers (10 people). As 

the financial-technical aspects of EVA should not absorb too much attention at the expense of 

a change in mindset, calculations were held as easy as possible, as indicated earlier. 

Nevertheless, after this training it appeared that comprehension of EVA varied among the 



 

 121 

area managers, according to the sub-BU controller. Some thought that the whole concept was 

rather theoretical, while others clearly understood the concepts and grasped the essentials. 

 

A consequence of Akzo Nobel’s high level of autonomy and its restricted training was that 

BUs faced different problems with the implementation, but did not communicate with each 

other to solve these problems. For instance, some BUs put quite a lot of energy and efforts in 

rolling out EVA throughout their unit, while others restricted EVA to the BU top. According 

to the EVA coordinator, a possible reason for the latter was the unfamiliarity or insecurity 

about how to implement EVA to lower levels.  

The experience of the sub-BU controller illustrated some problems with implementation. To 

implement EVA in the sales force in Italy, preparation and training were scheduled in 2001. 

When in 2002 the EVA-system was implemented, people were not yet held accountable for 

EVA-based results – thus, a learning-by-doing year. It was planned to set EVA targets and 

hold people accountable for these targets as of 2003. However, this was postponed to 2004. 

The reason for this postponement was that a number of area managers left the company or 

were replaced. Besides, the learning process of the area managers to comprehend EVA took 

longer than the country office’s management expected. This was according to the sub-BU 

controller due to the use of quarterly reports, resulting in only four moments to ‘practice’ and 

get accustomed to EVA. It was a too large leap for the area managers to switch from targets 

based on sales, volume, and average selling price to an EVA target that includes a ‘tail’ to the 

Profit and Loss accounts by means of a capital charge. However, the reports on a quarterly 

basis were the best possible to obtain from the information systems in place. This was caused 

by the lack in detail in data to calculate EVA, for instance regarding variable manufacturing 

costs and various cost allocations. This resulted in additional manual efforts to calculate EVA. 

Currently (2004), various building blocks are in place that were manually developed in Excel 

spreadsheets for the EVA calculation, like for instance cost allocations, but need to be linked. 

Other priorities delayed this linking, like adding three Italian production facilities together to 

one and moving the IT center. 

 

In 2001 the position of ‘EVA coordinator’ was introduced to improve communication, reduce 

problems and have one office for all EVA issues to help and support BUs. To facilitate and 

enable communication about EVA, he set up an intranet-site where all employees could post 

questions or look for information. The site also included a top 5 and bottom 5 EVA 

performers-ranking, in order to motivate all units to perform and align the mindset with EVA. 

 

The coordinator also organized ‘value seminars’ where people from different BUs can meet, 

listen and discuss about issues related to EVA. The Chemicals group, for instance, organized 

for its BUs two special seminars devoted to ‘inventories’ and ‘receivables’. The reason for 

dealing with inventories first was that this item of working capital is entirely steered inside/ 

under control of the own organization. Receivables deal with outsiders (the customers), and as 

such is very diverse and poses more problems to control. The results of these seminars were 

clear-cut advice and proven expertise that can be applied by all units. Lessons learned were 

shared through the EVA intranet.  
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A ‘drivers game’ was another achievement of the EVA coordinator. It is played by employees 

throughout the corporate hierarchy to gain insight into the effects of decisions on EVA. It 

illustrates for example warehousing problems, investment decisions, and discounts/payments. 

It uses drivers templates tied to certain functions (e.g., sales, distribution, purchasing, and 

investment/ outsourcing) as depicted in a value tree. Figure 5.4 shows an example of a drivers 

template. 

Figure 5.4 Template from drivers game 
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Another accomplishment of the EVA coordinator was a brochure for all employees in plain, 

non-technical, language. That way the thoughts behind the decision for, the calculation of and 

concepts behind EVA were clearly communicated to everyone.  

 

In 2001, Akzo Nobel linked remuneration with value creation for higher management, rooted 

in EVA improvements. The target EVA-improvement is based on expectations of the share 

prices (Market Value Added), and varies over the years depending on the circumstances. 

Expectations are derived from the (average) level of the share price at a certain point in time, 

and calculated each year. The target is set on a rolling basis with a 3-year target window61.  

Regarding payment of this variable remuneration, Akzo Nobel introduced the ‘bonus bank’. 

Intervals are set to determine the rate at which a bonus is earned (positive or negative) 

compared to the deviation with the set EVA target. Details on this calculation were not made 

available by Akzo Nobel. Approximately 85 per cent of the managers will remain in this 

interval; others can fall in the extreme zones (positive or negative). All bonus awarded is 

transferred to the bonus bank, out of which 50% is paid each year. This results in an average 

bonus bank ‘fixing’ of about 5 years of any annual contribution, assuming targets are met 

annually (so it takes about 5 years for any contribution to be paid out, progressively)62. 

 

 
 
 
 

 

The 2003 annual report made notice of the link between Board of Management remuneration 

and EVA-performance, in order to encourage EVA-based behavior by a strong focus on 

capital effectiveness, efficiency, productivity, and competitiveness. The Supervisory Board 

reviewed the remuneration policy in light of the Dutch Corporate Governance Code to ensure 

competitiveness of the remuneration provided and to enhance long-term value creation. They 

suggested the following adjustments (2003 annual report): 

• The performance measure used to determine the number of options that vest is 

EVA on EVA invested capital (EOI; see below). The EOI targets are set 

annually by the Supervisory Board but will not be disclosed as they qualify as 

commercially sensitive information.  

• In 2004, a performance share plan will be introduced. In this plan the 

Supervisory Board grants a number of conditional shares to the Board of 

Management each year. The actual number of shares the Board of Management 

                                                      
61 In other words, at the start of 2003, targets for 2003, 2004 and 2005 are set. In 2003, a target for 2006 

is added, to ensure that at the start of 2004, 3 years of targets are known (2004-5-6). These targets 
are annually set for the upcoming three years in order to have a consistent path. 

62 For illustrative purposes, I will provide the following example to explain this system. Suppose 
someone earns € 100 on his bonusbank in year 1, and nothing in the following years. Payout ratio is 
50%. This means that the manager will receive the following amounts: year 1: 50% of € 100 = € 50; 
year 2, 50% of the remaining € 50 = € 25; year 3, 50% of € 25 = € 12.50; year 4: 50% of € 12.50 = € 
6.25; year 5, 50% of € 6.25 = € 3.125; etc. This means, that after 5 years, nearly € 97 of the 
‘original’ € 100 has been paid out as bonus, hence, it takes about 5 years before a bonus bank’s 
contribution is fixed. 

1999 

Timeline: EVA linked with remuneration 

2003 
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will receive depends on the Company’s Total Shareholder Return (TSR) 

performance over a three-year period, compared with TSR performance of a 

specified peer group.  

 

The EOI ratio is defined as: 
CapitalEVA 

EVA
, where EVA Capital is the Invested Capital that is 

used for determining the capital charge in the EVA calculation. This way the size-difference 

of the various BUs is eliminated, said the EVA coordinator. The ratio is mainly for corporate 

use to have an indication of the development in the EVA.  

 

As of 2003, EVA performance is linked to the bonus of all Dutch employees. A variable 

percentage applies only to executives, and increases with the level of executive (links to area 

of responsibility, or function). Below executive level a fixed percentage applies. Details are 

not made available on this outside Akzo Nobel.  

In this system, management below executive level is subject to a remuneration system that 

depends on the BU. Large BUs with sub-BUs also have an EVA system. In one of Akzo 

Nobel’s BUs (responsible for 30% of the Pharma Group’s Sales), its local companies have an 

EVA-driver system, based on Sales, Consolidated Operating Income, Inventories and Trade 

Receivables. In addition, this ‘local’ system has an uplink to the BU. Therefore, in most cases 

a clear link with EVA is established, where possible by means of value drivers.  

According to the sub-BU controller, ‘the link between EVA and bonus was essential and a 

major incentive for the system. Otherwise, EVA would probably have moved to a second 

order. The link makes people much more receptive for the concept.’ It therefore ensured a 

change in mindset to use capital efficiently among all employees, instead of restricting this 

understanding only to higher managerial levels. Since the new incentive plan involved all 

employees, unions were informed about the system and agreed with its implementation. 

In the case of for instance the BU DCE’s Italian country office, only local top management is 

eligible for the bonus, while as of 2004 it was planned that an EVA-incentive should also be 

applied in the remuneration of the next hierarchical level – the area managers. 

 

The primary thought behind the implementation was, as the EVA coordinator told, that 

‘managers are not expected to manage their EVA, but their business. For that matter, value 

drivers provide the necessary insight into how value is created. In the beginning there was 

some gaming, in a sense that costs were reduced on a one-time basis, and creditors were paid 

later. Now the emphasis is put on more structural value creating activities.’ The EVA 

coordinator continued in this respect: ‘Gaming can be done only once; this results in a one-

time EVA increase. To maintain that EVA level (and avoid a EVA decline), gaming must be 

repeated year after year, which is not possible anymore after a while. Therefore, the only way 

to structural EVA-growth is to focus on growing the business. Efficiency improvements will 

obviously always contribute towards a higher EVA growth.’ 

 

A particular item Akzo Nobel also initiated to create and maintain awareness for EVA and 

keep employees at all levels alert to EVA opportunities, is the ‘EVA-award’. This award is 
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conferred upon the employee (below senior executive level) who comes up with the most 

appealing EVA idea. The winner is mentioned in the annual report. 

 

5.5 VBM AND CONTROL 

 

The previous section described how Akzo Nobel calculated its EVA and the implementation 

process. Key aspects in the implementation process were simplicity of the calculations and the 

link with remuneration. Due the autonomy of BUs, the introduction of an EVA-coordinator 

streamlined communication and initiated concepts to improve EVA understanding, 

particularly with the focus on value drivers.  

This section will continue with how VBM affected control. 

 

In using EVA for performance management, targets are based on EVA-growth instead of 

absolute EVAs. Akzo Nobel acknowledges that way that EVA is a historical measure. The 

targets are determined on expectations as set out in the strategic plan. Based on the 

assumptions made in the corporate’s strategic plan, EVA growth targets are determined for 

the Groups. These are subsequently translated into EVA targets for the BUs. It is then their 

responsibility to realize these targets in translating them to sub-BUs. 

  

Every quarter, BUs submit statements over the past quarter and rolling forecasts for the 

following three quarters. In the fourth quarter of each year a three-year strategic plan is 

submitted. Corporate headquarters still receive monthly information on how BUs perform, but 

formal presentations are required once every quarter. All information is focused on EVA 

(specifically, changes in EVA), while lots of ‘traditional’ ratios (e.g., Return on Sales and 

Return on Investment) provide extra information since, according to the EVA coordinator, 

‘these can be more or less be considered as value drivers.’ 

However, on sub-BU level managers still apply traditional budgets. Starting point in this 

budgeting process is not that the EVA must improve by EUR X, and that this results in 

making plans. Instead, the order still is that a plans exist, and the impact on EVA is 

considered. Hence, sales and profits are the driving forces in a bottom-up sequence within the 

organization, i.e., from departments up to sub-BU’s management. Nevertheless, when the 

plans are added together, they must meet the BU’s EVA target. 

 

Akzo Nobel regularly evaluates the added value of the composition of their portfolio in a 

pragmatic way, driven by their value creation principle.  

Underperforming BUs (EVA<0) have no strict time limits to realize positive EVAs before 

being divested. The EVA coordinator explained that such situation may hold for 2-3 years, 

but that is up to the Board of Management. In the past years many underperformers showed 

substantial EVA improvements, and hardly any units were sold for that reason.  

Because rating agencies scrutinize Akzo Nobel for their debt rating and require it to reduce 

debts, three well-performing Chemicals units are about to be divested (in 2004). The EVA 

coordinator told in this respect: ‘The funds that are released by the upcoming divestment of 

three BUs will mainly be used for reducing debt, but part of it will also be invested in 

businesses that yield high EVAs. The same counts for the product portfolio in general: if 
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products do not fit in the corporate portfolio (because it was for instance part of a larger 

acquisition) they will be divested and the released funds will be invested in products/BUs 

with high EVAs. In that respect, the product portfolio is managed more actively with the 

implementation of EVA than before.’  

In that view it is noteworthy to mention that Akzo Nobel changed the name of their ‘Mergers 

and Acquisitions’ (M&A) department into ‘Divestments and Acquisitions’ (D&A) in 2003.  

 

EVA blended perfectly with the organizational structure, in the sense of entrepreneurship, 

accountability and controllability. The EVA coordinator stated: ‘To successfully implement 

EVA in an organization, it is important to give elaborate decision rights to all relevant levels 

in the organization. One cannot steer on EVA if local management cannot influence their own 

EVA growth/level. At Akzo Nobel, this amount of autonomy was already largely available in 

the units, therefore implementing EVA could happen seamlessly as it fitted the organization 

reality.’ He continued: ‘BUs and sub-BUs are completely independent in their course to 

follow, within the framework of investment policy and agreed-upon strategic plans. It is 

therefore their own choice to manage on, for example, sales, costs, inventories, working 

capital, and proposed investments. Subsequently, the general manager of a local company 

[operating company] is responsible for his local sales and profitability. He can manage these 

with for instance the composition of his product portfolio, pricing policy, or inventory level. 

He may for example choose for more security and hold higher safety stock, leading to a 

higher inventory ratio. However, this results in a lower bonus. Or he may choose for the 

opposite and try maximizing his bonus. That is his decision. Decision rights need therefore to 

be directed to the right places, if you want to manage someone on EVA. If a person has not a 

single bit of influence on his own performance parameters, you can hardly expect him to be 

motivated to create value, if he already knows how to do that at all.’ This allowed 

management to take the proper actions to improve their EVA, without interference of higher 

managerial/executive levels. 

 

The various units became that way also more conscious of capital. The EVA coordinator 

illustrated this by stating that less investment-project proposals are submitted, since all 

investments need to have positive EVAs (with the exception of health, safety and 

environmental projects). EVA is built in the ‘Project EVAluator tool’63 which use is 

mandatory to request approval of investments throughout Akzo Nobel for investments above 

€ 80,000. A minimum DCF cutoff rate is aimed for, and EVA provides some extra insights in 

the value creation (or destruction) on a yearly basis, as well as the effect from the terminal 

value (if present). This insight is provided by means of a Profit and Loss framework and 

capital charge.  

 

For illustrative purposes, Figure 5.5 provides excerpts of the EVAluator tool. 

                                                      
63 The ‘Project EVAluator Tool’ is an Excel spreadsheet developed by the EVA coordinator. 
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Figure 5.5 Excerpts of EVAluator spreadsheet 
 

Additionally, investments are subject to approval by different levels in the organization, based 

on an approval schedule and depending on the investment amount64. For major investments 

with negative EVAs in the early years, the Major Investment Relief65 was introduced. 

 

To control working capital, as part of invested capital, the BU DCE uses a percentage to 

express the relation between working capital and sales, the controller said. This ratio is 

defined as: average working capital / average sales. When looking for example at the Italian 

country office of this BU, it has its own administration, P/L account and balance sheet 

accountability. It is therefore considered to be a complete and fully fledged EVA center with 

EVA accountability.  

Primary focus used to be on the P/L account and working capital development, whereas the 

implementation of EVA added fixed assets to this focus. In 2004, for instance, the target for 

the working capital ratio was set at 19% for this specific country office, coming down from 

28% in the mid 1990’s. This ratio amounts 20% for the entire BU DCE (BU’s guideline and 

                                                      
64 Investments below € 500,000 can be approved by BU management, between € 500,000 and € 1 m. by 

the Group’s Board member, between € 1 m. and  € 2.5 m. by the Board member and the CFO, 
between € 2.5 m. and € 10 m. by the full BoM, and investments above € 10 m. require approval by 
the Supervisory Board. 

65 The Major Investment Relief is explained in a previous section, when discussing the calculation of 
Akzo Nobel’s EVA. 
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calculated over a rolling 12-months-period), unless new breakthroughs occur that can lead to 

substantial working capital reductions66. 

 

The sub-BU controller stated: ‘The total package of performance indicators include both 

financial and non-financial measures. The distribution sector, for example, measures ‘service 

level.’ Can an order that is received be executed and delivered promptly?’ However, the 

indicators are not directly related to the implementation of EVA, but are based on general 

performance management premises, although they do contribute to value creation eventually.  

In this respect the sub-BU controller acknowledged that it is easy to measure, but the follow-

up is often more difficult, for example regarding ‘customer satisfaction’. To narrow this gap 

between measurement and management, Akzo Nobel has started the project ‘Value Chain’ in 

2004. This project reviews all steps in the value chain to see how the value develops 

throughout the chain. That way, it is scrutinized which activities and indicators need to be 

measured, and subsequently managed in order to add value. 

 

Non-financial measures are also included in Akzo Nobel’s company-wide remuneration 

system. They are included in the so-called RAB-part (Resultaat Afhankelijke Beloning –  

results depending rewards) of remuneration, alongside the EVA-based remuneration. The 

RAB comprises a number of department-specific non-financial targets. These targets are 

annually agreed upon between the head of a department, after consultation with the members 

of his department and his superior.  

 

When looking at communication, the Italian country office of the BU DCE states its financial 

overviews in Italian, but uses international definitions. That way language is no obstruction 

for understanding the EVA principles and calculations for employees throughout the BU.  

The financial overviews are drawn up under the country office management’s responsibility, 

and have a uniform format for all sales areas in the following order: figures previous quarter, 

‘year-to-date’, budgeted amounts, amounts previous year, and actuals for this year. The 

overviews also give, for example, the average net price per liter paint. This way an internal 

benchmark is created resulting in exceptions to be noticed immediately, and managers are 

expected to explain these exceptions. Consequently, actions can be taken when required. 

The EVA-amount is not provided for each quarter individually, but only on a ‘year-to-date’ 

basis. Primary reason for not providing quarterly EVAs is that this industry has strong 

seasonal effects. Nevertheless, quarterly EVAs are considered, said the sub-BU controller. 

He explains that the financial overviews show two flows coming together: area operating 

income and capital. Capital is in the case of area managers defined as total working capital: 

                                                      
66 A working capital reduction in this BU (DCE) was for example partly realized by means of using 

‘consignment stocks’. These are inventory that are physically present at Akzo Nobel’s production 
sites, but are still the supplier’s economic and legal possession. Therefore, they are no part of Akzo 
Nobel’s working capital, while they are at their direct disposal. The moment Akzo Nobel uses the 
inventory, it is booked and invoiced by the supplier. Just-in-time delivery appeared to be too risky, 
for example as a result of traffic. With this system Akzo Nobel faces less risks, since the supplier 
looks after stocking the inventory, the inventory levels, and guarantees availability of inventory. He 
invoices when goods are used, whereas the same terms of payment apply. This system is used in the 
Netherlands and Italy, and was to be introduced in Spain and Sweden (at the time of the interview 
with the sub-BU controller in 2004). 
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inventory and accounts receivable, with a separation between paid/not expected to be paid. 

This allows insight into the development of the accounts receivable, an important item for the 

area managers to control. 

These overviews were not the result of VBM. How the amounts on the overviews can be 

traced back to details, was however specifically added for EVA purposes. 

 

Allocation keys for indirect costs are held simple on purpose, and are for instance for the 

Italian country office of DCE – in principle –  based on a percentage of net sales. On the other 

hand, costs of Customer Service (at Milan Headquarters) are allocated on the number of 

customers. Or, as the sub-BU controller said, ‘to some extent activity-based.’ He continued: 

‘This way area managers gain good insight into how they can manage their costs. It 

distinguishes dedicated costs and costs that can be influenced by the managers, like for 

example telephone and company cars.’ 

 

In the area of Human Resources, a key item in Akzo Nobel’s VBM system as noted in the 

previous sections, the 2004 annual report states (p. 59): 

 
The new Performance & Development Dialog (P&D Dialog) program, which is 
based on best practices from various business units and outside organizations, 
was launched in December in all business units. The new program includes six 
core Akzo Nobel competencies67 which will help embed our values and business 
principles (…) in each employee’s daily work and behavior.  

 

It is expected that the targets as agreed upon in this P&D Dialog will be linked to a personal 

performance reward, according to the EVA coordinator. As it takes time to realize that link 

(for instance due to agreements with unions), the previously mentioned RAB is still used. 

 

Table 5.3 shows a comparison in the characteristics of the Management Control System 

before (from the section ‘Pre-VBM era’) and after implementation of VBM.  

 

Characteristic Pre-VBM VBM 

Organizational structure Flat decentralized BU structure. 
For coherent policy, certain 
functions are centralized 

Idem 

Management style BU has authority, but based on 
corporate directives from Board 
of Management 

Idem 

Power of decision BoM delegated authority to 
Board Committee per Group, 
based on internal authority 
schedule 

Idem 

Communication BU reports directly to Board 
Committee or BoM 

Idem 

                                                      
67 These competencies are: Results Orientation, Customer Focus, Quality Commitment, Innovation, 

Teamwork and Commitment to Values. 
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Strategy development Based on development of 
entrepreneurial spirit of 
employees and bottom-line 
thinking, rooted in plans 

Idem, although extended with 
stronger portfolio management 
based on value creation 

Determine targets BoM sets targets for BUs on 
financial results 

Idem, but on one company wide 
measure: EVA 

Resource Management According to budgets and 
develop human resources – 
share knowledge and best 
practices 

Idem 

Budgeting process Based on corporate plans and 
targets, below BU own 
responsibility 

Idem, but extended with rolling 
forecasts covering 3 quarters 
ahead 

Performance measurement Financially oriented, 
encouraging taking risks  

Focus on value drivers, but still 
encouraging taking risks 

Management reporting Responsibilities laid down in 
Letter of Representation 

Idem 

Performance-based 

remuneration 

Objectively determined on 
financial results 

Result-depending rewarding, 
rooted in EVA(-drivers) 

 

Table 5.3 Characteristics of Management Control System before and after VBM 

implementation 

 

5.6 EFFECTS 

 

Now that the reasons for managing for value, the EVA-metric, implementation process and 

control system have been described in the previous sections, I will continue with the effects. 

 

With EVA, a consistent focus and common language was introduced across all BUs (despite 

the wide variety in activities), compared to a range of measures that were used before (e.g., 

ROI, ROS). As a consequence, more attention was paid to working capital, in order to achieve 

‘profitable growth and sustainable profits’, as the EVA coordinator mentioned.  

Both at higher and lower hierarchical levels employees consider what contribution to their 

unit’s EVA is made with their actions. The EVA coordinator noted that the employees act 

more entrepreneurial, albeit that implementation of EVA did not change much, since that has 

always been encouraged by Akzo Nobel. 

In the first years after implementation, capital consciousness and change in mindset had not 

been fully internalized, even after some training. The EVA coordinator explains this with a 

very stable unit, that contributed in the profits of the BU for years. But as they showed no 

EVA growth, they were surprised to see their bonus totaling to less than their ‘expectations.’ 

This provided an incentive to better understand the VBM system and get the organization 

shaken up to focus on improving performance. The sub-BU controller illustrated this 

awareness and mindset (given his Italian experience) by managers who are asking more 

questions about the individual lines in the profit and loss account. They also feel that adding 

one Euro to the bottom line yields about 60 cents (with a tax rate assumed to be 40% - for 

illustrative purposes), while reducing working capital with one Euro yields only eight cents 

(savings on the capital charge – the 8% cost of capital). Priorities have been set sharper, stated 

the sub-BU controller. 
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Besides, the managers anxiously check their EVAs on the financial overviews, although they 

understand very well that the lines above the EVA-figure are the drivers they need to manage. 

As the sub-BU controller added: ‘The first time the EVA reports were handed-out to the area 

managers, an atmosphere like at high school when the report cards were handed-out, filled the 

room. At first instance, they checked how high their EVA was, and then the growth.’ 

Financial overviews from the Italian area managers show that accounts receivables have been 

reduced sharply. 

 

From the annual reports can be concluded that working capital had decreased (specifically, 

accounts receivables and inventories). However, as the EVA coordinator explained, ‘it can 

always get better. For Chemicals and Coatings it is evident that the pressure on working 

capital is high. Their pre-tax return on invested capital is fairly low: 11.5% and 20.0%, 

respectively. This pressure therefore certainly counts for Chemicals, when compared to the 

after tax cost of capital of 9%. Especially compared to Pharma with its return on invested 

capital of 30.5%. On the other hand, working capital of Pharma should be brought down. 

After all, reducing working capital is always good, as it results in lower financing demands, or 

it provides higher investment opportunities. Obviously, there will be some limit as it is hardly 

possible to even imagine functioning without inventories. Over the whole of Akzo Nobel, net 

working capital exceeds € 3 billion, a massive amount! If only 10% reduction could be 

obtained, we would free-up € 300 m. of cash! However, in Pharma’s line of business this is 

hard to accomplish since there are only few incentives at hand. First, this group is still very 

sales oriented, meaning that they accept high inventories to fulfill orders. Second, the cost of 

capital is too low compared to their returns. Their after-tax return is about 25%. Compared to 

a WACC of 9% this is very high, and as such the WACC provides less incentives to save on 

working capital. They fear losing sales from out-of-stock situation, even though both drivers 

could be perfectly combined. Third, which is probably most evident – this industry is highly 

regulated. They cannot easily change their working environment, since many things (like for 

instance the General Manufacturing Processes and General Purchasing Processes) are subject 

to strict guidelines. New production facilities or equipment and workflows are scrutinized by 

the US Food and Drug Administration (FDA), and for that reason it gives them less 

opportunities to bring down inventories or working capital.’  

 

When looking at the allocation of resources, the choice for three different industries in the 

corporate portfolio implies that in all three groups should be invested. Capital intensive 

industries with mediocre returns, like Chemicals, invest less according to the annual report 

(capital expenditures/depreciation) compared to the other two groups. Based on the figures, 

the EVA coordinator said that one might conclude that the better EVA performing units are 

allocated more resources than the lower EVA generating units. The 2004 annual report stated 

in this fashion (p. 4): 

 
In 2005 we will further streamline the Chemicals portfolio in order to 
competitively realign the business for growth, profitability, and leadership 
positions in selected markets. These efforts will result in a smaller portfolio that 
is stronger, creates more value, and is better structured to meet our financial 
expectations.  
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The sub-BU controller felt that, generally speaking, investments faced more pressure leading 

to a reduction in total investments. He questioned, though, whether this is due to the 

application of EVA or the capital markets’ close eye on Akzo Nobel’s credit rating. He also 

noticed that he never saw the statement again which was expressed when rolling out EVA, 

that ‘capital is plenty available, but it is expensive.’ In his view, even for a good project it is 

difficult getting approved.  

In his experience, EVA resulted in a higher awareness for the balance sheet, with the 

consequence that decisions are often scrutinized for its effects on the EVA. 

 

In view of the increased awareness for the balance sheet, and more specifically invested 

capital, the EVA coordinator told that production and site rationalization also became 

common practice, especially in Coatings where equipment is easy to move. This is also 

illustrated by one of the ‘priorities’ that caused the delay in including the EVA calculation in 

the regular information system in Italy, when three production sites were added together to 

one, as mentioned in the section on ‘Implementation of VBM’. Besides, the EVA coordinator 

told: ‘EVA had a positive impact on this, due to the increased awareness for invested capital. 

Capital has both decreased and is used more intensively. Several Coatings site rationalizations 

have been realized because of EVA reasons/pressures.’  

 

However, communication between departments (thus, intra-BU) can still be improved. The 

EVA coordinator gives the example of someone who is aware that inventories should go 

down to increase the EVA, but does not consider the fact that this may lead to more 

purchasing orders, leading to additional costs that eventually may lead to a lower EVA. 

Departments do not yet cooperate and communicate sufficiently to consider the entire picture 

of the value chain. The EVA coordinator admitted that management reports need to be 

developed to provide this picture to management, to stimulate awareness of the impact of a 

department’s actions on other departments. This shows, he told, that communication is very 

important. It can be improved by for example frequent meetings with managers throughout 

the entire value-chain. 

 

Recently [2004], a couple of units at Akzo Nobel started a pilot by introducing Activity-based 

Costing in conjunction with EVA. To each activity a capital charge is added, so that insight in 

the profitability of products and customers is gained. This ABC-based information sometimes 

confirmed what management knew or suspected, but is now proven with quantitative 

evidence. In other cases, the information surprised management with respect to profitability of 

certain customers or products. However, at this stage it is more for their own information than 

that it is effectively used in decision making. 

 

From data retrieved from the Reach Database, Akzo Nobel’s 2003/2004 Annual reports, and 

Yahoo! Finance, Akzo Nobel shows mixed results (see Figure 5.6): working capital increases 

over time as a result of a sharp decrease in short term borrowings in combination with a sharp 

increase in cash, adjusted close price of the shares decreases (adjusted for dividends and 

splits; chosen for its consistency over the years as a result of share issues and splits over the 

years), but EVA and net result perform positively.  
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Performance indicators Akzo Nobel N.V. 

 1994 1995 1996 1997 1998 1999 2000 
(EVA) 

2001 2002 2003 2004 

Net Working Capital 1499 1472 1259 1720 667 707 1490 1240 2152 2859 3740 

EVA      270 490 515 482 520 430 

Share price* (adj.) 43,84 40,60 51,63 76,48 74,82 43,58 50,05 44,16 27,40 29,38 31,38 

Net result 512 523 532 684 532 189 947 671 818 602 856 

* Dec 31st close price adjusted for dividends and splits 

EVA 2002: changed treatment of pension costs 
EVA 2003: revised treatment of nonrecurring items 
 

Figure 5.6 10-year overview of selected performance indicators (Sources: Reach 

Database, 2003 and 2004 Annual Reports, Yahoo!) 

 

5.7 RECAPITULATION 

 

1. What are the reasons to implement Value-based Management? 

The reasons were: (i) to obtain a sharp focus on capital, due to some major acquisitions and 

increased pressure of the capital markets, (ii) to encourage entrepreneurial behavior, and (iii), 

albeit to a minor extent, the lagging share price of the company compared to the market index. 

 

2. Which metrics are used? 

Akzo Nobel uses EVA as single value measure throughout the organization. To be applied in 

operational performance, calculations are held as simple as possible on purpose in order to 
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direct attention to the value drivers rather than the calculation. For that reason, it links the 

EVA calculations as tight as possible to the internal Management Information System. At 

corporate level Akzo Nobel applies adjustments for taxes, major investments and operational 

leases (in 2005 an adjustment for ‘exceptionals’ was abandoned to streamline EVA with 

invested capital). As Groups/BUs do not influence cash and pensions, adjustments for these 

issues have been made on those levels. The metric is also used for (dis)investments and 

capital allocation. 

Also for reasons of simplicity, one corporate WACC is applied despite the variety in 

activities. It is based on market values for equity and book values for debt. 

 

3. How is Value-based Management implemented? 

VBM was implemented with three pilots and the help of consultants. After these pilots had 

run for 6 months, the system was introduced company wide. Due to its strong decentralized 

structure, no inter-BU communication took place initially. To streamline communication and 

have one central office for EVA-related issues, the position of EVA coordinator was 

introduced. Attention was focused on a change in mindset and/or the calculation, depending 

on a manager’s/employee’s position. For control purposes, the calculations are depicted in a 

value tree to illustrate effects of operational and investment decisions on EVA. A ‘drivers 

game’ (developed by the EVA coordinator) is one of the examples that supports the 

introduction and that emphasized the attention for value drivers. Control is based on EVA 

(driver) improvements rather than absolute values. EVA (drivers) is linked with remuneration 

as part of the managers’ and employees’ results depending rewards. 

 

4. What are the effects on behavior and attitude? 

VBM blended seamlessly with the existing organizational structure, in the perspectives of 

entrepreneurship, accountability and controllability. The high level of autonomy in its 

decentralized structure realized a seamless implementation within the framework of 

investment policy and strategic plans. Managers and employees became more capital 

conscious. 

 

5. What are the effects on decision making? 

EVA realized a common language across the organization against which performance can be 

compared. Investments need to yield positive EVAs, which is supported with the required 

application of the ‘EVAluator’ tool for investment decisions. Moreover, the balance sheet is 

included when making decisions and allocating resources: what are the effects on the EVA? 

Both financial and non-financial indicators are considered in decision making. Portfolio 

management gained considerable attention, as well as site rationalization. 

 

6. What are the effects on performance? 

After implementing EVA, a sharp rise in working capital was the effect as a result of an 

increase in cash and decrease in short term borrowings. The share price remained fairly stable, 

but EVA and net result perform positively. 
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Appendix 5.I Akzo Nobel’s Business Principles 
 
 

As described in the Company Statement it is Akzo Nobel's ambition to be the first choice of 
customers, shareholders, and employees, and to be a respected member of society.  

In the spirit of the OECD Guidelines for Multinational Enterprises, this document sets out the 
core values that should underlie the conduct of all Akzo Nobel companies in order to fulfill our 
ambition. In this respect Akzo Nobel's Business Principles apply equally to our business 
transactions throughout the world and to the individual behavior of employees in conducting 
Akzo Nobel's business. This document also brings together the main Akzo Nobel 
responsibilities for other specific policy areas.  

The Business Principles leave Business Unit Management and Country Management free to 
specify further local rules of business conduct, provided such rules are consistent with our core 
values and with safeguarding Akzo Nobel's good reputation worldwide. 

It is the responsibility of the Board of Management and each Business Unit Manager to ensure 
that Akzo Nobel's Business Principles are communicated to and observed by Akzo Nobel 
employees. In addition, Akzo Nobel regards the application of its Business Principles of prime 
importance in decisions to enter into or continue relationships with contractors and suppliers, 
and to participate in joint ventures.  

1. Core values 

Akzo Nobel strives to meet high standards of performance and behavior based on the 
Company's core values of business conduct. These core values are:  

• entrepreneurial spirit  

• personal integrity  

• social responsibility. 

2. Responsibilities 

Akzo Nobel is committed to creating long-term value for its customers, shareholders, employees 
and society, recognizing that sustainable profit is essential for the continuity of its business. 

We will focus our efforts on the success of our customers. In this respect it is our responsibility 
to provide customers with products and services that offer value in terms of price and quality, 
and that meet high health, safety, and environmental standards. 

We will provide competitive returns on our shareholders' investments. In this respect it is our 
responsibility to take due account of the expectations of our investors.  

We will create an attractive working environment for our employees. In this respect it is our
responsibility to recruit, hire and promote employees on the sole basis of suitability for the job, 
to stimulate their individual and professional development, and to provide safe and healthy 
working conditions. It is also our responsibility to prohibit harassment of any kind and 
exploitation of child labor.  

We will conduct our activities in a socially responsible manner. In this respect we observe the 
laws of the countries in which we operate, support fundamental human rights in line with the 
legitimate role of business and give proper regard to health, safety and the environment 
consistent with our commitment to contribute to sustainable development.  
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3. Free Enterprise 

Akzo Nobel supports the principles of free enterprise and fair competition. The Company aims 
to meet customer's needs faster, better, and more distinctively than our competitors. To this end, 
Akzo Nobel will compete vigorously but fairly, and within the framework of applicable 
competition laws.  

4. Business Integrity 

Akzo Nobel insists on integrity and fairness in all aspects of its business operations. 

• Bribery and any other form of unethical business practice is prohibited.  

• Akzo Nobel employees are expected to avoid all situations in which their personal or 
financial interests may conflict with the Company's interest.. 

All business transactions shall be accurately and completely recorded in accordance with the 
Company's accounting principles and local laws and can be subject to audit.  

5. Community activities 

Akzo Nobel companies are encouraged to support community activities.  

• Akzo Nobel companies are to give their employees the opportunity to play an active 
role in societal matters - for example, through community or educational programs -
unless participation in these activities creates a conflict of interest.  

• Akzo Nobel companies are not to make payments to political parties, or their 
institutions, agencies, or representatives.  

6. Communication 

Akzo Nobel recognizes that, in view of the Company's scope of activities, the impact they have 
on stakeholders, and the public role the Company fulfills, proper communication is essential. 
Subject to any overriding considerations of confidentiality, Akzo Nobel companies endeavor to 
communicate with others in an open, factual, and timely manner.  

7. Compliance 

The Board of Management will not hold Management accountable for any loss of business 
resulting from compliance with Akzo Nobel's Business Principles, and will see to it that no 
employee suffers as a consequence of reporting a breach or suspected breach of these principles. 
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CHAPTER 6 HEIJMANS N.V. 

 
 

6.1 INTRODUCTION
68
 

 

Heijmans N.V. (henceforth: Heijmans) is selected for this research because of the following 

characteristics: industrial, listed, non-diversified and decentralized (see Chapter 3). The 

interviews (and follow-up contacts) were at corporate level held with the Finance Director 

and Corporate Controller69, and on division level with a Division Director and Director of 

Finance and Information Technology. This case is particularly interesting as it shows how 

important uniform definitions are in a decentralized organization. 

 

Heijmans is an international construction company. By the end of 2003 about 25% of its 

activities related to the preliminary stages (consultancy services, design and development), 

approximately 70% related to the construction phase and the remaining 5% related to the 

follow-up phase (service, maintenance and management). By 2008 Heijmans aims to realize 

approximately 35% of its income from operations at the beginning of the value chain, about 

45% in the construction phase and the remaining 20% in the follow-up phase. Its 2004 

revenues amounted approximately € 2.6 billion and earnings before interest and taxes (EBIT) 

increased from € 112 million in 2003 to € 115 million in 2004. Net earnings worked out at € 

75 million70 and were the same as the results in 2003. 

 

As of 1993, Heijmans is listed on the Amsterdam Stock Exchange (Midkap). Based on 86% 

of all shares outstanding, they are distributed among private investors (34%) and banks and 

institutions (66%) (situation December 31, 2004; 2004 annual Report).  

 

 
 
 
 

 

6.2 PRE-VBM ERA 

 

After the brief introduction, this section will describe how Heijmans evolved over the years 

and the main aspects in its management control system before it introduced value-based 

management. 

 

Set up in 1923 by the paviour Jan Heijmans, Heijmans experienced a wave of growth during 

the years shortly after the Second World War. Having completed a number of spectacular 

projects in Turkey and Persia, at the beginning of the sixties Heijmans decided to focus all of 

its efforts on the Dutch market. It was at this stage that the company first introduced its 

                                                      
68 The Introduction is based on the 2004 annual report and corporate website (February 3, 2005). 
69 The corporate controller left Heijmans at the end of 2004. I will however refer to him in this position. 
70 Earnings before extraordinary expenditure for fines related to the investigation into the building 

industry. In this investigation, Heijmans – among many other Dutch constructors, was prosecuted 
and found guilty for making mutual agreements about offer prices in the building industry. 

1997 

Timeline: pre-VBM 
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strongly decentralized organization structure. This decentralization was formalized in 1972, 

when the company changed its legal structure from a public company into a holding company 

with operating companies (OpCos), which were divided into divisions. Upon this 

reorganization, all fixed assets were centralized in a Central Facility Company (CFC). When 

needed, the OpCos could rent the necessary equipment and machinery. This way, they 

effectively had no capital, besides buildings (which, however, were also very often rented). 

Legally, the assets were the OpCo’s possession (having the operational responsibility), but 

economically they were the CFC’s.  

During the late 1970s/early ‘80s Heijmans experienced its second wave of growth, which led 

at the end of the eighties to the objective to become one of the top 5 companies in the Dutch 

building industry. In order to achieve this, the turnover had to top the one billion guilders 

(approximately € 450 million) threshold in 1993.  

 

Heijmans’ 2003 annual report stated (p. 26) the developments in construction in this fashion: 

 
The risks and responsibilities in the building industry used to be very 
straightforward. In the traditional relationship between the client, the designer 
and the construction company, the risks that fell to the construction company 
were relatively limited. 
… 
Over a period of approximately 25 years this has changed: since the beginning of 
the eighties the risks have gradually been transferred from the client to the 
construction company, yet the net earnings have remained almost the same. 
… 
As construction companies have accepted more of the risks for the same fee, 
their valuation on the stock markets has fallen – the increase in the market 
capitalization of construction firms was only half the increase in the Morgan 
Stanley Composite Index (MSCI) during the period from 1989 to 2003. 

 

As straightforward risks and responsibilities were in the past, just as straightforward was 

performance measurement. All divisions and OpCos were only managing the profit and loss 

account, specifically profits and turnover. This was also encouraged by realizing the initial 

target-turnover of one billion guilders, by means of both growth and acquisitions.  

 

Heijmans passed the one billion guilder threshold in fiscal year 1993. That year it also entered 

the capital market when its shares were listed on the Amsterdam Exchanges in September 

1993 (Midkap funds). As the Finance Director stated: ‘The listing was necessary to raise 

funds for financing the acquisitions, and maintain a sound solvency in order to secure 

independency – avoid a hostile takeover or supervision by banks.’ 

 

Revenue growth had for many years been a driving force at Heijmans, with setting new 

targets frequently. The one billion guilders turnover was for example followed by a NLG 1.2 

billion target for 1994, a NLG 2 billion target for 2000, and a NLG 3 billion target to be 

realized in 2002 (set in 1996 and adjusted in 1998 to NLG 4 billion – EUR 1.8 billion).  

 

In 1994 a new generation of computer systems was implemented to process financial 

information, leading to improved management information. It allowed constructors to have all 
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necessary information available on-site, while information provision to top management was 

strongly improved as well. This information gave management the opportunity to assess risks 

more accurately and reduce these risks where possible.  

 

On January 1st, 1995, Joop Janssen took office as Chairman of the Board of Management. He 

appeared to be an advocate of value-based management. His first annual report – over fiscal 

year 1994 – mentioned ‘shareholder value’ for the first time. However, nothing was explained 

yet about the concept.  

 

The 1993 listing was followed by share issues in 1995, 1998 and 2002 for the similar reasons 

as the initial public offering: raise funds for acquisitions and secure an acceptable solvency. 

The 1995 annual report stated in that fashion (p. 8): 

 
Financing the acquisitions can be effected by means of issuance of new shares, if 
necessary. Starting point in that decision is that earnings per share need to remain 
at least equal, so that acquisitions contribute to shareholder value creation from 
the start. 

 

The annual of 1996 report mentioned in the paragraph on risks and risk control, that ‘growth 

should again be accompanied with an increase in profitability per share and an increase in the 

economic value added. That way, the objective of increasing the value of the company for the 

shareholders can be achieved’ (p. 14). However, only as of 1997 a formal EVA-model was 

implemented (see next section). 

 

As of 1972, the organizational structure of Heijmans has changed only slightly, due to the fact 

that it has always remained a decentralized organization. Throughout the years the number of 

divisions has been reduced, as a consequence of activities that were added together in one 

division (divisions are rooted in activities or product/market combinations). Since these slight 

changes had a minor impact on the management control system in place, I will only provide 

Heijmans’ most recent structure, effective since January 1, 2005 (Figure 6.1). 

Figure 6.1  Organizational Chart 

Heijmans N.V.
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Heijmans IBC Property Development   
The activities of Heijmans IBC Property Development account for 26% of Heijmans’ total 
revenues. It initiates, develops and realizes homes and offices, industrial estates, retail 
premises, schools and health care institutions.  
 
Heijmans IBC Construction 
The activities of Heijmans IBC Construction account for 28% of Heijmans’ total revenues. It 
builds, restores, renovates and maintains homes and non-residential buildings, such as retail 
premises, offices, schools, health care institutions, stations and airports.  
 
Heijmans Infrastructure 
The activities carried out by Heijmans Infrastructure account for 25% of Heijmans’ total 
revenues. In terms of its organization, the Infrastructure division is divided up into clusters of 
companies that specialize in road building, concrete construction and hydraulic engineering, 
environment services, demolition and recycling, technical infrastructure, sports facilities and 
playing fields, infrastructure consultancy and development services, traffic technology, 
special technologies and (as of 1 January, 2004) industry services.  
 
Heijmans Production 
The Production division manufactures prefab hulls for the housing and commercial real estate 
markets, prefab concrete (elements), prefab brickwork and prefab roofing sheets and 
insulating plates, among other things. This division is discontinued in a few years (from 
2004). 
 
Heijmans International 
In 2004 the revenues of Heijmans International accounted for 17% of Heijmans’ total 
revenues. Outside of its home markets in the Netherlands and Belgium, Heijmans operates in 
Germany, and the United Kingdom.  

 

Below these divisions operate the OpCos.  

 

According to the Finance Director, Heijmans is the only Dutch construction company that 

split their property development and construction into two separate divisions. From a 

management control perspective, this split allows to distinguish the internal transactions 

between property development and construction (i.e., Property orders Construction to build 

homes/offices). That way, one can recognize what is realized internally and externally. If both 

activities were joint in one division, this insight evaporates. In addition, transfer prices are 

visible which allows to measure the profitability of both divisions more adequately. 

 

The general characteristics of Heijmans’ management control system are summarized in 

Table 6.1. 

 

Characteristic  

Organizational structure Decentralized but with Central Facility Company 

Management style Divisions have own authority 

Power of decision Corporate strategy, execution divisions’ authority 

Communication Division reports directly to Board of Management 

Strategy development Driven by revenue growth, later accompanied with risk control 

Determine targets Corporate targets, divisions’ responsibility 
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Resource Management Budgets determine resources 

Budgeting process Divisions do their own budgeting, based on corporate targets 

Performance measurement Financially oriented: turnover and profits 

Management reporting Focus on profit & loss account 

Performance-based 

remuneration 

Only Board of Management, determined on financial results 

 
Table 6.1 Characteristics pre-VBM Management Control System 

 

 
 
 
 

 

6.3 REASONS FOR IMPLEMENTING VALUE-BASED MANAGEMENT 

 

The previous section illustrated Heijmans’ development and decentralized structure, with the 

focus in control on turnover and profits. This section will describe the reasoning behind the 

introduction of VBM. 

 

Frontrunning VBM 

Since the early 1990s, the Division Infrastructure (formerly known as Division Environment) 

was critical towards the use of traditional performance measures. As a result of Heijmans’ 

decentralization, it had the liberty of including value creation in financial performance 

measures and key financial ratio’s. Around 1991, it started using cash flows as one of the 

drivers of performance, not only including profits and depreciation, but also capital 

investments. No adjustments were made to profit figures at that time, but the cash-based 

measure was used for internal purposes to judge whether activities yielded an acceptable 

return. Division management also discussed the costs of capital to assign to the various 

activities in their portfolio with different risk profiles, albeit that this discussion was not 

extended to the OpCos.  

 

Corporate VBM introduction 

One of the main reasons for Heijmans to implement VBM was for communication purposes 

towards the Stock Exchange. Heijmans had for many years a strong reputation in the area of 

external communication, ever since its 1993 initial listing on the Dutch Stock Exchange71. 

The company therefore realized that the listing introduced the capital market as a serious 

stakeholder in the company, with the need to communicate. The corporate executives were 

however aware of the fact that the link between EVA and share prices is questioned.  

 

                                                      
71 Heijmans has won several prizes on the strength of its investor relations policy, including the Sijthoff 

Award for its annual reports for 1996 and 2001. In 2003 Heijmans was the winner of the Rematch 
Investor Relations Awards, in the AMX-stocks category. The winners were determined on the basis 
of the results of the national IR survey. Portfolio managers, financial analysts and advisors, the 
financial press and private investors all took part in the survey. 

1997 

Timeline: VBM implementation 

2002 
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The second reason why Heijmans decided to manage for value was to create awareness for 

working capital, more specifically accounts receivable, inventory, and accounts payable. In 

the pre-VBM era, management was predominantly focused on the Profit and Loss account. 

However, by making employees aware of the costs of invested capital, attention was fueled 

for working capital management, and as a result for the balance sheet. Since Heijmans 

emphasized working capital when talking about VBM, it is often referred to as ‘working 

capital management’ rather than EVA. However, as the corporate controller said, ‘the two are 

linked very closely together.’ Besides, since most buildings were leased and equipment 

belongs to the CFC, local (operational) management has only limited means to influence 

EVA, effectively resulting in working capital as the only controllable component. 

 

The third reason is to some extent related to the first reason and based on pressure from the 

capital markets. As a result of the consecutive targeted turnovers of initially NLG 1 billion 

(EUR 0.45 billion) to currently [2004] EUR 5 billion, Heijmans acquired many companies in 

order to meet these targets. As a consequence of these acquisitions in the past 8 years, 

especially in 1996, and with guidelines from banks getting increasingly tighter, Heijmans 

acknowledged that it was ever more than before important to focus on invested capital. As the 

Finance Director told: ‘An important part of invested capital is working capital. Reduction of 

working capital has a number of positive advantages, like for example a lower cost of capital. 

A strong focus on EVA will be necessary in order to securely stay in the drivers’ seat, rather 

than the banks taking over control.’ 

 

In summary, the reasons for Heijmans to implement VBM were: 

• Communication to Stock Market 

• Create awareness for Working Capital 

• Pressure from Capital Markets due to the many (recent) acquisitions 

 

6.4 IMPLEMENTATION OF VALUE-BASED MANAGEMENT 

 

The previous section described the reasons why Heijmans introduced VBM. Similar with the 

previous two cases, I will in this section first discuss Heijmans’ VBM-metric, followed by the 

implementation process.  

 

VBM-metric: Economic Value Added (EVA) 

In their 1997 Annual report, Heijmans defined EVA as follows: 

  NOPAT -/- Capital Charge = EVA 

Where  NOPAT: Net Operating Profit After Taxes: adjusted operating profit -/-  

cash taxes 

  Capital Charge: Capital Base x Weighted Average Cost of Capital 

Capital Base:  Invested Capital, adjusted for Goodwill and off-balance sheet    

 liabilities (leases) 

  Invested Capital: Fixed Assets + Working Capital -/- Dividends 
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Upon implementation of Economic Value Added (EVA), four adjustments were made on 

corporate level to accounting profits and capital: 

• goodwill (is capitalized; it used to be deducted from shareholders’ equity in the year of 

acquisition, but will become subject to impairment as of 2005, when the IFRS become 

effective) 

• taxes (cash taxes) 

• leasing (capitalized lease obligations) 

• large ICT investments (capitalized and depreciated). 

The ICT-adjustment was abandoned in 2002, when the acquired Baan ERP-system was fully 

depreciated. Divisions apply three adjustments to the capital base: capitalization of goodwill 

(also becomes subject of impairment due to the IFRS), provisions (for example for 

maintenance and fines), and leasing. On OpCo-level only two adjustments are made, for 

provisions and leasing, since goodwill is irrelevant at that level.  

 

The lease obligations of the assets that are under contract with the CFC are capitalized on its 

own balance sheet. As a result of internal discussions, the assets are not allocated to the 

divisions and OpCos that actually use the assets. CFC is therefore regarded as a separate 

entity with its own EVA responsibility. The rent is expensed on the OpCo’s profit and loss 

accounts using the assets, while reported as revenues on CFC’s profit and loss account. 

 

When implementing VBM in 1997, each division had its own WACC (not to be disclosed for 

reasons of confidentiality) in addition to a corporate WACC. This corporate WACC was in 

1997 9.3%, and reduced to 7.9% in 1998 (Table 6.2).  

 

(figures express %) 1997 1998 

Risk free rate 5.5 4.0 

Risk mark-up for debt 1.0 1.0 

Cost of Debt 6.5 5.0 

Marginal tax rate Heijmans 35.0 35.0 

After-tax Cost of Debt 4.2 3.3 

   

Risk free rate 5.5 4.0 

Market-risk 4.2 5.0 

Beta Heijmans 0.96 0.93 

Cost of Equity 9.5 8.7 

   

Target Capital Structure (Equity/Debt) 95 93 

   

WACC 9.3 7.9 

 
Table 6.2 Calculation WACC for Heijmans (Source: Heijmans 1997/1998 Annual 

Reports) 

 

The target capital structure was based on the market values for debt and equity. The 

implementation of the IFRS therefore had its effect on this ratio, for instance as a result of 

capitalized interest, development costs, and pensions. The WACC is also important in that 

respect, since this rate is used for impairment purposes (for example regarding Goodwill). 



 

 146 

The annual reports over 1997 and 1998 also provided a WACC-benchmark. This showed that 

Heijmans had the highest WACC compared to its competitors (ranging from 7.2 – 9.2% and 

5.3 – 7.9%, respectively). Moreover, the annual reports compared the corporate WACC as 

calculated by 5 different investment banks (Table 6.3).  

 

Investment Bank 1997 1998 Remarks (figures expressed in  %) 

Enskilda 11.5 8.9 (replaced by ABN AMRO) 

Kempen & Co. 9.4 8.9  

Merril Lynch 10.0 9.5  

Rabo Securities 8.4 8.4  

Mees Pierson 8.0 8.6  

 

Table 6.3 Corporate WACC (Source: Heijmans 1997/1998 annual Reports) 

 

This overview shows a 3.5%-point difference (8.0 – 11.5% range) between the highest and 

lowest WACC calculations for fiscal year 1997, whereas the difference for 1998 had 

decreased to 1.1%-point (ranging from 8.4 to 9.5%). After 1998, no such figures were 

published anymore. 

 

The elements of the EVA calculation cannot be derived directly from the data given in the 

financial statements. It takes into account certain adjustments for which information is not 

publicly available, such as operational results from participations and cash taxes. 

Table 6.4 shows Heijmans’ EVAs since its implementation in 1997. 

 

 1997 1998 1999 2000 2001 2002 2003 2004 

EVA (in € m.) 14 13 10 51 64 -9 -3 20 
 

Table 6.4 Heijmans’ EVAs (Source: 2004 annual Report) 
 

As of 2002, only one corporate WACC was used throughout the company across all divisions. 

The corporate controller motivated this as ‘for simplicity and lack of necessity for complete 

accuracy.’ He told that ‘because there is no reward related to value creation and because 

decision making not only depends on whether or not value is created, a divisional WACC is 

not that important. Aim was to introduce the EVA principles to the divisions and focus on 

working capital. An internal discussion about the WACC makes no sense at that point.’ 

Both corporate executives and division executives stated to prefer different WACCs based on 

the activities of a division, since they face different risks. The specific WACCs would make it 

easier to evaluate which activities really add value. Regarding its relevance, the division 

Infrastructure director thought – intuitively – that the spread between the lowest and highest 

WACCs within his division may be around 4%. 

 

A problem that Heijmans experienced and of which it was aware, the corporate executives 

said, was that different definitions were used between corporate EVA reporting (like in the 

annual report) and the various divisions. These different definitions existed because the 

divisions were of the opinion that the corporate EVA model (‘HEVA’ – Heijmans EVA) 

incorporated too many complicated adjustments. Therefore, it was not clear to operational 

management what the figures said, for instance regarding adjustments for leases and goodwill. 
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Consequently, the Finance Director stated, ‘it was not possible to add the various divisional 

EVAs to equal Heijmans’ EVA.’  

Internally, the divisions required a strongly simplified calculation, focused on working capital 

and as much as possible related to the models they were already familiar with.  

 

The division executives agreed with the corporate executives that it would be desirable to 

have one uniform Heijmans model, which is equal across all divisions for about 90%. 

Considering some specific circumstances of the divisions, the model may be slightly adjusted.  

At the time of the first interviews (end of 2003), it was Heijmans’ intention to introduce such 

newly defined EVA-model for all divisions. Simultaneously the WACC would be revised, 

specified to activities and Product-Market-Combinations. It would then also take the different 

risk profiles into account. Although the corporate executives realized that this may lead to 

more complex calculations, they also wondered whether it is necessary to involve everybody 

in the technical aspects of the calculation. The increased complexity would only affect higher 

management, while middle/operational management was guided in their decisions by the 

(operational) value drivers. What the Finance Director and former corporate controller 

considered to be most important, was that employees ‘are aware of the thoughts behind the 

calculations. That they act in accordance with the ratio behind the calculation, rather than 

concentrate on the calculation.’ 

 

Implementation process 

Heijmans officially implemented VBM in 1997, following a year in which a high number of 

acquisitions was effected. It published detailed essays on Economic Value Added (EVA) and 

Value-based Management (VBM) in its annual reports of 1997 and three following years. 

 

When implementing EVA, Heijmans allowed its divisions all freedom to implement it 

according to their own preferences as a result of its decentralized structure. For that reason, 

the primary concern in developing the EVA-model was to keep the calculations as easy as 

possible. With this simplicity, the model would be comprehensible for management at 

divisional and OpCo levels. On that occasion, some of the divisions developed a value tree or 

balanced scorecard, while others used no supporting tools.  

 

In these first years, EVA/VBM was only internally used for the calculation of the EVA per 

division. There were attempts to introduce the Heijmans EVA into the divisions. However, it 

never really gained foothold at lower levels in the organization since no consequences were 

linked to EVA-performances (neither in terms of financial gains – for instance by means of  a 

bonus, nor in terms of non-financial gains – for instance by means of promotion). The 

corporate controller and Finance Director concluded that this implied that a link in 

remuneration and EVA-targets, among others, should be taken into account for an effective 

EVA system.  

 

In Figure 6.2, part of a value tree for one of Heijmans’ divisions  is depicted72. Using this 

model, operational management gained insight into the impact on EVA, for example when 

                                                      
72 Division may not be disclosed for reasons of confidentiality. 
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reducing accounts receivable or if absence due to illness would increase. The corporate 

controller said: ‘The divisions acknowledge that this is a nice and educational model to find 

out about the effects of decisions.’ The division executives themselves also recount that they 

were satisfied with this model and this approach. As a division director stated: ‘The emphasis 

is on the drivers and the thoughts behind them, rather than the calculation. A value tree with 

turnover and balance sheet shows for example how the value driver ‘Absence due to illness’ 

affects the cost price, while the number of days outstanding influences the accounts 

receivable. Then you can see how these drivers have impact on the EVA. This is a sheet that 

is shown at courses and is comprehensible, instead of talking about Stern Stewart’s 160 

possible adjustments. Discussions should not be centered around the calculations, but around 

the concepts. That way, employees know that they need to create value rather than have to 

pay investors. With a value tree, this awareness is immediately born.’ 

Figure 6.2  Division’s Value tree 
 

A considerable number of executives was trained, including corporate management, division 

management, and directors and controllers of OpCos. In the early years of VBM the EVA-

model was also discussed in so-called ‘management days’, held twice a year. 

As of around 2000, EVA is structurally incorporated in several training programs that are 

offered to Heijmans’ employees, either organized in-company, or in conjunction with external 

parties73. As the division executives explained: ‘EVA is not an aim, but a means; a part of the 

                                                      
73 These programs cover many subjects, like human resources, strategy, and marketing. EVA is part of 

the Finance course, which is scheduled at the end of the programs. This shows that all previous 
courses are encompassed in and have impact on the financial statements and eventually EVA. 
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total picture. Management of operating companies are trained in various disciplines, among 

others finance, in which they cover subjects like for example reading the balance sheet, cash 

flows, and compare annual reports of other construction companies. That way, they learn how 

the cash flows go. Eventually, all the pieces of the program fit together in EVA. Despite it 

comes at the end of the program, it is obviously not just ‘a part’. EVA, thus, is a means to 

illustrate and summarize the many advantages of VBM, because all kinds of operational 

aspects come together in that model.’ They continued: ‘The program clearly puts VBM in a 

wider context. Employees are taught, for example, that tighter working capital management 

leads to a better, more flexible competitive position, but that they should not do it because it is 

so good for their EVA. Or, from a human resource perspective, that employees enjoy working 

for a company with a ‘sound body’ and going concern because it is in control with its 

financials. This makes the company a more attractive employer to attract new personnel. 

These kinds of issues are covered in the programs.’  

According to the corporate executives, all training efforts contributed to a clear EVA-mindset 

at division management, directors of OpCos, controllers and financial management. It is the 

OpCo’s responsibility to implement EVA/VBM further down their own organization.  

 

Heijmans had no company-wide ERP system available that included EVA. According to the 

corporate executives this was hard to realize due to the many acquisitions. It used a company-

wide consolidation package, in which over the course of the years many requirements were 

included. The information systems in place contained all necessary information to calculate 

the EVA. The division executives stated in that fashion: ‘When a company is acquired, the 

standard Heijmans information system is implemented as soon as possible, albeit that the 

local bookkeeping system can still be used stand-alone. However, this requires that data from 

this local system needs to be imported manually into the Heijmans system.’  

Another reason why Heijmans did not include EVA in an ERP system is ‘to avoid that the 

companies are relating the EVA-model too much to the holding, and not focus on the thoughts 

behind the model’, said the corporate controller.  

 

Nevertheless, the holding executives felt that EVA was seen by the divisions and OpCos as a 

calculus-exercise imposed by the holding, without benefiting from the model itself. The 

corporate controller told: ‘A company-wide EVA definition exists, but operational 

management is more interested in the aspects they really control, like accounts receivable, et 

cetera, and therefore adapt the ‘Heijmans EVA’ to their own insights.’  

According to the division executives it was evident that ‘VBM is a dynamic system that needs 

to be scrutinized all the time in order to improve it. However, the main elements need to be 

applied consistently, of course.’ 
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Timeline: VBM use 

2002 2004 
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Although Heijmans communicated extensively with its shareholders about EVA and VBM in 

its annual reports from the start, it broke with this tradition in 2002. It only spent one 

paragraph on EVA, alike the following years (reporting negative EVAs over 2002 and 2003 – 

Table 6.4). Despite this shortfall and considerable reduction in EVA reporting, it was 

internally applied more than in the early days of implementation, but still not extensively. 

 

In 2003 a new attempt was made to have the principles and mindset behind EVA rooted 

deeper into OpCo-levels with the help of a value driver tree, by means of a pilot-study in the 

Property Development division. With running this pilot, the remuneration system was not 

adapted. However, as a result of the implementation of the IFRS and its demand on personnel 

capacity, the consequence was that only little attention was left to this new attempt in 2004 

and 2005. Therefore not much progress was made. 

 

6.5 VBM AND CONTROL 

 

In the previous section I described how Heijmans calculates its EVA. Its decentralized 

structure was evident in the implementation, as the divisions were given full autonomy in how 

they implemented EVA. However, this resulted in divisions adapting the corporate EVA 

definition and focus on calculations. As no positive or negative consequences were related to 

EVA performance, VBM did actually not surpass the level of a calculus exercise.  

This section will describe how EVA affected Heijmans’ management control system. 

 

In the 1997 annual report Heijmans mentioned reasons why it operationalized VBM. These 

reasons included, among others, that (p. 16): 

 
• it is relatively easy to understand and to apply; 
• it encourages employees of Heijmans to think and act as owners; 
• it correlates more accurately with market value than any other performance 
measure; 

• a common ground exists for decision calculations, performance measurement 
and communication; 

• VBM fits excellently with operational improvement efforts (success assumes 
continuous EVA improvements); 

 

From the interviews followed that turnover and profit remained the two key financial 

indicators in Heijmans’ corporate growth targets. Another reason why a P/L focus remained 

was that management and employees were not held accountable for EVA, albeit that the 

calculations were made for each division. Both corporate executives shared the opinion that 

this lack of EVA accountability was partly due to the missing link between value creation and 

remuneration. As a result, they felt that Heijmans only partly benefitted of its EVA/VBM 

system. The division executives told in that respect: ‘EVA is not used in remuneration. The 

only requirement is that it needs to be positive. Currently it is considered whether a 

performance-related compensation plan can be implemented. This issue is looked at for 

Heijmans as a whole, in order to make the circle round. You need to define very accurately, 

because otherwise you end up in discussions about issues that have been decided at holding 

level. When EVA is included in remuneration, what if EVA lags behind as a result of too 
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much equipment? If you rent or lease it, your capital charge is reduced and EVA increases. 

However, those are Heijmans decisions. You can adjust for such matters, but then you create 

a new industry around EVA. It speaks for itself that people who work harder should be 

compensated better, but that needs to be achieved with the right level of objectivity. Total 

compensation should be based on a total Balanced Scorecard.’ They continued: ‘A personal 

EVA target may be inappropriate. After all, if all goes well, is it the result of the individual or 

economic tide? This hinders such a remuneration system.’ 

 

The corporate controller also casts doubts ‘whether the remuneration system is the right tool 

in reaching your goals. It can help in realizing a target, but it can also have negative 

consequences.’ To date, Heijmans has no remuneration system for its employees that is linked 

to targets or results in either accounting or VBM (EVA/drivers) terms, with the exception of 

the Board of Management. Only to some extent a link with shareholder value is made with the 

reference of ‘the trend in share prices’ (2003 annual report, p. 16). No clear measurable link 

was made in meeting VBM/EVA-based targets. The Finance Director explained that EVA 

was considered to be too complicated, and the calculation was still subject to many 

discussions. The only specific financial targets were the 3% profit margin and the 18% Return 

on Capital Invested (Fixed Assets + Working Capital) for 2008, as mentioned in the strategic 

objectives (2003 annual report, p 7). 

 

In executing the strategy to realize these targets, Heijmans leaves the divisions and OpCos a 

free choice in using instruments or tools like the Balanced Scorecard (BSC). There is no 

corporate BSC, explained by the Finance Director by: ‘My boss always tells that if you apply 

the Balanced Scorecard, one thing is sure: you go bankrupt.’  

Some divisions and operating companies do use a BSC. A division director said: ‘You can see 

that EVA in conjunction with the BSC bring a few things together. A final financial result is 

achieved by means of the indicators in the BSC, which are the key value drivers. You see the 

financial results as expressed in EVA and the indicators in the BSC develop in joint harmony. 

This is how the OpCos are managed and it starts to pay off.’ The use of such instruments 

depend on the people who are in charge, recounted the Finance Director. 

 

The division executives stated that they expect a more intensive use of these instruments to 

manage towards the future. ‘If you manage on old (bookkeeping-based) measures, you have 

information about what happened, but it concerns a stage you already passed. You can learn 

from it, but you will lag behind,’ the division director told. Both executives did realize that 

EVA is also a historical measure, and that is some problem. For that reason they suggest that 

companies need to look at the EVA-drivers.  

 

The division executives did not have the impression that the OpCos actively help each other 

in improving performance. The OpCos do not exchange performance reports among each 

other, but they do know about each other’s results. It is division management that selects the 

best practices from operational management to share these with the other companies in their 

division. For example, if an OpCo has a good time schedule or system to control accounts 

receivable, this is communicated to the other companies. Companies do help each other if 
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they find out someone has a problem. As a division director said: ‘First they laughed if an 

OpCo had high accounts receivable, but they gradually change to solve such problem in a 

joint effort.’ 

 

Given the economic tide in 2003, which was slightly sluggish, the corporate executives 

realized that VBM should gain a stronger foothold in the organization given its attention for 

capital. Although the ambitions were present, other strategic priorities and limited personnel 

hindered this intention (like for instance the implementation of a new company-wide 

consolidation software package and the IFRS). Another reason for the ‘delay’ in a uniform 

outlay of EVA was that these executives also expected discussions with the divisions about 

the allocation of costs from the Holding to the divisions and the calculations of the WACC. 

They questioned what value such discussions add to the use of VBM, as it implies that too 

much attention is directed to the techniques rather than to the thoughts behind the techniques.  

 

Table 6.5 shows a comparison in the characteristics of the Management Control System 

before (from the section ‘Pre-VBM era’) and after implementation of VBM.  

 

Characteristic Pre-VBM VBM 

Organizational structure Decentralized but with Central 
Facility Company 

Idem 

Management style Divisions have own authority Idem 

Power of decision Corporate strategy, execution 
divisions’ authority 

Idem, later extended with 
approval by board member 

Communication Division reports directly to 
Board of Management 

Idem 

Strategy development Driven by revenue growth, later 
accompanied with risk control 

Idem 

Determine targets Corporate targets, divisions’ 
responsibility with authority 

Idem 

Resource Management Budgets determine resources Idem 

Budgeting process Divisions do their own 
budgeting, based on corporate 
targets 

Idem 

Performance measurement Financially oriented: turnover 
and profits 

Financially oriented, extended 
with value drivers but no 
consequences attached 

Management reporting Focus on profit & loss account Focus on P&L and working 
capital, documented in 
management contracts; later also 
non-financials and tighter due to 
assignment of board member to 
division 

Performance-based 

remuneration 

Only Board of Management, 
determined on financial results 

Idem 

 

Table 6.5 Characteristics of Management Control System before and after VBM 

implementation 
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Control has therefore not been focused on EVA/VBM as such, but predominantly on working 

capital, albeit an important value driver in the construction industry.  

 

6.6 EFFECTS 

 

The previous section showed that control was still aimed at traditional measures. On the other 

hand, awareness grows slowly but gradually to focus on working capital as most important 

value driver. A lack in accountability avoids effective use of VBM. Initiatives to embed EVA 

more firmly in Heijmans’ management control system did not gain foothold due to other 

strategic priorities such as the IFRS.  

This section will describe the effects of VBM. 

 

In assessing investments and acquisitions, the Discounted Cash Flow-method and Earnings 

Per Share-method are used. It appeared from documented acquisitions and investments 

proposals that these did not contain any information on value creation by means of EVA, even 

though Heijmans introduced and adopted EVA in 1997. As the Finance Director told: ‘The 

drive adheres to growth and grow bigger, where creation of economic value is only of 

secondary concern.’  

 

On division level, the executives mentioned that the Payback Period-method is applied as 

primary driver in investment decisions. In assessing acquisitions they did include EVA 

calculations but abandoned it. The division director said: ‘when using a ‘wrong’ cost of 

capital you pay either too much or offer too little. EVA was taken into account, but not used 

as decision tool.’  

Both corporate and division executives stated that acquisitions are assessed in terms of 

development in Price/Earnings ratio, Discounted Cash Flows, Goodwill/Intrinsic Value-ratio, 

and Debt Ratio (equity/debt), in addition to the previously mentioned Payback Period. 

Foremost, the division executives told that the ‘Strategic Value’ of an acquisition is probably 

most important. The ‘Strategic Value’ is a qualitative essay that describes why the acquisition 

is important for the division’s portfolio. 

 

With further reference to assets, OpCos are puzzled because they have a capital base while 

their main assets are owned by the CFC. Or as the division director stated: ‘[the OpCos] are 

considerably more aware of assets and look at them more critically. Questions about the 

differences in costs of capital are asked more frequently.’ According to the director this may 

result into policy-based discussions. He recalled: ‘The EVA will be considerably higher when 

the capital base is low, but vulnerability increases as well. If our division would not own a 

single piece of equipment and only rent when needed, we would have a low capital base, be 

highly flexible and realize high EVAs. However, the moment things turn differently from 

expected, you will instantly be out of business. At such moments, it works the other way 

round.’ The director continued: ‘People are often prone to discuss about issues we do not 

control. It is the same like the OpCos who think that the division should be ‘poor’, because 

treasury management is held at the holding company. Division management has no impact on 

this, and therefore it is no use discussing it. In this same fashion, it is the holding company 
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that determines the capital structure of the divisions, and division management can only 

slightly deviate from this structure in its ‘translation’ to the OpCos. Hence, a number of issues 

in the EVA calculation, like for instance the capital structure, is directed by higher levels. 

They do however have impact on the lower-level EVAs. It takes some training to realize that 

it is useless to discuss such issues when they are beyond management’s control.’ 

 

Discussions about the cost of capital already took place for about eight years in this specific 

division, according to division management, but on OpCo level they only came into being as 

of about 2002/2003. The holding was receptive to these kinds of discussions from just about 

that time as well. This illustrates that OpCos did develop a value-mindset, since such 

discussions are only fed by the fact that people are consciously managing for value.  

In addition to the cost of capital, the division’s executives made notice that awareness for 

invested capital is also growing gradually, as people in OpCos started questioning their capital 

base. The corporate controller stated in this perspective: ‘As far as I can judge, decisions 

regarding investments in equipment are not taken differently than before EVA was 

implemented. However, as a result of EVA the costs of capital should be taken into account. 

Awareness is not yet rooted that deeply in the organization.’ 

 

This awareness did not effect into more intensive use of assets. As the division director called 

it: ‘that would be too much honor.’ According to the corporate and division executives, 

OpCos have always been keen on their equipment, and planning of people and equipment has 

always been effective since the introduction of the CFC.  

 

Other effects of increased awareness for invested capital – or more specific: working capital – 

are not clearly visible. The corporate controller attributed this to the fact that changing the 

focus from profits to capital took more time than expected. Another reason why effects lack 

may be the missing link with remuneration. In the eyes of the executives, this might have 

benefitted the learning process. Profits and turnover thus remain the primary performance 

indicators. The corporate controller added: ‘Behavior does not really need to change, since the 

companies know very well how to make money.’ He also questioned whether behavior will 

truly change by effectively applying EVA; ‘This would partly imply that the entrepreneurs 

would currently take bad care of their business.’ He could imagine that the focus of an 

entrepreneur would shift from profits to working capital, for example. But he stressed that it is 

certainly not the case that the companies are doing a bad job, and would only start making 

money once managing on EVA. The district offices of Heijmans, for instance, already use 

cash budgets to focus on cash balances.  

 

However, the corporate executives acknowledge that an important issue that does need 

attention is to make the employees aware of the ‘Heijmans grand total.’ Operational 

management needs to be aware that the corporate shareholders also require a return, and that 

making a profit takes more than just earning the interest on debt. 

This lack in ‘corporate behavior’ is according to the corporate executives illustrated by the 

fact that management of the OpCos are not very willing and cooperative in sacrificing their 

autonomy, for example in favor of joint purchasing to cut costs. A similar problem relates to 
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resources. OpCos are expected to use the services of other Heijmans companies, although this 

seems to be rather difficult to realize in practice. Due to the many acquisitions, OpCos do not 

always know that other Heijmans companies offer the required service, and therefore buy/rent 

the services or materials from ‘external’ parties. Although such transactions are scrutinized by 

the holding, they are not penalized.  

 

Lately, people take more initiatives and become more proactive in their policy making. It is 

remarkable, according to the division director, that technically educated people who 

understand EVA are more aimed at finding solutions. They are also more proactive, compared 

to business-educated people who are more backward-looking. Or, as the division director 

reported: ‘Business-educated people can tell you why a company went bankrupt, while 

technically-schooled people try to avoid going bankrupt.’ 

 

 

 

 

 

Ever since the implementation of EVA in 1997, much time and effort has been dedicated to 

raise awareness for EVA and its drivers, recalled the Finance Director. However, throughout 

the years enthusiasm gradually declined since operational management considered it to be too 

complicated. They felt the model too complex, for instance regarding adjustments that were 

made by the holding in the area of Goodwill, while not on divisional/operational levels 

(explanation follows). Neither divisions nor OpCos comprehended the values of their EVAs 

anymore. It turned out to be a hard case for EVA to gain foothold in operational management, 

mainly due to the adjustments. The Finance Director for example told that when acquiring 

IBC (a Dutch construction company) in 2000, Goodwill was not allocated to the divisions that 

benefited from the acquisition (i.e., where parts of IBC were assigned to). In calculating EVA, 

the holding adjusted the divisions’ capital bases for this Goodwill. Division management was 

therefore rather surprised to see amounts for Goodwill they were not familiar with. This made 

the model hard to appreciate for division and operational management. In addition, divisions 

wondered how the WACC was calculated. The Finance Director told: ‘If more time would 

have been available to communicate and instruct people about such issues, it would have 

helped. However, IFRS has had an enormous impact in the past year [2004] and this seriously 

delayed further developments in EVA.’ The fact that EVA cannot be calculated from the 

annual accounts already indicates its complexity to which operational management was 

exposed.  

 

From previous sections follows that the corporate executives acknowledged that VBM had 

important merits. It therefore needed a ‘revitalization’ in order to use it effectively as an 

performance management system. Due to other priorities (for instance the implementation of 

a new consolidation system, followed by IFRS) only very little to no attention was paid to this 

system in the years 2003-2004. Despite the fact that Heijmans spent considerable attention to 

EVA in its annual reports over the years, it never really gained foothold in managing the 

business. The EVA calculations often resulted in discussions about the calculations, but not 

1997 

Timeline: future of VBM 

2002 2004 
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about setting EVA targets for next year and manage the drivers to realize that target. The 

Finance Director stated in that respect: ‘Nobody said that someone’s capital base was too 

high, and therefore had to reduce the accounts receivable.’ Throughout the years the focus 

remained on profits, and the capital base has therefore not been reduced since the 

implementation of EVA. The Finance Director continued: ‘Theoretically the model may be 

absolutely right, but the people do not understand all the implications. In the end, it is all 

explained by the following equation: Effectiveness = Quality x Acceptance. EVA can be a 

method with a fantastic quality, but if it is hardly accepted, effectiveness will be low.’ He felt 

that EVA – in general – could be characterized as such, and wondered whether it was just 

another hype that would pass by. 

 

In 2004 the Board of Management (BoM) decided about two strategic targets for 2008: 

- a net profit margin of 3% 

- a return on investment of 18% (before taxes). 

The management contracts are based on these two targets. These overall corporate targets are 

subsequently translated to the divisions. In addition, divisions are subject to specific targets 

which are aligned with the corporate targets, for example related to net profit and EBIT, or 

reducing invested capital or working capital. 

 

The BoM’s new remuneration system (2004 annual report) hold targets in terms of profits, 

returns (on invested capital), and invested capital, but not in terms of EVA or EBIT. The 

Finance Director said: ‘Operational management should be managed on EBIT, since an 

increase of net profits as a consequence of a reduction in corporate taxes is not the result of 

management’s efforts. When formulating the targets this was apparently not thoroughly 

considered, which shows that practice not always follows theory.’ 

 

Control of the divisions by the holding is not only rooted on financial measures, but also on 

operational (non-financial) measures. It is observed by the Finance Director that the members 

of the BoM (the members of the BoM are responsible for a certain division) also get involved 

with details. Weekly or bi-weekly the concerning Board-member meets with ‘his’ division 

management to discuss developments and operational affairs. For example, when large offers 

for building or service contracts are submitted, the responsible Board-member needs to be 

consulted. When these offers concern very large amounts, the entire BoM needs to approve. 

The autonomy of the divisions is therefore not without limits, and are managed more tightly 

and uniform than before.  

 

The position of the Finance department also changed in the past years. It took from a mere 

‘re-active accounting office’ a more proactive position. It introduced for example as of 

January 1, 2005, an in-house banking function (cash pooling). As a consequence, divisions or 

operating companies are not allowed to finance their activities independently with local banks 

anymore, but only by means of the holding. Old positions are currently reduced, and all new 

financing activities take place with the holding. Aim is to realize corporate funding. 

Moreover, the administrative office is also improving its systems and processes in order to be 

able to provide better and more accurate information. 
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The Finance Director is, nevertheless, personally inclined to put EVA back on the corporate 

agenda, though in a simplified form and related to management’s requirements. This time, he 

intends to use a DuPont-chart (Value-tree) starting with EBIT and without adjustments. Only 

items that can be controlled will be visualized in the chart, uniformly applicable to all 

divisions. The Heijmans-EVA-calculation will also be based on this chart. That way one 

language is created throughout the organization, which is, according to the Finance Director, 

crucial in having the model accepted. Preferably, he feels that this simplified EVA is also 

added to the 2008 targets. If it gets this far, quarterly reporting on EVA is within reach, 

contrary to the current situation of ‘annual calculations without-questions-asked.’ This should  

be realized this fiscal year [2006], as EVA is currently in a highly subordinated position. 

 

In this similar fashion the Finance Director continued: ‘For 2005 onwards, targets were set on 

estimates of IFRS-based figures. Now that these estimates are turning into actuals, this is the 

moment to re-evaluate these targets and relate them to EVA. All figures used to be only 

preliminary and rather soft so far, but they are getting stronger. Hence, the actualized figures 

need to be distributed in the organization and it needs to be evaluated what the consequences 

are. The adoption of IFRS certainly had a substantial impact, for instance regarding pensions.’ 

 

By and large, Heijmans’ performance is difficult to evaluate according to the corporate 

executives. That is because in project development 10-12 years can pass from acquiring land 

positions until completion of the project and profit realization, as a result of laws and 

regulations. Besides, municipalities can change zoning which may have a considerable 

financial impact (e.g., land acquired for construction purposes that is lapsed to agriculture). 

 

Data retrieved from the Reach Database, Heijmans’ 2004 Annual report, and Yahoo! Finance, 

show mixed results (see Figure 6.3): working capital increases (although this is not 

necessarily a bad sign for a rapidly growing company), adjusted close price of the shares 

increases slightly over the last years (adjusted for dividends and splits – chosen for its 

consistency over the years as a result of share issues and splits over the years), while EVA 

plummeted in 2002 as a result of the decision of adding land positions to Invested Capital as 

of that year, but is recovering the years after. Net results are deteriorating in the last few 

years, after many years of steady growth.  
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Performance indicators Heijmans N.V.         

 1994 1995 1996 1997 
(EVA) 

1998 1999 2000 2001 2002 2003 2004 

Net Working Capital 14 29 30 43 78 86 103 219 237 362 356 

EVA    14 13 10 51 64 -9 -3 20 

Share price* (adj.) 9,09 14,19 20,33 36,06 29,77 12,01 14,77 15,94 13,51 17,02 23,07 

Net result 9 14 17 23 27 34 48 70 88 60 45 

* Dec 31st close price adjusted for dividends and splits 

 

Figure 6.3 10-year overview of selected performance indicators (Sources: Reach 

Database, 2003 Annual Report, Yahoo!) 

 

6.7 RECAPITULATION 

 

1. What are the reasons to implement Value-based Management? 

Heijmans adopted VBM for the following reasons: (i) to communicate with the stock market, 

(ii) to create awareness for working capital and (iii) to deal with the increased pressure from 

the capital market due to the many acquisitions. 

 

2. Which metrics are used? 

Heijmans applies for operational performance EVA with only a limited number of 

adjustments for reasons of simplicity: goodwill, taxes and leasing (the adjustment for large 

ICT investments was abandoned in 2002, when the ERP system was fully depreciated). 

Although calculated at corporate and division levels, it is not used in investment decisions or 

capital allocation. Heijmans allowed its decentralization divisions to adapt the corporate EVA 
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definition to their own situation. Therefore, divisional and corporate EVAs cannot be 

compared. 

Upon implementation, every division had its own WACC, whereas the corporate WACC was 

based on the target capital structure and market values of debt and equity. In 2002, only one 

corporate WACC was applied, also for reasons of simplicity.  

 

3. How is Value-based Management implemented? 

Due to its decentralized structure, implementation of VBM was subject to the divisions’ own 

responsibility, including possible tools to support implementation. Some therefore used a 

value tree and/or BSC, others not. Training is provided as part of Heijmans various training 

programs, followed by a considerable number of managers/employees. In these programs, 

EVA is presented as the all encompassing metric where all business functions come together, 

such as for example Human Resources, Strategy, and Finance. However, target setting and 

control remained their focus on growth in turnover and profits, without consideration of EVA. 

There is no link of EVA (drivers) with remuneration, and managers and employees are not 

held accountable for EVA results, but only for the company’s targets: turnover and profit. 

 

4. What are the effects on behavior and attitude? 

Behavior and attitude only grow gradually towards managing for value, but slower than 

expected. Profits and turnover remain the driving forces. However, as Heijmans introduced a 

CFC in the 1970’s, management and employees do start asking questions about the capital 

base and the cost of capital as of recently. OpCos have always been keen on invested capital 

(since they had to rent these from the CFC), so implementation of VBM hardly had any 

effects on capital consciousness. Generally speaking, VBM did not have much effect on 

behavior and attitude. 

 

5. What are the effects on decision making? 

Comparable with behavior and attitude, implementation of VBM did not have significant 

effects on decision making. Its decentralized structure with all freedom and authority for 

divisions to implement VBM and the high number of acquisitions prevented that Heijmans 

could benefit from EVA, especially in combination with its traditionally set growth targets on 

profits and turnover. Neither acquisitions nor investments are subject to value creation, but 

predominantly on the previously mentioned accounting measures. 

 

6. What are the effects on performance? 

Heijmans performance shows mixed results: the EVA shows sharp rises and drops, but the 

share price gradually increased following a drop shortly after the implementation. 
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CHAPTER 7 SCHIPHOL GROUP 

 
 

7.1 INTRODUCTION
74
 

 

Schiphol Group (henceforth: Schiphol) is selected for this research because of the following 

characteristics: services, non-listed, non-diversified, centralized. The interviews (and follow-

up contacts) are held at corporate level with the corporate controller75, and at business unit 

level with a business unit controller (BU controller). This case is particularly interesting 

because of the government’s influence due to its Schiphol-shareholdership. Moreover, 

Schiphol is subject to strict laws and regulation that for instance resulted in misaligned control 

which led to a revitalization of its VBM system.  

 

Schiphol’s mission is to create sustainable value for its stakeholders by creating and 

developing AirportCities76 and by positioning Amsterdam Airport Schiphol as the leading 

AirportCity. Its ambition is to become one of the world’s leading airport companies.  

Schiphol is a publicly owned company since 1958. The distribution of ownership of the 

shares is currently (April 2005) as follows:  

• the Dutch State 75.8%  

• the municipality of Amsterdam 21.8%  

• the municipality of Rotterdam 2.4%  

Despite this distribution of ownership, Schiphol is a financially independent, commercial 

company. Over half of Schiphol’s turnover is derived from airport fees (57%). Other revenues 

are generated by concessions (13%), real estate (rents and leases; 12%) and parking fees 

(8%).  The remaining 10% turnover is earned from property sales, utility services and other 

activities (for instance the Group’s participating interests).  
 

 
 
 
 

 

7.2 PRE-VBM ERA  

 

After this brief introduction, the following section will describe Schiphol’s organizational 

development and its management control system before the company introduced Value-based 

Management. 

 

                                                      
74 The Introduction is based on the 2004 annual report and corporate website (April 21, 2004). 
75 The corporate controller changed position in 2005, but I will refer to him in this position. 
76 AirportCity is a registered trademark by Schiphol Group. An AirportCity is a dynamic hub 

integrating people and businesses, logistics and shops, information and entertainment. Not only is it 
an efficient, multimodal hub for air, rail and road transport, it is a location that offers its users all 
required services 24-hours a day, whether they are passengers, staff or just people meeting and 
seeing off passengers or locally-based international businesses, such as airlines, handling agents, 
logistics companies and business service providers. 

 

1998 

Timeline: pre-VBM 
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As of the early years of Schiphol’s establishment, the organization was functionally managed. 

Operational services were regarded as its most important activities. It was fairly large in 

relation with its activities (four runways and a large terminal) and experienced in the 1975-

1985 period only a very modest growth due to the two oil crises. At that time, no extensive 

investments were made and operational processes were easy to carry out. The control function 

was centralized in the Financial Economic Department. 

Since 1985 air traffic resumed growth as it was liberalized, and airlines in the US developed 

the so-called hub-and-spoke systems. As a result, Schiphol had to take a close look at the 

future. A growth strategy was developed – named Koers ’85 (Course ’85) – that required a 

change in organization and management. Three geographical business units (BUs) with 

product groups were created with profit and loss responsibilities: landside, airside and 

terminal. On that occasion, the BUs also became responsible for their own control. Every BU 

made cost calculations under its own responsibility, with consequently incomparable 

amounts. The BU figures therefore did not aggregate to Schiphol’s corporate financial result, 

where Corporate Control had to adjust the BU’s statements for corporate purposes. 

At the end of the 1980’s Schiphol launched its ‘mainport’ strategy, forcing the organization to 

operate more market-driven. In addition, by 1996/1997 Schiphol realized that it had extensive 

internal relationships between its activities regarding investments. As a consequence, the 

geographical structure did not suffice anymore in optimally managing operations. 

 

Therefore Schiphol actualized its corporate objectives in organizational and strategic 

perspective in 1997. Core of its new strategy was to develop a customer-focused and 

innovating airport, where various means of transportation come together and that is attractive 

for transfers. At the same time, Schiphol explicitly articulated that privatization would be 

most desirable in order to achieve these new strategic objectives. It felt, as stated in the 1997 

annual report, that ‘privatization allows us opportunities to operate in a different way 

financially.’ A lower stake of the government would give the organization better access to 

capital markets to raise funds for future activities. Moreover, opportunities arise for alliances 

and participations by means of exchanging shares. In June 1997 the Dutch government 

declared that they are willing to sell their stake in order to privatize Schiphol. However, the 

moment of this public offering depended on the decision about the future of Schiphol and 

aviation in the Netherlands. Hoping that the government would fix a date for the privatization 

in 1998, Schiphol started an Investor Relations program that same year to strengthen its ties 

with their financial stakeholders and potential investors77. 

 

Schiphol captured its 1998 organization in the organizational chart as illustrated in Figure 7.1. 
 

 

 

 

 

 

                                                      
77 Until today, the initial public offering of the government’s shares is still pending. 
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Figure 7.1 Organizational chart as of January 1, 1998 (Source: 1997 Annual Report). 

 

As a result of the organizational developments, it was acknowledged that target setting was 

part of the restructuring. Therefore, responsibilities and authorities were decentralized to the 

BUs, giving them to some extent balance sheet and profit responsibility. For that reason, 

Schiphol commissioned a study in 1997 to look into the strategic cost prices of the various 

Product-Market-Combinations (PMCs). These new calculations were based on an Activity-

based Costing system, but were restrained to a ‘higher’ (less detailed) level. Implementation 

of the new cost price system paved the way to clean up all the initiatives of the individual 

BUs. As a consequence, an entire system of allocation keys (e.g., square meters for the 

terminals) was developed due to the many collectively used assets between BUs. A terminal 

for instance is used for passenger handling and transfers, but it also houses shops that are part 

of yet another BU. For that purpose, Schiphol developed the ‘Statement of Asset Allocation.’ 

For illustrative purposes, Appendix 7.I gives an excerpt of this Statement. 

 

The general characteristics of Schiphol’s management control system are summarized in 

Table 7.1. 

Board of Management

Corporate Secretariat

Corporate Communications

Corporate Strategy & Research

Corporate Audit Services

Corporate Human Resources & 

Organization

Corporate Quality Management

Corporate Control

Corporate Treasury

Works Council Secretariat

Schiphol Project 

Consult

Consumer 

Services

Airline & Handling 

Services

Schiphol Support 

Services

Schiphol Real 

Estate

Schiphol 

International

Consultancy

Project 

Management

Unit Control

Site Management

Logistics

Commercial Affairs

Security

Marketing & Customer 

Services

Handling Services

Airside Services

Facility Services

Emergency & Support 

Services

Office Accommodation 

& Information 

Technology

Facility & Equipment 

Support

Energy & Environment

Land Development

Real Estate 

Development

Real Estate 

Investments

Real Estate 

Management

Market Analysis

Acquisition Team

Back Office

CFOPresident/CEOCOO
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Characteristic  

Organizational structure Geographical business units (landside, airside, terminal) but with 
centralized responsibility and authority 

Management style Governmental – consensus seeking 

Power of decision Implementation of in advance approved plans within budget  

Communication Hierarchical, top-down 

Strategy development Board of Management (BoM) determines strategy and plans 

Determine targets Board of Management sets targets for BUs 

Resource Management According to budgets 

Budgeting process Based on previous year’s budget with additional funds for separate 
projects 

Performance measurement Based on meeting budgets where BUs are responsible for their own 
control 

Management reporting Used to stay on track and within budget 

Performance-based 

remuneration 

No link between performance and remuneration 

 
Table 7.1 Characteristics pre-VBM Management Control System 

 

 
 
 
 

 

7.3 REASONS FOR IMPLEMENTING VALUE-BASED MANAGEMENT 

 

The previous section showed how Schiphol developed over the years from a functional 

organization to a structure with client-focused BUs, rooted in product/market-combinations 

with accountability for its own balance sheet and profits. That also paved the way to 

harmonize cost price calculations across the BUs with a new information system, taking the 

many shared assets between BUs into acount. This section will describe the reasons why 

Schiphol decided to implement VBM. 

 

The primary reason for implementing VBM was the new organizational structure that went 

into effect on January 1, 1998. On that occasion, the newly appointed CFO and corporate 

controller both required that BUs would show what is earned in economic terms. According 

to the corporate controller, ‘management is then better aware of the return it needs to realize.’  

This is essential because Schiphol’s line of industry requires high investments, and 

management needs insight into the return on these investments. The corporate controller 

stated that VBM took aspects into account that traditional investment analyses did not, and 

therefore provided the required insight. For example, asset allocations and the capital charge 

have a significant impact on the profitability of investments.  

 

A second reason to implement VBM was the upcoming privatization. Schiphol reasoned that 

the stock market required a rate of return on the money they put in the organization. VBM 

was according to management the logical consequence. Other stakeholders resulting from a 

privatization, like investment banking analysts, were in management’s opinion increasingly 

1998 

Timeline: VBM implementation 

2000 
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interested in how value is created. Schiphol was not able to answer value-related questions 

properly, while VBM did provide these.  

 

The third reason was that Schiphol required a single management system that aligned external 

and internal reporting and control, instead of having different systems providing different 

information. That way, everybody who contributed to VBM and is held accountable for (parts 

of) it could see that a consistent system is used with one single database feeding both the 

reporting and performance management system. The new information system provided the 

necessary data warehousing function, while the new information architecture allowed 

reporting on different dimensions. Thus, this new information system facilitated the decision 

to manage for value as a result of its easy data retrieval, necessary for the VBM calculations. 

 

A fourth reason for implementing VBM at Schiphol was rooted in the pricing mechanism as 

imposed by the government. This mechanism implied that Schiphol needed to discuss its 

tariffs with the government in the so-called ‘consultation’. It allowed Schiphol to make a 

maximum rate of return on their aviation-activities. After the privatization, this role would be 

taken over by the Dutch Competition Authority (Nederlandse Mededingingsautoriteit – 

NMa). Appendix 7.II shows how the allowed return of the NMa was determined. The 

corporate controller told that ‘VBM is a necessary tool to confront the authorities, NMa, and 

airlines, in order to defend the proposed tariffs.’  

 

The 2000 annual report stated how Schiphol was restructured in order to meet the NMa’s 

requirement as of 2001 to explicitly distinguish aviation activities from its other activities. 

This and a few minor adjustments resulted in the following organizational chart for 2004 

(Illustration 7.1). 

 

 
Illustration 7.1  Organizational Chart, 2004 
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Aviation: Planning, management, capacity management and providing information for the 
benefit of the aviation process at Amsterdam Airport Schiphol. 
 

Consumers: (Retail)sales, parking, advertising, e-business and the letting of space in the 
terminals. 
 

Real Estate: To develop, manage, operate and invest in real estate at and in the vicinity of the 
Schiphol site and other airports. 
 

Alliances and participations: The most important activities encompass the operation of 
Rotterdam Airport, Eindhoven Airport, Lelystad Airport, Terminal 4 at JFK Airport, New 
York, and Brisbane Airport. Important joint ventures are those with Fraport in Pantares, and 
Dartagnan. 

 

In summary, the following reasons apply to Schiphol’s decision to implement VBM: 

• Decentralization and targetsetting 

• Privatization and consequent attention for shareholders’ return 

• Desire for a single management system 

• Legal requirements by Dutch Competition Authority 

 

7.4 IMPLEMENTATION OF VALUE-BASED MANAGEMENT 

 

The previous section mentioned the reasons why Schiphol decided to manage for value and its 

consequent organizational structure. In accordance with the previous cases, I will in this 

section first explain Schiphol’s VBM-metric, followed by its implementation process. 

 

VBM-metrics: Return on Net Assets (RONA) and Economic Profit (EP) 

Schiphol’s 2000 annual report introduced its VBM-system and RONA (p. 12): 

 
Value Creation Leads with RONA as Gauge 

… 
Return on Net Assets (RONA) is used as a gauge for value creation and needs to 
be higher than the Weighted Average Cost of Capital (WACC) – the average 
cost of capital after taxes. In the absence of a listing on the stock market, the 
weighted average cost of capital is estimated at 8%. In 2000 Schiphol Group 
generated a RONA of 8.7%. 
… 
Schiphol Group uses the system of Value-Based Management to control 
activities and investments. 

 

In the course of that year external parties, like investment analysts, required working capital 

to be included in the metric to be used. Therefore RONA was being fine-tuned to Return on 

Capital Employed78. However, as fixed assets were the major part of total assets79, 

management kept the internal focus on RONA. 

 

                                                      
78 ROCE = Operating Income/Average [Liabilities less Non-interest bearing Current Liabilities] 
79 The 2004 annual report showed that over the previous years net working capital had been only about 

(a negative) 10% of fixed assets. 
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Because Schiphol was not liable for taxes, the RONA was initially calculated without taking 

these into account. As of fiscal year 2002 Schiphol was required to pay corporate taxes, and 

thus from that year on RONA is calculated after taxes. As corporate taxation is the only 

difference over the years, I will discuss the RONA metric based on 2004 figures since this 

allows the best possible comparison over the years. 

 

Below (Figure 7.2), data from the annual report show how RONA (and ROCE) is calculated. 

No adjustments to these figures are made for VBM purposes. 
 

Key Figures 
(amounts in millions of Euros unless otherwise indicated) 

Historical figures have been restated in accordance with current accounting policies 

 2004 2003 

Results   

Net turnover 888 860 

Operating result 258 337 

Result before taxation 235 294 

Result after taxation 158 191 

   

Balance sheet   

Total assets 3.590 3.469 

Shareholders’ equity 2.139 2.024 

Average fixed assets 3.119 2.888 

RONA (2004, before tax)  = Operating Result / Average Net Fixed Assets80  
= 258 / 3,119 = 8.3% 

RONA (2004, after tax)  = RONA (before tax) x 0.65 (tax rate = 35%) = 8.3 * 0.65 = 5.4% 
ROCE (2004, before tax)  = Operating Result / Average (Liabilities less Non-interest bearing    

   Current Liabilities)  
= 258 / [(Total Liabilities 3,590 - Current Liabilities 401 + Loans due  
   within one year 96) + (3,469 - 337 + 67)]/2 = 258 / (3,285+3,199)/2 =   
   8.0% 

ROCE (2004, after tax)  = ROCE (before tax) x 0.65 (tax rate = 35%) = 5.2% 
 

Figure 7.2 Calculation of RONA and ROCE (Data retrieved from 2004 Annual report) 
 

These percentages are benchmarked against Schiphol’s Cost of Capital. In the Weighted 

Average Cost of Capital (WACC) a small deviation used to be made for the Business Areas, 

taking risks and market values into account. These have not been published in the annual 

reports over the years. However, the difference between the lowest and highest WACCs was 

less than 1%, according to the corporate controller. As of 2002, for reasons of simplicity, only 

one single corporate WACC is applied across the entire organization. For 2002 and 2003 the 

WACC was calculated at 7.4%, while for 2004 it amounted to 6.7% (after taxes, compared to 

an 8% corporate WACC in the years before 2002). This WACC is also applied internally to 

align internal reporting with the external annual report.  

 

For calculating the RONA of the Business Areas (BA) and BUs, the ‘Statement of Asset 

Allocation’81  is used to allocate the shared assets (e.g. the terminals) to the BAs and BUs in 

order to determine total net assets attributable to the BAs and BUs.  

                                                      
80 Net fixed assets = book value of assets, after depreciation. 
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For internal purposes Economic Profit (EP) is calculated at Corporate and BA level using the 

following definition:  

EP = (RONA after taxes -/- WACC) * Average Fixed Assets 

EP is only used for internal management and control purposes, and is not disclosed in external 

reporting. Since BUs cannot influence their financial structure (this is decided by the Board of 

Management), EP is not calculated at and below this level.  

 

Implementation process 

As one of the primary reasons to implement VBM was the intention to gain insight into what 

BUs yield in economic terms, the CFO and corporate controller initiated a project to look into 

this particular subject in 1998. This project was concluded in 1999 and resulted in applying 

Value-based Management. 

During the implementation and the following years the corporate controller stressed that 

‘VBM is much more than just a calculation.’ The idea behind VBM was to give management 

a tool to gain full understanding into running a business. It not only concerned shareholder 

value creation, but also other aspects such as personnel, politics and environment. 

 

Upon implementation, workshops were organized for managements of corporate staff and the 

various BUs (in total about 80 people), supported by consultants of PriceWaterhouse. The aim 

of these workshops was to trace the thoughts behind VBM down to value drivers, resulting in 

a value tree. In Figure 7.3, part of this value tree is depicted. 

 

 
 

 

 

 

 

 

 

Figure 7.3 Excerpt of Value tree for Schiphol Group 

 

In addition to the workshops, the same 80 people participated in a management game to 

illustrate the impact of VBM on various aspects of business. Hence, management was shown 

that VBM is in fact a holistic system, rather than just an accounting or finance tool. The 

corporate controller stated that ‘the participants experienced it as an interesting and enjoyable 

session.’ There was no further training in VBM principles or calculations. 

 

In the first years after implementation, VBM was intensively applied to investment decisions 

and operational management. The corporate controller illustrated this by means of one of the 

projects in which VBM was applied. This project concerned optimalization of the value chain, 

                                                                                                                                                        
81 See Appendix 7.I, as mentioned in the section ‘Pre-VBM era’. 
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in cooperation with external parties (among others, air traffic control). Given the qualitative 

norms and restraints, such project was more complex than a ‘regular’ project. It looked for 

example at how security and flight handling could be effected more efficient, cheaper and/or 

different (in a Business Process Redesign-way) given the Economic Profits of the parts in the 

value chain.  

 

The VBM-system showed itself therefore to be effective in doing business. 

 

 
 

 

 

 

After being applied intensively for two years, attention drifted away from VBM. It became a 

tool for particularly the corporate controllers. According to a BU controller, this was the result 

of the organizational restructuring in 2000 as a consequence of the NMa’s requirements. As 

noted before, this restructuring was necessary to distinguish the aviation activities from 

Schiphol’s other activities to determine airport tariffs. For this purpose, a structure was 

developed with BAs, as administrative entities without management, and the existing BUs, as 

operational entities (see also Illustration 7.1). In the opinion of the NMa, BAs are the entities 

to control, considering the airport tariffs as posed in the Competition Act. Effectively, a BU 

controller stated, ‘this construction is more aimed at making the calculations than to control 

the organization’.  

 

According to the BU controller, another negative consequence of this new structure was the 

following: ‘The organization sometimes lacks transparency in decisions and cooperation, 

despite the pending stock exchange listing. A clear separation between the PMCs would 

increase the ability to determine the PMC’s value-based performance. For instance, because 

Aviation’s activities are spread over various BUs, shared assets become a complex issue. 

Look at the terminals. They are part of the asset base of Passengers, but the shops are part of 

Consumers. This is where allocation takes place, in this case square meters. Fact is, that such 

assets cannot be divided, and facility management of such assets is therefore in one hand 

(e.g., regarding cleaning and maintenance). The various users of these assets, in conjunction 

with authoritative issues (the NMa and government), give rise to a structure like this, although 

it results in an unintended but lower level of transparency.’ 

‘However,’ the BU controller continued, ‘politically it is a sensitive subject to suggest a strict 

separation between BAs and BUs. Besides, in practice this would mean that the BA Aviation 

comprises half of Schiphol.’ 

 

Schiphol’s Board of Management made the distinction between BAs en BUs even more 

profound: the Chief Financial Officer (CFO) was focused on (the administrative) BAs that 

needed to create value, while the Chief Operating Officer (COO) was aimed at (the physical) 

BUs for organizational planning and control. As will be explained in the following section on 

VBM and Control, BUs by themselves did not have a direct RONA responsibility, except for 

1998 

Timeline: drifting VBM 

2000 2003 
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the BU director. According to a BU controller: ‘Ownership of BAs and PMCs is limited, 

because nobody is held directly responsible.’  

 

 

After drifting for about three years, VBM regained attention by 2003/2004. One of the 

reasons for this ‘resurrection’ was the redesign of Schiphol’s business processes to bridge the 

gap between Business Areas and Business Units. A training schedule aimed at explaining the 

intentions behind VBM and the ultimate effects on economic value when acting alike, enabled 

management (at all levels) to catch the concepts or to refurbish its understanding of VBM. 

This way, the corporate controller claimed, business processes throughout the organization 

would be better aligned. It also improved internalization of VBM in the mindset of people and 

the procedures to be followed. Or, as the corporate controller put it: ‘If you want people being 

held accountable for RONA, you should also be able to manage on RONA, hence see to it 

that everybody understands the system to improve RONA.’ 

The revitalization to bridge the gap was accompanied by the introduction of the ‘Diamond’ 

(later renamed to Balanced Scorecard). This tool enabled management to include human 

resources, stakeholder management and client perspectives in control82. 

Moreover, all decision documents are as of 2004 rooted on the principles of VBM. This is 

illustrated by the formats for investment proposals, that now contain a WACC threshold for 

investments to exceed.  

 

Another reason for the rejuvenated attention for VBM was the discussion about Schiphol’s 

privatization. This aspect in particular was used by senior management to put VBM higher on 

the corporate agenda. Schiphol felt that value creation was for capital markets the key 

parameter they focus on. On July 2, 2004, the Dutch government decided to sell a minority 

stake in the Schiphol Group at a financially opportune time, as long as public interest would 

be adequately protected.  

 

To align intentions and actions, the most-senior management levels83 had targets defined in 

VBM terms, whereas performance criteria differed between individuals. With respect to the 

variable remuneration of the Board of Management the 2004 annual report stated (p. 49-50): 

 
Short-term bonus 

The annual bonus arrangements depend on the achievement of financial targets 
(ROE – corresponding to a minimum net result) and a number of personal 
performance targets, which may vary from year to year. 
… 

                                                      
82 The ‘Diamond’ is described in more detail in the next section, ‘VBM and Control’. 
83 Board of Management and BU management – BAs did not have a management. 

1998 

Timeline: revitalization of VBM 

2000 2003 2005 
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Long-term bonus 

The company does not currently have a policy of awarding bonus shares. Instead, 
to foster the achievement of Schiphol Group’s long-term objectives, the 
Supervisory Board has devised a long-term bonus scheme. The long-term bonus 
is a remuneration  component payable each year with a target level of 35% of the 
regular salary, depending on the cumulative economic profit realised over a 
period of three successive years. 

 

The ROE (Return on Equity) -measure stresses that the Board is responsible for the financial 

structure of Schiphol, based on the Treasurer’s advice. Because financial structures are 

decided upon by the Board of Management, lower level management is withheld from a 

performance measure depending on the financial structure. They are therefore only held 

accountable for RONA. 

The incentive-scheme of the Board of Management counts alike for BU management, albeit 

RONA instead of ROE-based. It was intended that comparable targets and performance 

measures were expanded to lower levels in the organization, but no concrete plans exist yet. 

What counts in targets is: ‘who influences what’, the corporate controller stated. 

 

VBM is always discussed with the accompanying figures during courses, sessions, and 

management presentations. However, no company-wide communication takes place by means 

of brochures, videos or intranet. Early in 2004, for instance, activities were scheduled to 

inform lower hierarchical levels as well. In addition, in so-called ‘conversations with the 

Board of Management’ results of the Schiphol Group are presented, accompanied with 

explanations about RONA. 

Three-days courses were scheduled for non-financially educated staff-employees (until 

middle-management) to get familiar with Schiphol’s financial system and terminology, 

including VBM. According to the corporate controller, by using decision documents that are 

rooted in VBM (e.g., regarding investments), many employees were confronted and became 

familiar with the VBM principles. He told: ‘Statements like ‘I don’t make a loss’ are replaced 

by ‘I exceed my WACC’.’ 

 

7.5 VBM AND CONTROL 

 

The previous section described Schiphol’s metrics: RONA (for corporate, BA and BU level), 

and EP only on corporate (and later Business Area) level. The actual implementation was 

accompanied with a workshop in order to identify value drivers to be used in operations. 

However, requirements of the NMa enforced Schiphol to restructure. It designed 

administrative Business Areas for reporting purposes due to legal requirements, but the actual 

operations were managed in BUs. This gap resulted in drifting attention for VBM, due to the 

unaligned reporting responsibilities. When this gap was abridged, VBM was revitalized and 

rooted more solidly into the organization. This section will describe the effects on the 

management control system. 

 

Together with the revitalization of VBM, Schiphol developed the ‘Diamond’ for control 

purposes. This tool includes both financial and non-financial measures on a fourfold 
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perspectives, resembling the Balanced Scorecard: ‘Financial’, ‘Quality’, ‘Sustainability and 

Innovation’, and ‘Employees and Organization’. In this respect, Schiphol acknowledged that 

operating a business in light of its shareholders is just one element (albeit an important one), 

but that other elements are an important part of operations as well, like for example ‘traffic 

and transportation’ or ‘punctuality,’ as the interviewees stated. 

‘Cutting’ the Diamond is based on responsibilities and accountability. First, the financial 

indicators for the Diamond are determined by the Board of Management on corporate level. 

Then, these corporate financial targets are cascaded to Business Area level, and subsequently 

to Business Unit level.  

The operational indicators in the Diamond are developed the other way round, starting at the 

departments of the BU. Based on the financial targets of its BU, departments set their 

operational indicators and targets in order to meet that financial target. Department 

performance indicators are for example occupancy rate in letting office property square 

meters, revenues of parkings, concessions for shops in the terminals, and on-time departures 

of airplanes. The various BU-Diamonds subsequently comprise the Diamond on BA level. 

Ultimately, the Diamonds of the four BAs are aggregated to a single corporate Diamond. 

Financial indicators therefore follow a top-down approach, while the operational indicators 

are developed bottom-up. That way, Schiphol is assured that non-financials are linked with 

and support financial indicators.  

 

When looking at the Diamonds on the three different levels (Figure 7.4), the organizational – 

administrative – position of BAs becomes clear, since it lacks the ‘Employees and 

Organization’ perspective. For illustrative purposes, I only depict the Diamond on corporate 

level, one BA, and one BU. 

 

As this figure illustrates, a wide spectrum of indicators is included in the Diamond. The Key 

Performance Indicators (KPIs) are all aimed at Schiphol’s goal of maximizing EP/RONA. 

Below BUs, i.e. departments, neither a Diamond nor an EP/RONA is used. According to a 

BU controller ‘due to insufficient controllability on assets, and thus its accountability for the 

capital charge.’ However, departments do report on indicators that are linked to the BU’s 

Diamond to ascertain consistency between the BU’s and department’s objectives. The 

departments’ indicators are focused only on their specific operational activities that are within 

their control, but are not formalized in a management control system. A BU controller said 

that she ‘does not feel that the management control system should be organized that way, 

since these detailed schemes are not used anyway.’ In addition, she told that ‘it is not 

important to have a value tree, once you know the business’. 
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Diamonds Group, BA and BU level

Schiphol Group Business Area Consumers Business Unit Passengers

Financial (until 2005)

Primary revenues

Revenues Revenues Revenues

Expenses Expenses Expenses

EBITDA EBITDA

Operating result Operating result Operating result

Net result

Average Fixed Assets Average Fixed Assets Average Fixed Assets

RONA after tax RONA after tax RONA after tax

WACC WACC

Economic Profit Economic Profit

Shareholders' equity

Total Assets

Development revenues (%) Development revenues (%)

Development expenses (%) Development expenses (%)

(STB=security duties civil aviation) Development revenues excl. STB

Development expenses excl. STB

Interest Coverage Ratio

ROE

Leverage Book  Value

Change in Working Capital Change in Working Capital

Cash Flow from Operations

Cash Flow from Investments Cash flow from Investments CF from Inv. Tangible Fixed Assets

(WLU=Workload unit) Costs per WLU BA Aviation

Costs per WLU BA Aviation excl. STB

(SBF=See Buy Fly) Concession SBF per IDP Concession SBF per IDP

(IDP=Int'l Departing Passenger) Parking per OD PAX

(A/R=Accounts Receivable) Average A/R days outstanding

% accounts receivable > 60 days

% accounts payable > 60 days

Quality

Passengers (including transfer) Passengers (including transfer) Capacity leases

(OD=Origin Destination) Departing OD passengers Departing OD passengers Availability flow installations terminal

Departing Transfer passengers Departing Transfer passengers Flowspace Schengen

Airplane movements Flowspace Non-Schengen

(MTOW=Max Take-off Weight) Average  MTOW

Cargo

(pax=passengers) Mainport destination pax

Mainport destination cargo

Market share passengers Euro Top 5

Market share cargo Euro Top 5

Arrivals punctuality

Departures punctuality

(IR= Irregularity Rate) Bagage IR rate Bagage IR rate

(CISS= Central Info Syst Schiphol) Availability CISS Oper. Availability bagage Central

Satisfaction PAX airlines&handlers Oper. Avail. bagage Mainlines D-pier

Satisfaction arriving passengers Satisfaction arriving passengers Satisfaction arriving passengers

Satisfaction departing passengers Satisfaction departing passengers Satisfaction departing passengers

Price/Quality ratio SBF Price/Quality ratio SBF

Buying penetration SBF Buying penetration SBF

Shopping space per IDP

Price/Quality hotel/catering

Satisfaction # facilities waiting

Price/Quality parking Price/Quality parking

Max. capacity utilization short parking Max. capacity utilization short parking

Max. capacity utilization long parking Max. capacity utilization long parking

(SRE=Schiphol Real Estate) Customer satisfaction lessees SRE

SRE occupancy rate total

(VVO=floor area for rent) SRE VVO total

Clientcontact CCC in time

(NS=Dutch Railways) Pass. satisf'n waitingtime filter NS-S

(S=Schiphol) Pass. satisf'n waitingtime filter S-NS

Sustainability & Innovation

(Lden= Level day-evening-night) Critical enforcement issues Lden

(Lnight= Level night) Critical enforcement issues Lnight

Personal safety perception Personal safety perception

Development new products Development new products Development new products

Employees & Organization

FTEs location Schiphol FTEs

Salaries and social security charges Salaries and social security charges

Outsourcing+ext. charges+consulting Outsourcing+ext. charges+consulting

Employee satisfaction Employee satisfaction

Annual evaluations Annual evaluations

Individual Development Plan (IOP) Individual Development Plan (IOP)

Absenteeism through illness Absenteeism through illness  

Figure 7.4 Corporate Diamond, BA Diamond and BU Diamond 
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The BU controller continued: ‘One of performance management’s dogmas, that someone can 

be held accountable for the results on a KPI, is very hard to realize considering the industry 

we are in. For instance with regard to punctuality; arrivals and departures are a distinguishing 

characteristic on which an airport is held accountable. Punctuality in London, for example, is 

better than at Schiphol. However, Schiphol itself only has a very limited impact on 

punctuality. For a great deal, punctuality depends on weather, and for another great deal on 

Traffic Control. The only thing Schiphol can do is try making better arrangements with 

Traffic Control, but punctuality itself cannot easily be improved. This kind of dilemma is 

implicit to the industry. Once every quarter an analysis is made of the reasons in punctuality 

variances, but these are not really taken into consideration by holding the responsible 

employees accountable. This is for example some flaw in the current setting.’ In other words, 

KPIs cannot always be applied for control purposes, because they can be influenced by 

factors beyond a person’s control84.  

 

In this respect, a BU controller stated: ‘A project is running to improve Schiphol’s planning 

and control cycle. In this new cycle, strategy is qualitatively improved to make it more 

activity-directed. These activities are translated into the financial model, because that was in 

the past no more than a separate calculus exercise. As a result, a clear link is established 

between strategy and budgets.’ The BU controller continued: ‘Key value drivers are being 

quarterly forecasted, and in Fall for the following year. Investments are included in the 

business planning (which is drawn up in Spring) covering the following five years. That way, 

Schiphol creates a view on the coming period.’  

Key aspect in the performance management system of Schiphol throughout the hierarchical 

levels is, like the former corporate controller stated, ‘the relationship between responsibilities 

and the extent to which results can be controlled.’  

 

In effect, BUs are still Profit and Loss driven. It obtains annual budgets, based on cost control. 

This is caused by the fact that departments are responsible to execute their operational 

activities properly, and are not held accountable for aspects not related to their tasks. For this 

reason departments do not have a Diamond; their focus is narrowly defined. Similarly, BU 

Management Teams were initially held responsible for P/L, and only BU Directors were held 

responsible and accountable for RONA. This way the system ascertains that interests at 

managerial levels are aligned on creating value, but that managers are held accountable for 

the activities they control. From that perspective, only the BU director can be held 

accountable for RONA, while the other members of the management teams are only 

responsible for their own part of the organization (for instance IT or Human Resources). 

Although Schiphol is still P/L driven, from BU-level upwards organizational performance is 

managed more integral and based on meeting RONA targets, aligned with the ‘Diamond’.  

As a result of the 2003 Dutch Corporate Governance Code and increased attention and 

understanding of VBM, target setting in direct relation with RONA is to be embedded at 

                                                      
84 Another example concerns ‘Traffic and Transport’, where revenues exclusively depend on tariffs. 

Once a year these are determined during the consultations with the government and airline 
companies, based on a fixed cycle. Unless pressing reason, no changes can be made to the tariffs. 
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lower levels in the organization as well. This way, the more integrative management approach 

rather than ‘taking care of your own shop’ was ensured throughout the entire organization. 

Consequently, other members of the BU management teams are also held accountable for 

RONA, alike the BU director. 

 

To manage operational processes, steps were made to quantify decisions. Value drivers, both 

financial and non-financial, were by means of the Diamond grounded in decision making, 

analyzing, reporting and in performance management. According to the corporate controller, 

VBM (on which the Diamond is based) brought processes together. In the BA Aviation, for 

example, operational processes were mainly focused on cost control. Reason was, that 

management of BUs could not be held responsible for airport tariffs, as these were determined 

by the Board of Management in consultation with airlines and government. Besides, BU’s 

management had only little influence on the number of passengers. However, they do face 

high fixed costs. ‘The strength of VBM is that it links these issues,’ told the former corporate 

controller. In other BAs it was easier to measure performance and hold management of BUs 

accountable. They had for example more influence on pricing and supply of their products or 

services in order to meet the RONA/WACC-requirements (for instance, square meters of 

office space). 

 

A primary decision involving VBM are capital investments. In environmental or safety issues 

– such investments need to be made anyways – VBM is less relevant.  

Decisions regarding divesting or terminating operations also take VBM into consideration. 

The same is valid, for example, for changing contracts with regard to terminal maintenance. 

These decisions are made by assessing them from different angles, like strategic fit, human 

resources, environment, et cetera. As a result of the many aspects, this integral approach takes 

considerable time and effort, a BU controller said. In her opinion, it is often difficult to make 

these ‘integral decisions’ measurable and quantifiable, and have them providing insight into 

the consequences.  

 

A model that is built upon a VBM analysis is used for the five-year planning. A BU controller 

stated that this model – ‘a fairly complex Excel spreadsheet’ as she mentioned it – is 

considered to be ‘some kind of black box to everybody.’ This was the consequence of the fact 

that control was based on two grounds: the annual report only discussed BAs, while the 

internal organization was structured around BUs and product-market-combinations. The 

corporate controller said: ‘When looking at the organizational structure, ideally the relation 

between BAs and BUs should be one-on-one to have the best possible performance 

management.’ However, the Schiphol organization is based on processes, which do not by 

definition resemble how Schiphol approaches the market. Hence, external and internal control 

were not aligned. According to a BU controller, ‘to realize this alignment implies all kinds of 

complications, like for example regarding allocations of costs and assets across entities.’ For 

instance, the terminals are primarily built for passenger transfers, but also house shops and 

other concessionaires. Since these activities relate to different PMCs and BAs, allocation (of 

both costs and assets) is a complex exercise.  
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With a new release of Oracle implemented and up-and-running as of January 1, 2005, 

allocations were effected directly by the information system, as required by the NMa. Since 

these allocations take place by means of journal entries in the bookkeeping system, it forced 

Schiphol to describe clear and transparent procedures.  

 

Apart from being a commercial enterprise, Schiphol also has a social responsibility, a political 

position, political interrelatedness, dependency on the government, et cetera. As a BU 

controller put it: ‘It is also valid for other organizations that they have to consider their 

customers, but the relevant question is: who is Schiphol’s customer? The passenger or the 

airline? The answer is both, but it takes different process designs, which again creates an area 

of tension, leading to other complexities. Therefore, the high number of internal and external 

interests makes control very complex.’ 

 

According to a BU controller, ‘targets become harder, but the organization remains grounded 

on processes and dependent on the government, for instance regarding the environment. If 

parliament takes its summer-leave and decides to discuss certain matters in Fall, managers at 

Schiphol will have to wait and are stuck with their targets. This means that management needs 

to anticipate continuously and be pro-active regarding aspects beyond their control, which 

makes planning and control often quite laborious.’ 

 

Table 7.2 shows a comparison in the characteristics of the Management Control System 

before (from the section ‘Pre-VBM era’) and after implementation of VBM.  

 

Characteristic Pre-VBM VBM 

Organizational structure Geographical business units 
(landside, airside, terminal) but 
with centralized responsibility 
and authority 

Product-market based Business 
Units (later Business Areas), but 
centralized responsibility and 
authority 

Management style Governmental – consensus 
seeking 

More businesslike, professional 
and transparent; target and 
results driven 

Power of decision Implementation of in advance 
approved plans within budget  

Idem. 

Communication Hierarchical, top-down Dialogue between corporate and 
BU (later BA) 

Strategy development Board of Management (BoM) 
determines strategy and plans 

Idem, but BU/BA have 
influence and rooted in value 
creation 

Determine targets Board of Management sets 
targets for BUs 

Financial targets top-down, 
operational bottom-up based on 
financial (VBM) targets 

Resource Management According to budgets Allocation based on 5-year 
business plan in terms of 
RONA/EP, translated in budgets  

Budgeting process Based on previous year’s budget 
with additional funds for 
separate projects 

Top-down, strategy and business 
plan-based. Value creation and 
value drivers taken into account 
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Performance measurement Based on meeting budgets 
where BUs are responsible for 
their own control 

Strong link between 
accountability and 
controllability, on different 
perspectives and rooted in value 
and value drivers 

Management reporting Used to stay on track and within 
budget – separately on budget 
and strategy, differently between 
BUs 

Strategy, activities and financial 
model are interrelated in control 
cycle – uniform integrative 
management system 

Performance-based 

remuneration 

No link between performance 
and remuneration 

Result-depending rewarding 
only for higher management, 
based on VBM-financials and 
non-financials and 
accountability/controllability 

 

Table 7.2 Characteristics of Management Control System before and after VBM 

implementation 
 

7.6 EFFECTS 

 

The previous section showed that Schiphol applies an integral management approach by 

means of its ‘Diamond’. Financial targets are set top-down, while operational targets are 

aligned with these financial targets bottom-up. Value creation is the driving force, but the 

Diamond emphasizes that other aspects have their influence as well. Control is based on 

accountability and controllability, and for that reason RONA (or EP) is limited to BU-level. 

Below BUs (i.e. departments), no diamond or RONA responsibility is applied. This section 

will continue with the effects of managing for value. 

 

The corporate controller stated that with the introduction of RONA in 1999 as a benchmark 

for investments decisions, discussions about the necessity of investments in planning and 

budgeting became more fundamental. As a consequence, (top)management’s understanding 

of the concept improved, he said. In his view, this improved understanding resulted in 

‘considerably better than before’ motivations that accompany investment proposals, also 

because departments know that investments are scrutinized by the ‘Group.’  

Nevertheless, actual investments always appear to be lower than planned (budgeted), he 

continued. This is partly because plans are overambitious, and partly because some 

investments rely on conclusion of another investment before it can start. Still, annual 

investments are enormous, particularly due to market pressure. Total tangible fixed assets 

year-end 2004, for instance, amounted over € 350 million, rising from approximately € 200 

million year-end 1997 (2004 Annual report). 

Hence, managing for value did not reduce investments, but it ‘did absolutely have an impact 

on investments, in the sense that motivation and discussions became much more profound’, as 

the corporate controller recalled. 

 

Albeit that investments are scrutinized on meeting RONA targets, a BU controller illustrates 

that these targets are not always rational: ‘It is hard to determine a correct WACC for a non-
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listed company, with reference to the 7-8%85 cost of capital as imposed by the NMa. Despite a 

BU like Airlines operates far below this WACC (approximately 4%), it is not possible to just 

raise the airport tariffs in order to meet the ‘allowed’ return. Moreover, airport tariffs are the 

result of a target RONA, which eventually needs to grow towards the WACC, including 

investments and costs. Therefore it is the RONA that is agreed upon which has impact on the 

increase of airport tariffs, making it not a purely business, but also political decision.’ 

 

Considering Schiphol’s industry specificity and complex asset allocation due to the distinctive 

BAs and BUs, VBM clearly affected investment decisions and control, the BU controller 

stated. Individual investments in the BA Aviation, for example, are hard to measure on 

economical grounds (expressed in Discounted Cash Flow calculations). This stems from the 

fact that these investments often do not generate revenues by themselves. For instance, if 

Schiphol invests in luggage handling, it will not generate revenues since luggage as such 

cannot be priced. Such investments are included in the business planning, which is drawn up 

for a five-year period. Taking these proposed investments into account, annual EPs en 

RONAs are calculated for all business areas. At this point, the investments are scrutinized in 

order to meet the EP and RONA targets, taking available resources into account. This 

business plan is subsequently starting point for the consultation (discussion) with the airlines 

and government regarding the airport tariffs. When airport tariffs are determined (after 

concluding the consultation process), managers can assume that their investment proposals 

are approved, because they will be covered by the airport tariffs. 

Managing these investments are aimed at meeting the requirements. This makes business 

planning and financial control of utmost importance, because these determine the cadres in 

which investments take place. This is in contrast to, for example, Schiphol Real Estate or 

Consumers, where revenues are easier to calculate when looking at rent, concessions, or 

parking fees.  

 

According to a BU controller, ‘another factor complicating investment calculations is that 

Schiphol is a ‘peak-airport’. It cannot meet the required passengers capacity a few days per 

year. The associated costs are currently [2004] being evaluated. It is difficult to defend a EUR 

6 million line-up place for aircraft for only 5 days in Summer. But if you do not, airlines 

cannot be accommodated and may leave.’ The BU controller continued: ‘It is very difficult to 

determine and allocate the revenues associated with such investments, while the costs and 

expenses are fairly straightforward. This illustrates that industry-specific characteristics must 

also be considered in the implementation and application of VBM.’ 

Besides the financial considerations of investments, allocation decisions are supplemented 

with considerations that take the environment and safety into account. 

 

When looking at acquisitions, the corporate controller stated that ‘VBM clearly has its 

impact.’ He illustrated this with his following experience. In considering the acquisition of 

other airports or joint ventures, the necessary calculations were based on VBM principles 

(RONA). Many acquisitions were for that reason rejected, like for example of airports in 

                                                      
85 Figure counts for 2001; more recent rates are not made public. 
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South-Africa, Rome and Mexico. The price that was calculated on the premises of VBM 

made Schiphol’s offers in these cases low compared to competitors.  

Despite the fact that in the past years the aviation industry has been through difficult times 

following the 9/11 disaster and the SARS epidemic, it appeared that Schiphol is withheld 

from severe financial difficulties by strictly holding on to its VBM premises, the corporate 

controller stated.  

 

When looking at working capital as part of invested capital, the corporate controller said that 

‘it is very hard to tell whether working capital is now better controlled. To make a solid 

statement, all kinds of calculations should be made since interest rates have impact on the 

ratio of long term/short term borrowing, hence on working capital.’ Both corporate controller 

and BU controller confirm that the balance sheet (in general, but also with regard to working 

capital) receives more attention than before with managing for value.  

 

In the past few years a cultural change took place. The BU controller stated in this respect that 

‘although it cannot be solely attributed to VBM, it probably will have helped that the 

organization became more businesslike and professional in its attitude. It turned into being 

more target driven, more transparent (although still subject for improvement), and results 

driven.’ This change was for instance enabled by the revitalization of VBM, organizational 

restructuring, and business process redesign, but also by a renewal and rejuvenation of 

managers. These were given the specific duty to realize this cultural change. Nevertheless, 

both interviewees acknowledge that a shift in culture from ‘governmental-thinking’ to 

‘economic profit-thinking’ is clearly visible throughout the entire organization. 

The cultural change has also had its effect on cooperation. If, for instance, Aviation requests 

another terminal, it also involves Consumers regarding the shops in that terminal, leading to 

interrelatedness. According to a BU controller, ‘no one really felt responsible for a Business 

Area, but between Business Units interrelatedness was profound, and it got better. There is no 

such attitude of ‘we have to meet our targets so you take care of yourself’. Decisions are taken 

in Schiphol’s best interest, rather than in a BU’s or department’s self interest.’ 

 

When it comes to business planning and budgeting, neither the system nor the periodicity had 

changed upon implementing VBM. However, the contents of both business letters and budget 

letters are now based on VBM. The same counts for target setting, whereas control is aimed at 

meeting RONA/EP targets by means of the Diamond86.  

VBM has provided management therefore with an integrative management system, compared 

to separate parts that were used before. With VBM, the system became more uniform, making 

costs more transparent and comparable between the BUs. This made it possible to add the 

BUs results or other data together and calculate the results for the BAs and Group without 

extensive ‘translations’ or reformatting. 

This improved – integrative – view created a better awareness for RONA, and what actions 

and decisions have impact on this measure. The interviewees stated that the BA Aviation 

should for instance focus on costs and investments. BA Consumers’ should emphasize the 

revenues side, like selling concessions, generate turnover from for example parking fees, and 

                                                      
86 See section on ‘VBM and Control’. 
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penetration degrees. The focus of BA Real Estate should be on its unique location, and 

generate cash by letting the office spaces. 

 

Mid 2004, the Board of Management decided that as of 2005 the Business Areas will be run 

by a manager. That way, responsibilities on BA level are attributable to someone when it 

comes to for instance RONA and EP targets.  
 

 

In 2005 this accountability issue was expanded even further, when an organizational 

restructuring took place that abandoned BUs. That way, external and internal reporting  are 

entirely aligned on Business Areas, compared to the previous situation where external 

reporting was based on BAs, but internal reporting on BUs. The BA Director is responsible 

and accountable for his entire unit, i.e. the operational departments. The main difference with 

the previous situation as depicted in Figure 7.2 is, that the BUs Airlines and Passengers are 

incorporated in the BA Aviation. Next to the four BAs are Service Units and staffs, to 

complete the organizational structure (similar to the previous situation). 

 

Also as of 2005, WACCs per BA were determined for internal control and decision purposes, 

such as investments, in line with the organizational restructuring. However, these are not 

publicly disclosed for reasons of confidentiality. In external reporting, Schiphol publishes one 

corporate WACC. 

 

The new structure allowed univocal control and alignment in external and internal reporting, 

which are both in line with financial reporting standards. The annual accounts can now be 

traced to the different segments in which Schiphol is operating, a requirement that is gaining 

importance by the authorities and the NMa. The general ledgers and Management Information 

System were also adapted, resulting in balance sheets and profit and loss accounts for each 

BA, including all allocations, overhead, etc. A new release of the Oracle information system 

allowed to make these adjustments and integrate external and internal reporting. 

Risk assessment is also grounded on BAs. This is in accordance with the Dutch Corporate 

Governance Code (Code Tabaksblat), that requires an in-control statement in the annual 

report. The BAs manage their risks based on product-market-combinations, processes, and 

activities, and the BA director is responsible for the in-control statement of his BA.  

 

With respect to control and – more specifically – the Diamond, the corporate controller told 

that this instrument had been renamed to its origins, the Balanced Scorecard. Referring to 

Figure 7.4, the performance indicators as mentioned under the BAs and BUs have ‘merged’ to 

indicators per BA. Hence, the BAs also include the ‘old’ BU indicators. In addition, 

operational departments also got balanced scorecards. The process of identifying indicators 

1998 

Timeline: another restructuring 

2000 2003 2005 
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and setting targets has not changed (i.e., financial targets top-down, operational targets 

bottom-up). 

 

According to the corporate controller, ‘financial performance has certainly improved due to 

VBM.’ However, the controller admits this is just a strong personal belief, since ‘it can never 

be proved because you will never know how it would have been without VBM.’  

 

As noted in the introduction, Schiphol is not listed on a stock exchange. For that reason it is 

not possible to compare share prices before and after implementation of VBM, alike the other 

cases. Data from the historical summary of the 2004 Annual report show that, generally 

speaking, the other indicators have improved over the years despite the turmoil in the aviation 

industry due to the 9/11/2001 terrorist attack on the New York WTC, the SARS epidemic, 

and Iraq war. The main factor behind the 2004 shortfall was the much lower level in 

unrealized capital gains and losses on Schiphol’s investment property portfolio. Figure 7.6 

also shows, that net working capital decreased over the years 1994-2002, especially as of 

1998. However, in 2003 a steep increase in working capital is shown. This was mainly the 

result of an increase in cash at bank and in hand, from € 29.5 million year-end 2002, to € 247 

million at year-end 2003. The 2003 cash flow statement shows that this increase is 

specifically due to Schiphol’s Financing Activities, where approximately € 240 million more 

in long-term loans was drawn down compared to 2002, while the other items remain 

approximately equal. 
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Figure 7.6 10-year overview of selected performance indicators (Source: 2003 and 2004 

Annual report) 

 

7.7 RECAPITULATION 

 

1. What are the reasons to implement Value-based Management? 

The following reasons were mentioned by Schiphol why they adopted VBM: (i) when 

decentralizing BUs, management required targets that showed economic returns, (ii) their 

upcoming privatization draws attention to shareholders (iii) to have a single management 

system, and (iv) legal requirements by the Dutch Competition Authority. 

 

2. Which metrics are used? 

Schiphol uses Economic Profit on Corporate and Business Area level, but Return on Net 

Assets on Corporate, BA, and BU levels. RONA has most attention, as that measure is 

directly benchmarked with the WACC. No adjustments are applied to profit or capital for 

operational performance. Data to calculate the RONA are directly retrievable from the annual 

accounts. Investment decisions and capital allocation are subject to a WACC-threshold. 

In the first years after implementation, each BA had its own WACC. For reasons of 

simplicity, this was reduced to one corporate WACC. As of 2005, with an organizational 

restructuring where BUs were abandoned, BAs were assigned their own specific WACCs. 

The WACC is based on estimates of the target capital structure and market values for equity 

and debt, as the organization is not listed on a stock exchange and market values are therefore 

missing. 

 

3. How is Value-based Management implemented? 

When VBM was initially (centralized) implemented, and only a very limited number of 

people (80) were involved in determining the value drivers. The focus was on the intentions 

behind VBM, rather than the calculations. The organizational structure was however not 

suited for uniform control. External reporting was based on administrative BAs with 

RONA/EP responsibility, although nobody was accountable, but internal reporting and 

control was based on BUs. This misalignment in accountability resulted in a drifting attention 

for VBM. To bridge this gap, business processes were redesigned a few years later and a 

training program was introduced in order to revitalize VBM. A WACC threshold was for 

instance included in investment decisions, and VBM gained foothold again. This was 

facilitated by the Diamond, that comprised four different perspectives where financial targets 

were set top-down and operational targets bottom-up, in alignment with each other. These 

targets/indicators were based on accountability and controllability principles. However, the 

Performance indicators Schiphol Group      

 1994 1995 1996 1997 1998 

1999 
(VBM) 2000 2001 2002 2003 2004 

Net Working 
Capital 59 49 104 108 87 -207 -169 -240 -293 85 -4 

RONA (%) 7,2% 8,7% 10,2% 11,6% 12,2% 11,4% 12,5% 12,5% 9,4% 11,7% 8,3% 

ROCE (%) 6,8% 8,3% 9,6% 10,8% 11,5% 11,8% 13,8% 12,8% 9,4% 11,5% 8,0% 

Net result 57 78 98 144 169 183 232 263 137 191 158 
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nature of the business not always allowed holding people accountable, as for instance weather 

and Traffic Control are beyond Schiphol’s control, despite they do have indicators on 

punctuality. 

EP and RONA are only included in the remuneration of senior management (the Managing 

Board and as of 2005 BA-management – before only the BU director). 

 

4. What are the effects on behavior and attitude? 

A cultural change took place during the years, from a governmental-thinking to an economic 

profit-thinking attitude. This was not only attributable to VBM, but according to the 

interviewees it certainly supported this change. The organization became more businesslike 

and professional. The 2005 organizational restructuring, with abandoning BUs and an 

accountable BA management, made VBM more profound, as uniform control and reporting 

were effected. 

 

5. What are the effects on decision making? 

Decisions are based on RONA/EP calculations, depending on the organizational level. Levels 

below BA are not held responsible for their capital structure and EP is not applied. Exceptions 

are made for environmental and safety investments, but other investment decisions, either 

capital or acquisitions, are subject to a WACC threshold. Investment proposals became better 

motivated, and discussions about the necessity of investments in planning and budgeting 

became more fundamental, and not ‘we just need to have it.’ 

 

6. What are the effects on performance? 

Generally speaking, when looking at the data from the annual report, Schiphol’s performance 

has improved. Although the charts show some mixed results, these can be explained by 

certain (external) events that had its impact on performance. Both interviewees are convinced 

that VBM has had a positive influence on performance. But as the corporate controller stated: 

‘it can never be proved because you will never know how it would have been without VBM.’ 
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Appendix 7.I Statement of Asset Allocation 
 
 

 S
ta
te
m
en
t 
o
f 
A
ss
et
 A
ll
o
ca
ti
o
n

T
a
ke
 o
ff
s 
&
 

F
li
g
h
t 

C
o
n
ce
ss
io
n
s

P
a
rk
in
g

R
ea
l 
E
st
a
te

(…
)

L
a
n
d
in
g
s

h
a
n
d
li
n
g

D
ev
el
o
p
m
en
t 
a
n
d

B
o
o
k 
va
lu
e 
a
t

B
o
o
k 
va
lu
e 
a
t

In
ve
st
m
en
ts

B
o
o
k 
va
lu
e 
a
t 

h
is
to
ri
ca
l 
co
st
s,

re
p
la
ce
m
en
t 
va
lu
e,

h
is
to
ri
ca
l 
co
st
s

A
ss
et
s 
in

Ja
n
 1
, 
1
9
9
8
, 
in
cl

Ja
n
 1
, 
1
9
9
8
, 
in
cl

in
 1
9
9
7

p
ro
g
re
ss
, 
Ja
n
 1
,

a
ss
et
s 
in
 p
ro
g
re
ss

a
ss
et
s 
in
 p
ro
g
re
ss

D
es
cr
ip
ti
o
n
 o
f 
a
ss
et
s

(x
 N
L
G
 1
0
0
0
)

1
9
9
8
 (
x 
N
L
G
 1
0
0
0
)

(x
 N
L
G
 1
0
0
0
)

(x
 N
L
G
 1
0
0
0
)

B
o
o
k 
va
l.
, 
h
is
t.
c.

B
o
o
k 
va
l.
, 
h
is
t.
c.

B
o
o
k 
va
l.
, 
h
is
t.
c.

B
o
o
k 
va
l.
, 
h
is
t.
c.

B
o
o
k 
va
l.
, 
h
is
t.
c.

T
o
ta
l 
ru
n
w
ay
s

T
o
ta
l 
p
la
tf
o
rm

s

T
o
ta
l 
la
n
d
 a
n
d
 r
o
ad
s

T
o
ta
l 
b
u
il
d
in
g
s

T
o
ta
l 
in
st
al
la
ti
o
n
s

T
o
ta
l 
m
ac
h
in
er
y

T
o
ta
l 
tr
an
sp
o
rt
at
io
n

T
o
ta
l 
in
v
en
to
ry

T
o
ta
l 
o
th
er
 f
ix
ed
 a
ss
et
s

T
o
ta
l 
as
se
ts
 n
o
t 
fo
r 
p
ro
d
.p
ro
ce
ss

T
o
ta
l 
as
se
ts
 i
n
 p
ro
g
re
ss

T
o
ta
l 
A
ir
li
n
e 
a
n
d
 H
a
n
d
li
n
g
 S
er
vi
ce
s

T
o
ta
l 
la
n
d
 a
n
d
 r
o
ad
s

T
o
ta
l 
b
u
il
d
in
g
s

T
o
ta
l 
in
st
al
la
ti
o
n
s

T
o
ta
l 
m
ac
h
in
er
y

T
o
ta
l 
tr
an
sp
o
rt
at
io
n

T
o
ta
l 
in
v
en
to
ry

T
o
ta
l 
o
th
er
 f
ix
ed
 a
ss
et
s

T
o
ta
l 
as
se
ts
 i
n
 p
ro
g
re
ss

T
o
ta
l 
C
o
n
su
m
er
 S
er
vi
ce
s

(…
)

T
o
ta
l 
A
m
st
er
d
a
m
 A
ir
p
o
rt
 S
ch
ip
h
o
l



 

 185 

Appendix 7.II Allowed return Dutch Competition Authority  
 
 

In November 2000, the Dutch Government finally made the decision to privatize Schiphol, 

albeit that no date had been determined when the privatization had to be effected. This long-

awaited decision motivated the government to request the NMa to draw up a report regarding 

airport tariffs, which was published April 10, 2001. The former corporate controller stated 

that the reason behind this request was that, with regard to Aviation activities, Schiphol was 

by the authorities considered a monopolist with a license to operate an airport. The NMa 

reports87 in that sense: 

 
In theory Schiphol competes with other large hub-airports in Western Europe 
when it comes to transferpassengers. However, in practice these possibilities are 
limited. … Therefore, the relevant geographical market is covered by Schiphol 
Airport. NV Luchthaven Schiphol takes a monopoly position on this market. 

 

The NMa required that the accounting systems had to be able to identify Business Area 

Aviation’s activities and transactions. The NMa reports in their 2001 annual report (p. 23-24): 

 
From the investigation it emerged that Schiphol’s accounting and cost allocation 
system was not sufficiently transparent to make it possible to determine whether 
the airport tariffs were sufficiently cost oriented. 
… 
At present, the approval regime set out in the Aviation Act still applies to 
Schiphol. After privatization, NMa will have to assess the airport tariffs on the 
basis of the Competition Act. In carrying out its investigation, NMa considered 
the basic services (take-off, landing, apron services and ground services) which 
Schiphol offers airline companies. 
 
The principle on which NMa’s conclusion is based is that cross subsidies by an 
undertaking with a dominant position may result in abuse of that position. For 
this reason, the accounting systems must provide sufficient insight in this regard. 

 

In the Dutch Aviation Act (‘Luchtvaartwet’) of 2001 it was determined that the rate of return 

may not exceed 7.9% (pre-tax; 6.2% after taxes) (NMa report88). The following data are used 

by the NMA (provided by Ernst and Young) to calculate this return (Table 7.II.1): 

 

                                                      
87 NMa, Rapportage Luchthaventarieven Schiphol, 2001, p. 3 (translated from Dutch). 
88 The NMa defines return as: ‘The allowed reasonable return is a normative return and is determined 

as such, that it protects the clients, while it guarantees an adequate rate of return on invested capital.’ 
(NMa, Rapportage Luchthaventarieven Schiphol, 2001, page 17, Public version) 
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WACC Intervals, pre and after taxes 

 Taxes = 0% Taxes = 35% 

 Minimum Maximum Minimum Maximum 

Risk-free rate 4.94 4.94 4.90 5.00 

Risk-premium 4.0 7.0 4.0 7.0 

Bèta 0.4 0.6 0.4 0.6 

Credit spread 0.9 1.1 0.9 1.1 

Allowed reasonable return 6.5 9.2 5.1 7.3 

Average 7.9 6.2 

Note: Capital structure is determined at: 2/3 Equity, 1/3 Liabilities 
 
Table 7.II.1 Data of NMa to determine allowed reasonable return (Source: NMa, 

Rapportage Luchthaventarieven Schiphol, 2001, page 20, Public version) 

 

The model that is used to calculate the allowed reasonable return is not provided by the 

NMa89. This rate has however been decreased, albeit that it is not disclosed publicly, as 

Schiphol executives informed. 

The current realized RONA for Aviation is only 3.6% (after taxes; 2004 Annual report). Since 

Schiphol as a whole shows a considerable higher RONA of 5.4% after taxes, there is a 

considerable pressure on the pricing of airport tariffs, moreover because Aviation requires 

high investments, while they do not meet the RONA requirement. 

                                                      
89 When using the regular CAPM (Ce = rfr + β*risk premium) (Brealey and Myers, 1996: 218) and 

WACC (r = rD(1-Tc) D/V + rE E/V) (Brealey and Myers, 1996: 518), the following (average) 
allowable returns are calculated: 

 Taxes = Tc = 0%  Taxes = Tc = 35% 

 min max  min max 

Risk free rate 4,94 4,94  4,90 5,00 

Risk premium 4,00 7,00  4,00 7,00 

Beta 0,40 0,60  0,40 0,60 

Credit spread 0,90 1,10  0,90 1,10 

      

Equity – 2/3 0,67 0,67  0,67 0,67 

Liabilities (debt) – 1/3 0,33 0,33  0,33 0,33 

rE (CAPM) 6,54 9,14  6,50 9,20 

rD (rfr + credit spread) 5,84 6,04  5,80 6,10 

      

WACC 6,31 8,12  5,60 7,47 

Av. allowable return 7,21  6,54 
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CHAPTER 8 CASE: SIGMA N.V.90  

 
 

8.1 INTRODUCTION 

 

Sigma N.V. (henceforth: Sigma) is selected for this research because of the following 

characteristics: industrial and (technical) services, listed, diversified and decentralized. The 

interviews and follow-up contacts were held with the Chief Financial Officer (CFO) and the 

Vice-President (VP) Finance of a business unit (BU). This case is particularly interesting 

because this company successfully revitalized its Value-based Management system by 

shifting focus from the calculations to the elements that drive value. 

 

Sigma’s activities are handled by a large number of market-oriented operational units. Its 

strategy is to offer broadly based technical services to customers in selected geographical 

regions and to act as a partner in design, development, manufacturing and service for its 

customers worldwide in a limited number of selected market segments. Value creation and 

increasing focus in the corporate portfolio are defined as strategic priorities. 

 

Of the total number of issued shares, institutional investors held an estimated total of over 

70% at the end of 2004. A remarkable factor is the significant shift  in institutional investors 

from the Netherlands (shares held by institutional investors in 2003: 25%, 2004: 12%) to, in 

particular, the USA (2003: 14%, 2004: 29%). 

 

 
 
 
 

 

8.2 PRE-VBM ERA 

 

After this brief introduction, I will now describe the company’s evolvement and the main 

themes in its management control system before Sigma introduced value-based management. 

 

Sigma’s earliest history dates back to the early 19th century. Due to several mergers and the 

fertile post-World War II-years it grew strongly in the sector of heavy capital goods. The 

vulnerable nature of this market (completion of the post-war rebuilding, large projects, and 

long decision-making processes) led the company's management to initiate a far-reaching – 

and with government support successful – turnaround in the 1970s and 1980s. This led the 

company into new (niche) markets for (lighter) industrial production equipment, 

concentrating on primary needs, as well as technical services for the maintenance of industrial 

and building-related installations. 

 

                                                      
90 The name ‘Sigma’ is an assumed name as the firm wants to remain anonymous for strategic reasons. 

Sources for the Introduction are the 2004 annual report and the corporate website (March 22, 2005). 

1996 

Timeline: pre-VBM 
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The highly decentralized organization was in the early 1990s rooted in 85 operating 

companies (OpCos) that maintained contacts with the customers. The OpCos were profit-

responsible and comprised all business functions, such as purchasing, logistics, finance, and 

administration. Based on their similarities, either on the premise of market treatment or 

expertise, they were at that time grouped in twelve Groups. They provided their financial data 

to corporate headquarters, which subsequently analyzed the data. Therefore, OpCos only had 

an administrative staff for registering the data and keeping the books. Control was 

predominantly focused on traditional measures such as Return on Investment (ROI) and 

Return on Sales (ROS).  

 

 

 

 

 

 

 

 

 

 

 

Figure 8.1 Organizational Chart – situation early 1990s 

 

With the company-wide introduction of Total Quality Management (TQM) in 1993, the 

company aimed at adding important control variables that were not related to the financial 

statements but to continuous improvement of business processes (re-engineering). Most 

important driving force behind the re-engineering was the client-focus with a continuous drive 

to contribute to the success of their customers. 

 

As of January 1, 1995, a reshuffling of Groups took place resulting in a reduction in groups 

from 12 to 9. Simultaneously, Operational Corporate Management was increased to seven 

members in order to ensure a better representation of the organization. Moreover, Control and 

Human Resource Management were decentralized to Group-level, giving each group their 

own Group Director, Group Controller and Group Human Resources Manager. Reason 

behind this decision was that corporate headquarters assigned their administrative officers of 

the Groups a role beyond bookkeeping, turning them into controllers and become more 

involved with business. Statutory responsibility regarding the organization’s policy remains at 

the Board of Management, and therefore, the Group controllers remained tightly managed by 

the CFO, in spite of the increased level of decentralization and accountability. 

The restructuring was followed by another in 1995, resulting in 5 Strategic Business Units (or 

Groups) as of January 1, 1996, still based on the premises of market treatment or expertise. 

Supervisory Board

Board of Management

Corporate Staff Corporate Controlling

Human Resources Management

6 Groups with

Core business: Industrial Systems

6 Groups with

Core business: Industrial Services

85 Operating Companies
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In 1996 the corporate portfolio was reshuffled again. Activities with low returns or a strategic 

misfit were divested, while on the other side important acquisitions were made. ‘The 1996 

reshuffle was special in that respect, because a very large step was made due to acquiring the 

[not to be disclosed] group,’ the CFO told.  

 

To systematically guide the strategic positioning, Sigma introduced its Business Model (BM) 

in 1997, which is deduced from the EFQM-concept (European Foundation for Quality 

Management). It was based on TQM as introduced in 1993. Figure 8.2 shows Sigma’s BM. 

 

 

 

 

 

 

 

 

 

 

 

Figure 8.2 1997 Business Model (source: Business Model Manual) 

 

The implementation of this model on OpCo-level was supported by the application of 

Enterprise Resource Planning (ERP) systems. It was not only used to evaluate the companies, 

but primarily – and to an increasing extent – to define, monitor and update the strategic and 

operational plans at all levels in the organization. This approach led to an improved insight 

into the interrelationships between the groups, and formed the basis for structural rather than 

ad hoc control in which all aspects of company policy received attention. The reporting 

system was updated in line with the BM. Aim was to generate management information that 

improved the focus within the OpCos and provided insight in the performance of the 

organization on all operational aspects. Therefore, the BM intended a shift towards control of 

the elements that determine the final result of the entire company, instead of only the final 

financial result control (i.e., profits).  

 

The general characteristics of Sigma’s management control system are summarized in Table 

8.1. 

 

1996 

Timeline: introduction of business model 

1998 

Organizational areas Results areas

Leadership

(1)

Human

Resources

Management

(3)

Policy &

Strategy

(2)

Resources

Management

(4)

Management

Of

Processes

(5)

Appreciation

By

Personnel

(7)

Appreciation

By

Customers

(6)

Appreciation

By

Society

(8)

Business

Results

(9)
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Characteristic  

Organizational structure Decentralized, although initially centralized corporate control and 
Human resources 

Management style Groups/OpCos are autonomous, but financially dependent on 
corporate headquarters with tightly managed group controllers 

Power of decision Groups are autonomous in taking decisions 

Communication Hierarchical, top-down 

Strategy development Board of Management determines strategy 

Determine targets BoM sets targets for groups; group sets targets for OpCos 

Resource Management According to budget process, detailed budgeting 

Budgeting process Based on previous year’s budget with additional funds for separate 
projects 

Performance measurement Predominantly financial measures such as ROI and ROS 

Management reporting OpCos report to Group, Group reports to Corporate Headquarters 
which analyzed the data 

Performance-based 

remuneration 

Profit was driving force 

 
Table 8.1 Characteristics pre-VBM Management Control System 

 

As a result of the various acquisitions and divestments, the organizational structure as of 

January 1, 1998, can be depicted as follows (Figure 8.3): 

 
Figure 8.3 Organizational Chart – 1998 

 

 
 
 
 

 

8.3 REASONS FOR IMPLEMENTING VALUE-BASED MANAGEMENT 

 

As the previous section illustrated, Sigma is a company with a rich history of acquisitions and 

divestments, a high level of decentralization and until 1998 a focus on financial results control 

(profits). This section will explain the reasons behind implementing VBM. 

 

1996 

Timeline: VBM implementation 

1998 2001 

Supervisory Board

Board of Management

Corporate Staff

60 Operating Companies

Group A Group B Group C Group D Group E
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The primary reason VBM was implemented was given by the BU-VP Finance. He stated that 

the capital market did not value the company as the share price systematically lagged behind 

the Market Index. At this point (1996), unsolicited consultants’ advice recommended the firm 

to manage for value in order to align the organization and shareholders’ interests. Although it 

was in the 1996 annual report that Sigma explicitly emphasized its focus on economic value 

for the first time, it took until 1998 for the concept to be implemented. This was a few years 

before the current CFO (who I interviewed) took office (i.e., 2001). 

A second reason also relates to the capital markets. In the early years of VBM, financially 

difficult times were faced, for instance regarding the company’s capital structure and rigorous 

reorganizations that needed to be carried out. A stronger focus on invested capital was 

essential, and according to the CFO, VBM-metrics provided the solution.  

 

The CFO felt that the most important reason for VBM was to deliver the fundamental internal 

message of creating economic value and how to get this in the minds of the employees, hence 

using VBM as an internal management tool. With this reasoning, he put VBM in a different 

perspective than his predecessor, who primarily focused on the calculations. 

 

Due to the diversity in activities, Sigma provides services that are charged by the hour but 

also sells (and manufactures) products with a 20-years lifetime. As the CFO explained: ‘In 

such case, what is the return? … The investors make clear (and that is not unfair) that they 

themselves take care of risk management and diversification, and that the company they 

invest in needs to offer a clearly defined product or service. The focus on value creation 

helped in narrowing the organization, where value creation is a result rather than a goal.’ 

 

In summary, the following reasons apply: 

• A lagging share price compared to the Market Index 

• Pressure from capital markets 

• To create Economic Value 

• To focus the Corporate Portfolio 

 

8.4 IMPLEMENTATION OF VALUE-BASED MANAGEMENT 

 

The previous section explained why Sigma decided to manage for value. In this section I will 

describe the implementation process. As this description is accompanied with references to 

the VBM-metric that Sigma applies, I will first explain the ‘technical’ calculations-aspect 

alike the previous cases.  

 

VBM Metric: Economic Profit (EP) 

Since 1999, the calculation of Economic Profit (EP) is published in the annual report, 

following the below definition: 

 

EP = Net Operating Profit After Taxes (NOPAT) -/- Capital Charge 
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Where NOPAT        = Operating result 

+/- Movements in provisions 

-/- Taxation  

+/+ Interest payments 

-/- Amortization of goodwill 

Capital Charge   = WACC * Invested Capital (average) 

WACC         = Risk free rate + Beta * market risk premium + cost of debt 

Invested Capital = Current assets 

-/- Current liabilities 

+/+ Fixed assets 

+/+ Goodwill 

 

The following corrections are made for the calculation of EP: 

• Addition of the movements in the balance of the provisions. When provisions are actually 

used, they are deducted from the NOPAT. If provisions are made but not used, this 

increases the NOPAT. 

• Deduction of tax based on the normalized corporation tax percentage. Compensable 

losses and carry-forward are not taken into account. 

• Addition of interest payments to avoid these being counted twice. The costs of borrowed 

capital are included in the capital charge. 

• Deduction of the amortization of capitalized goodwill. 

• Deduction of the capital charge. This is the payment to investors. 

• Capitalization of goodwill paid, which was charged directly to other reserves in 2000 and 

preceding years 

 

The interviewees stated that Research and Development is pragmatic and customer-driven 

(what does the customer want?). Non-recurring costs that are related to R&D are capitalized 

and amortized at the moment that the products, which follow from R&D, generate sales 

revenues. R&D is therefore also part of the asset base. 

 

For each Group, corporate headquarters calculates the Weighted Average Cost of Capital 

(WACC), using the Capital Assets Pricing Model for the Cost of Equity. All variables are 

based on book values and the target capital structure, as market values are probably too 

difficult to determine, according to the CFO. Besides, as a result of a lack in net debts, Sigma 

faces an unfavorable leverage as of 2003. The company therefore reconsiders its capital 

structure that consequently affects the Group-WACCs. However, determining these new 

WACCs do not take much effort, since they are automatically generated by the management 

information system.  

The ‘corporate’ WACC is the weighted average of the return required by equity providers and 

of the costs of external financing corrected for a normalized tax rate. This rate is only used for 

external purposes, like for instance in the case of acquisitions. Internally, only Group-specific 

WACCs are used. 
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As of its 2001 annual report, the company publishes its EP-tree (value tree). For illustrative 

purposes, it is shown in Figure 8.4 (2004 annual report). 

Figure 8.4 Economic Profit-tree (Source: 2004 Annual report) 

 

For the past years, the company realized the following EPs (Table 8.2): 
 2004 2003 2002 2001 2000 1999 

Result after nominal rate of tax (NOPAT) 67 4 (68) (51) 23 82 

Average cost of capital (WACC), per cent 8 8 8 8 7 7 

Capital charge (66) (74) (76) (86) (71) (67) 

Economic Profit 1 (70) (144) (137) (48) 15 

 

Table 8.2 Economic Profits 1999-2004 (Source: annual reports) 

 

Implementation Process 

The CFO indicated that ‘one should be cautious in that the EP-model does not get too 

theoretical, since reality is different.’ With this he means that practical applicability and 

understanding are more important than ‘academic accuracy’, since the assumptions 

underlying the accuracy can never be completely realized in practice. A BU-Vice President 

Finance stated in that perspective: ‘The EP calculation does not matter. From an external 

point of view I can imagine that the calculation is made, but it is far more important to 

manage the elements’ (that eventually lead to EP improvements, like for example accounts 

receivables, investments, inventories, or days sales outstanding).  

 

The 1998 annual report introduced Value-based Management in the following way (p. 10): 

 
Economic Profit relates profitability to the capital costs of an activity, and is a 
clear measure for entrepreneurs in taking strategic decisions, in relation both to 
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investments and acquisitions and to disposals. A good financial position enables 
us to continue our strategy. 

 

The former TQM program was replaced with the new Business Model (BM) in 1998. As the 

CFO recalled: ‘TQM, as applied in the 90’s, was generally speaking very broadly defined. 

Financials, Management Style, HRM, Environmental issues; they were all applicable to the 

concepts of Total Quality. In that sense, VBM is a piece of the larger whole. However, in 

practice TQM was not as financially oriented as VBM. What really matters is comprised in 

VBM, which for that reason pushed TQM to the background, in my opinion. TQM is not 

applied anymore. People want to be able to convert concepts into figures. Quality 

management is in that respect too vague.’ He continued: ‘All that matters for a company is to 

create value. It takes whatever it needs to achieve that goal. Therefore, concepts like Activity-

based Costing are also supportive to VBM, and hence make VBM not a concept on its own.’  

 

The BM was revised a few times in order to adapt it to the policy and strategy. For example, 

in 1997 it took the functions and tasks of the staff departments into account, that were 

exposed to a critical analysis. Starting 1998, in addition to applying this model for strategic 

planning, operational plans throughout the organization were also based on the BM. Hence, 

strategic planning referred to the areas of attention 1 through 591, which subsequently fuel 

operational planning by means of areas of attention 6 through 9. Although EP calculations 

were introduced in 1998, the BM was still based on traditional accounting profits.  

 

From analyses of the Board of Management and Managements of the Groups in December 

1998, it became obvious that VBM should not only be seen in light of shareholders. For that 

reason it was decided to integrate VBM into the BM. However, it took until the revised BM 

of November 2000 before these ideas were described and included in the manual in a chapter 

on VBM. Aim of including the chapter on ‘Value creation and Business Model’ was to 

provide insight into the way how VBM is defined and how it can be applied. It addressed the 

primary question: do our activities create value? Explicitly mentioned was that everybody in 

the organization needs to ask himself the question whether his activities contribute to the 

value creation of the company. To answer that question, VBM is defined and described in 

detail to the level of management teams of the OpCos.  

The BM-manual describes VBM as the processes that are necessary to create value, where EP 

is the resulting measure. EP’s elements are collected in the so-called Value Driver Scheme 

(VDS; the EP-tree as referred to before). One of the important issues in the development was 

the relation between the VDS and the BM. Because all elements of EP can be considered as 

results of processes, it was decided to add the entire VDS to the Results Area ‘Business 

Results (9)’ (most right-hand side). This resulted in an adapted BM (Figure 8.5). 

 

 

                                                      
91 With reference to Figure 8.2. Areas of attention are to be divided between Organizational Areas: 1. 

Leadership; 2: Human Resources Management; 3: Policy and Strategy; 4: Resources Management; 
5: Management of Processes (the organizational areas; the enablers); and Results Areas: 6: 
Appreciation by Personnel; 7: Appreciation by Customers; 8: Appreciation by Society; and 9: 
Business results. 
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Figure 8.5 Business Model (Source: Business Model Manual) 

 

Relations between the elements and the resulting EP become instantly visible. Both EP and 

the VDS (EP-tree) were further developed by the Group Controllers together with 

headquarters. The results were then communicated to the controllers of the OpCos. Starting 

January 1, 2000, EP is added as obligatory item to the financial reports. As a result, 

accountability and focus on value creation throughout the entire company were expected to 

increase significantly. 

 

According to the BU-VP Finance, the VBM-introduction of 1998 was nothing more than EP-

reporting. The calculations however lacked ownership. When questions were raised on EP, 

these could not be answered since no one beyond the corporate controlling department was 

aware of what EP really was about. When introducing VBM, the only support were posters 

with cartoons and brochures, explaining what EP was. However, the posters were replaced 

with others at rather short notice. No courses were offered, although it was planned that they 

would come together with the posters. The CFO told: ‘The concept was seen to come from 

‘above’, from people ‘who thought of something new’, and was experienced by the 

employees as ‘far away from home’. Neither infrastructure, nor tools were provided to 

manage for value effectively.’ 

 

In those early days of implementation, EP appeared to be a bridge too far for most people, 

despite the EP-tree. As the CFO explained: ‘People did not understand ‘economic profit’, 

since you also have ‘real profit’, EBIT, EBITDA, and fiscal profit, etc. Why then ‘economic 

profit’? I can appreciate this point of view, because you want the people to push the right 

buttons, but there is no such button as ‘EP’. What needs to become clear, and that is the 

advantage of the EP-tree [i.e., Value Driver Scheme], is that you can manage on both Profit 

and Loss accounts as well as on Balance sheet items. A salesman needs to sell more, or raise 

prices, or production facilities need to reduce costs. This way the concept becomes more 

comprehensible because it illustrates that the responsibilities of all people are part of the final 

EP-figure, which makes it easier to recognize.’ Especially the ‘right-hand side’ (e.g., Cost of 

Sales, Sales and Administrative Expenses, Turnover, Working Capital, or Fixed Assets) of the 

EP tree (see Figure 8.4) is very illustrative for the people upon managing. The ‘left-hand side’ 

becomes too abstract and is something ‘you do not even want to explain’, as the CFO stated. 
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It was also considered strange that while having a negative EP, one could still have created 

value (as the EP had improved compared to the year before). According to the CFO, 

‘Financial staff can invent whatever and explain it to financial analysts or investors, but those 

are not the people who make or sell products or collect account receivables. Therefore, the 

concept must be communicated in a comprehensible way, and in such a way that people know 

what to do to contribute in value creation in their daily activities.’  

 

 
 
 

 

 

The BM (including the chapter on VBM) was introduced to the BUs/OpCos in 2001. 

According to the Secretary of the Board, who was involved in developing the BM, the 

previous CEO was too early with this decentralization. BUs and OpCos did not have the 

chance to sufficiently use and learn the model under headquarters’ responsibility, before 

embedding it in their own units. It was therefore shifted to lower priority to the benefit of 

other initiatives, such as ISO-certification. Hence, VBM did not gain foothold in a great 

majority of the BUs/OpCos. 

This view was shared by the Corporate Strategy & Control department, who initiated research 

into why the initial implementation did not realize the expected effects. Their conclusion was 

that Sigma should manage the drivers rather than the calculations. They realized that all 

aspects in the BM need to work well with each other before you can actually measure the 

outcomes effectively.  

 

The new CFO who took office mid 2001 and a new CEO taking office early 2002 catalyzed 

this new approach from the Corporate Strategy & Control department, and chose to have 

employees focus on elements within their control instead of explaining the entire concept. The 

CFO’s opinion was that for many people the principles behind the concept go way beyond 

their scopes. Besides, he realized that in practice there are many reasons and issues that are 

difficult to embed in an EP-tree, which may hurt the model’s credibility. Effectively, a broad 

explanation of VBM may do more harm than that the organization would benefit. As the CFO 

told: ‘It’s more about the drivers than about the final result (the calculation).’ 

 

The EP-elements resulted in a mindset based on the entire chain from operational activities 

through EP. According to the CFO this awareness had direct effects in funds being ‘saved’ 

and that were subsequently used for value-creating capital investments or development of new 

products. The relationship with banks and governance is also illustrative in this respect, he 

recalled. The company’s low debt position gave it a strong position when discussing terms 

and conditions with banks. In 2004, for instance, it extended and doubled its revolving credit 

facility under considerable better conditions.  

In governance, VBM-initiatives show – for example to its shareholders – that Sigma put the 

words where the mouth is. It provides shareholders the picture that it knows what it is doing, 

which is highly appreciated when judging the share price. The CFO explained: ‘When 

translated into value creation, we benefit in a sense of creating opportunities, like for example 

 

1996 

Timeline: revitalization of VBM 

1998 2001 2004 
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with an eye on acquisitions. Suppose you have EUR 100-200 million in working capital, 

thanks to the ‘savings’. It gives you a better position on the market when looking for 

acquisitions. Working capital itself does not yield much, but investing it in (value creating) 

acquisitions or equipment, does.’   

 

In a similar fashion, the new approach (and EP-tree) made people aware that when they 

decide for a certain action, like allowing more credit days to realize higher sales, someone 

else is provided with a counter effective ‘cost’, like higher working capital – and thus, a 

higher capital charge. If the EP tree shows that the benefit of such decision is higher than the 

‘costs’, in the sense of an – on balance – EP improvement and free cash flow increase, the 

decision is still acceptable to take. 

 

The value-driver approach was fundamental for the revitalization of EP in 2001 as the 

outcomes of the Corporate Strategy & Control department’s research showed. In line with this 

view, the new CFO and CEO preferred to explain the calculation of EP to a limited number of 

people, while providing operational management and other employees with explicit examples 

related to their own activities. In addition to working capital as described above, fixed assets 

and investments were given similar attention. As the CFO explained: ‘Investments have effect 

on your cash position, but also on your asset base and return on assets. If you can produce the 

same quantities of your products with fewer investments, you create value. This is obvious to 

employees, and makes the thoughts behind EP more comprehensible for the employees, 

without speaking about EP.’ 

 

The BU-VP Finance, serving the company for many years, acknowledges that no formal 

training was provided regarding VBM, although entire books were distributed among 

controllers to explain the concepts behind EP. For that reason, only financial management and 

Board level was aware of EP as final objective. Upon revitalizing EP, consultants were hired 

to provide specific training, for instance on inventory and accounts receivable. The training 

was tailor-made for the individual units (OpCos) and offered tools given that unit’s specific 

problems. As the VP illustrated: ‘In one unit, where maintenance takes place, one does not 

even speak about VBM. They talk about cost reductions, process time reductions, and on-time 

invoicing. Added together it is called VBM, but this is not communicated as such. For higher 

management, VBM is a motivation to scrutinize operational processes. For the people who 

are involved in these operational processes, this scrutiny must be translated into their actions.’ 

 

Elements of EP were required to be included in the internal monthly reports as part of the 

business performance. Besides, once every three months a quarterly report was published for 

the external stakeholders. Eventually, every six months so-called ‘talks to staff’ were 

organized in which management of the BUs/OpCos report to the Board of Management about 

their business. These reports were all rooted in Value-based Management.  

In addition, the BU-VP Finance informs middle management about the BU’s performance 

twice a year, while at other occasions throughout the year management of all units report 

about the value drivers cash flows, EBIT, and Invested Capital. During these meetings, the 

VP always addresses some issues: accounts receivables are too high, work in progress is too 
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high, and invoicing is too late. Every unit (below BU) has therefore its own balance sheet and 

profit and loss account. This allows to distinguish issues that need special attention within 

management’s control, based on the unit’s specific (risk) characteristics. The VP recalled: 

‘These items unit-management needs to scrutinize and manage carefully. It is no use to bother 

everybody with everything. For instance, accounts receivable. If this department sends out the 

invoices correctly (thus without errors and in time), it is done for that department. It is then up 

to the departments Credit Control and Marketing to monitor that the money is received in 

time. To annoy the invoicing-people with the financial status of customers, inventory or 

creditors is of no use. The system is rolled-out this way and people are trained on aspects 

necessary to do their jobs right.’ 

 

VBM is included in remuneration for senior management. As of 2004, the top-100 executives 

are rewarded conditional stock options if they meet the objective of having the share price 

being at least in line with the stock market’s index.  

The CFO furthermore stated that Sigma considers to make the entire organization liable to 

incentive plans based on VBM. However, he feels that the thoughts behind EP are not rooted 

deeply enough yet in the minds of management and employees to make them accountable for 

EP. In addition, the management information system is not yet sufficiently adapted to the 

VBM-principles.  

For this reason, variable remuneration over the years 2002 and 2003 was focused on EBIT 

and working capital, respectively, while for the year 2004 the focus was on procurement. In 

that respect, the employees’ remuneration is based on items for which they can be held 

accountable following the EP-tree, and therefore indirectly linked to EP. The CFO recalled: 

‘The EP-figure is not used in anyone’s remuneration. Not even ours [Board of Management]. 

It is too far away. EP is only the result of a calculation, while we manage on the elements. If 

every employee in the organization bears in mind that value creation is the only thing that 

matters, it is important to have the tools and instruments to enable the employees to act upon 

that mindset. Promote EP as final target is in such a case not important anymore, since all 

actions taken by the employees add up to EP.’ 

 

8.5 VBM AND CONTROL 

 

The previous section described the EP calculations and implementation process. It appeared 

that the initial implementation in 1998 was focused on the calculation, despite the lack in 

ownership of EP. After research by the Corporate Strategy & Control department, a new CFO 

and CEO catalyzed the revitalization of VBM where the focus had shift to the elements of EP. 

This section will continue with how VBM affected management control. 

 

When implementing EP in 1998, it was only used in control at corporate level. Each quarter 

the calculations for EP were made and the developments in EP were considered. However, 

according to the CFO and BU-VP Finance, it was at that stage more of a ‘paper exercise on 

behalf of headquarters’ than a management tool. As profit was still the driving force, it 

became clear that despite the existence of an EP tree, the organization misaligned ‘what was 

written and meant, and how people act,’ as the CFO explained. People still managed their 
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traditional profits due to a lack of EP-understanding and a reward system based on profits 

rather than (elements of) EP. The BU-VP Finance told in this respect: ‘The implementation of 

EP resulted in a major calculus-exercise. The familiar DuPont-like charts were filled out and 

the EP was calculated. This was not that difficult. It was therefore nothing more than a 

calculation with a motivation, ‘because we have to’, instead of something that was used in 

decision making.’ However, the calculation did make employees gradually more aware of 

certain elements. Previously, discussions of the Board of Management with Strategic Units 

only concerned ‘order intake’ and Earnings before Taxes (EBT; later supplemented to EBIT). 

As a consequence of the EP calculations, capital employed and EP received some attention. 

The discussions did nevertheless not relate to issues about how VBM was applied in business. 

 

This lack in applying VBM initiated research by the director Corporate Strategy & Control to 

find ways how to affect behavior of managers and employees in order to realize the intended 

effects of VBM. When the new CFO and CEO took office, they supported the initiative and 

decided not to abandon the concept as they acknowledged the benefits of VBM. They chose 

to resurrect the system by approaching it from the perspective following Corporate Strategy & 

Control’s research. Instead of emphasizing the calculatory aspects, they placed a strong 

emphasis on the specific value drivers that managers/employees’ can control given their 

position. From that moment, VBM steadily gained foothold in the company’s management 

control and performance management systems. 

 

With the appointment of the CFO, invested capital became an important issue. The EP-tree 

supports this approach. It gives someone who is responsible for capital management instant 

insight into the effects of his actions on EP when looking at working capital management, 

reduction of the company’s debt position (e.g., to redeem debts), or with management of fixed 

assets (e.g., site rationalization). By linking balance sheet management with profit and loss 

management, employees capture how it adds up to EP, and realize that value is created as 

long as EP improves. The latter was previously not understood. To make employees aware to 

focus on invested capital-reduction consultants were hired. When the new CEO was 

appointed one year after (2002), cash flows were added as an extra item.  

 

Another reorganization, as a result of the focus on corporate activities, was completed in 

2004. On that occasion the various hierarchical levels on which eventually ‘the buttons are 

pushed’, as the CFO called it, were provided with contents, giving VBM more internal value. 

The value tree was therefore extended. In adding activities that influence the previous one in 

the tree, employees at lower levels gain more and better insight into the specific activities they 

control and can be held accountable for in order to create value. 

An example of this ‘content’ relates to the reduction of working capital. A top-down program 

was launched with the result that the word ‘working capital’ cannot be disregarded anymore 

at any level in the organization. By affecting accounts receivable, inventories, or accounts 

payable, for example by changing delivery or payment terms, the effects of such specific 

actions on working capital and subsequently on the EP become instantly clear. 
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Nowadays, cash flow is the primary measure that is managed, consisting of invested capital-

reduction and EBIT. New investments are therefore scrutinized. Depending on the strategic 

unit, emphasis on issues related to investment proposals can differ between units. These can 

for instance relate to the current position of a unit (e.g., top-3 in market), development over 

the years (improving performances), and the strategic position of the requesting unit (with 

regard to for instance cash cow or start-up). For these reasons the Board of Management is 

not exclusively interested in EP, but also in its development and the ways how units manage 

for value by means of the drivers rather than the calculations. 

 

Since other issues emerged, like for example the strategic reorientation and the resulting 

reorganization, it took some time before people actually became aware of ‘value’ and 

effectively started managing for value.  

 

With the revitalization of EP in 2001, control is aimed at managing both the Profit and Loss 

account and the balance sheet. In this respect, the CFO stated, ‘cash is absolutely crucial. 

Without cash you are not getting anywhere.’ As a consequence, considerable attention is paid 

to Free Cash Flows. 

Items of the balance sheet were also included in forecasting as of 2001. The CFO explained 

that, as a result, the variables in the EP tree were well grounded in the people’s heads. Figure 

8.6 illustrates a monthly overview that is used for control purposes for one of the company’s 

groups. This structure forced management to look forward, focusing on non-financial (upper-

part of the overview) as well as financial (lower-part) measures, given the risks a business is 

facing. For that reason, a bandwidth is allowed in which the actuals can deviate from the 

forecast. Setting this bandwidth is also the responsibility of BU or OpCo management, and is 

flexible in order to be adaptable to changing circumstances. However, the Board of 

Management sees to it that targets and bandwidths are set realistically. 

 

The measures vary across the different groups, depending on their specificities. The Group 

management teams agree upon targets and translate them to the OpCos. Deviations between 

actuals and budgets are to be explained in a supplement to this overview. This is accompanied 

with measures to deal with the deviations, and a description of circumstances (both internal 

and external) that may have impact on the performance. 
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Actual Budget Actual Budget Forecast Budget Past 

12 Months

Forecast Budget Next 12 

Months

Numbers of [units ] sold to customers

Average sales price of a [unit ] (EUR)

Orders rec'd [product ] mc's (EUR)

Gross margin JV (USD)

Total personel (head count)

Operating costs (OP rates)

Working capital cfm REL (OP rates)

% [Units ] in total turnover

% [Units ] in total order result

Procurement Savings -/- 10% + 15%

Prom. Quotations / Ord. Rec. -/- 15% + 20%

Innovation Costs

Flexibility -/- 25% + 25%

Lost Workday Cases + 10% -/- 15%

Absence through Illness + 5% -/- 10%

(EUR x mln) Actual Budget Actual Budget Forecast Budget Past 

12 Months

Forecast

Year

Budget

Year

Next 

12 Months

Orders Received 1 -/- 10% + 15%

Value Added Orders Received -/- 10% + 10%

Orders Booked Off -/- 5% + 10%

Operating Costs + 5% -/- 5%

Sundry Gains & Losses -/- 25% + 25%

EBIT 100% -/- 10% + 10%

ROS -/- 10% + 15%

Free Cash Flow -/- 10% + 15%

Investments + 5% -/-15%

Net Working Capital 100% + 10% -/- 15%

   DSO + 5% -/- 10%

   DPO + 5% -/- 10%

   DWO + 5% -/- 10%

ROCE -/- 10% + 15%

ROTA -/- 10% + 15%

Economic Profit -/- 20% + 20%

FTE + 0% -/- 5%

Personnel Costs / Value Added + 5% -/- 10%

Key & Financial Performance IndicatorsJanuary 20XX

Financials Actual Financials Forecast

KPI  Actual KPI Forecast

Quarter YearMonth Year to Date Bandwidth

BandwidthYearQuarterMonth (mutation) Year to Date

On Target

 
 

Figure 8.6 Key financial and non-financial Performance Indicators 

 

As of 2003 these overviews are supported by a single corporate management information 

system, using Hyperion. This new system was on the one hand aimed at providing insight into 

operations of BU’s. On the other hand it was aimed at reducing complexity and increasing 

insight from a reporting point of view (from BU to headquarters). Thus, higher speed in 

reporting with a smaller chance on errors.  

The CFO felt that one corporate information system that provides all required information 

certainly increased acceptance, albeit that this system is fed by a few different ERP systems. 

He explained that not too many different information systems should be allowed throughout 

the organization to avoid that units use their own interpretations and definitions to calculate 

an EP looking as favorable as possible. Moreover, this would lead to incomparable EPs across 

the different groups, BUs and OpCos. Definitions were therefore clearly documented at 

corporate level. 

 

For planning purposes, the company uses two instruments. First, annual budgets are applied, 

based on an operational plan that is agreed upon by the Board of Management and the 

Supervisory Board. 

Second, monthly rolling forecasts are applied that indicate how units actually performed in 

the past month, while providing forecasts for the next 12 months. As the CFO told: ‘until 

2003, these forecasts were only used to see what was expected for the running fiscal year, as 

if at January 1 a new world began. In the current forecasts, the next quarter is planned and a 

12-month forecast is made, crossing fiscal years.’  

The forecasts enable Sigma to pro-act to changing circumstances on short notice. The CFO 

continued: ‘Some degrees of freedom are allowed, but if managers cannot provide 12-month 

forecasts, it is not acceptable. After all, based on experience and knowledge, a manager must 
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be able to make such forecasts. Most important in this approach is that people realize that ‘to 

manage’ is a permanent process.’ In addition to the overviews on KPIs, management must 

provide each monthly closure ‘early warnings’ of issues turning good or bad. These are 

discussed with the management teams of the units. 

Information sharing between groups takes place each month in the Finance Leadership Team 

sessions, chaired by the CFO and consisting of group controllers and corporate controllers. 

During these meetings, for example, standard definitions are discussed and experiences 

exchanged in order to learn from each other to improve performance.  

 

The planning horizons of strategic plans differ between groups. One group, for example, 

covers 10 years in their plan, whereas for an other group the plans for year three and four are 

merely an extrapolation of the previous years due to its industry characteristics. In any 

respect, the Board of Management requires a forecast of what the balance sheet looks like in 

five years. The BU-VP Finance explained: ‘On behalf of operations, a strategic plan for the 

next five years is made. Derived from this strategic plan, an operational plan follows. The 

plan contains regular budgets. Top-down and bottom-up, figures are provided to prepare 

budgets for all units and cost pools that are used for the monthly reports. This concerns EBIT, 

sales-categories, number of personnel, etc. Every month, a rolling forecast is made for 12 

months ahead, but in our group we have centralized this. If units, without informing group-

management in advance, change their rolling forecast during the monthly reporting, the 

outcome would be an uncontrolled consolidated forecast.’ 

 

The strategic plans of the units are based on EP improvements, but not on an explicit EP-

figure. According to the BU-VP Finance, ‘it is of no use to do so, since everybody starts 

focusing on the calculations and initiates discussions. However, the calculations are wrong by 

definition. Not because of an incorrect equation, but because the starting point is incorrect. 

This stems from the fact that operational plans are made in September/October, based on 

expected year-end balance sheet and circumstances. Practice shows, that the operational plan 

does not confer with the actual situation at the opening date of the plan, like regarding 

invested capital or provisions for reorganizations. Every report, therefore, was always a 

source of explanation to the Board of Management about the variances in actuals and 

budgets.’ 

 

This strong focus on the calculations was according to the BU-VP Finance an important 

reason why the initial implementation of VBM failed: people paid too much attention to the 

calculation of EP, rather than the EP-drivers. Attention is now paid to the drivers and strategic 

plans are implicitly based on VBM. Since EP is automatically calculated by the information 

system at corporate headquarters and not locally, attention is forced to the drivers. Employees 

are aware of the definitions used for the calculations, but manage the underlying elements. 

 

Illustratively, when looking at working capital as part of invested capital, managing for value 

takes place by means of the indicator Days Sales Outstanding (DSO92). This ratio in reporting 

is merely a confirmation of what is already known as a result of the actions and decisions that 

                                                      
92 DSO = the number of days an accounts receivable has not been paid yet. 
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are taken. For example, unit X has one centralized invoicing and accounts receivable 

administration for its four sub-units (OpCos). Every week, the BU-VP Finance checks the list 

of accounts receivable and sends a message to the responsible area sales representatives when 

he finds something peculiar. That way, he retains a close look at that value driver. From that 

perspective, the VP explained, one can act specifically on situations. Sales, for instance, are 

also realized in countries where it is common practice to take time for paying bills. In such 

situations the invoice is sent very early, even before goods are delivered. Another example is 

when payment conditions are renegotiated with a customer. When rigidly holding on to the 

old invoice date, Days Sales Outstanding will increase with a very demotivating effect on the 

sales person, although he is not to blame. In such situations, the invoice date can be changed 

internally, thus reducing DSO in the reports. That way, said the VP, it can be avoided that 

someone is restrained in desired behavior for holding on too tightly to DSO ratios. The VP 

admitted, though, that this also depends on the type of controller. He felt that these solutions 

will only work when acting proactively and know what is going on in the business. Numbers, 

then, are no more than a confirmation of the actions, he stated.  

 

A high level of accountability is provided to the units, and hence, the employees. If one of the 

groups does not perform well, this is made clear by the Board of Management. The 

accountability subsequently works like a cascade over the OpCos that are part of the group.  

 

The company dedicates ample space in the ‘Risk Management’-section of its annual report to 

describe the situation on control. The 2004 annual report stated in that respect (p. 49-50): 

 
[Sigma] applies a cascade system of Letters of Representation. The operating 
company directors and controllers sign this declaration in which they confirm the 
correctness and completeness of the information presented, as well as the proper 
observation of the Code of Conduct93. Next, the directors and controllers of the 
Strategic Units sign their Letter of Representation. Finally the Board of 
Management signs her’s. 

 

Appendix 8.I shows a Letter of Representation for the OpCos. It is only to a limited extent 

financially focused. In the summer of 2005, in-control statements were prepared at corporate 

headquarters that describe the risks associated with the business, and how a company plans to 

deal with these risks. In that respect, the CFO expects these to have more value and provide 

better insight into operations than the letters of representation.  

 

Table 8.2 shows a comparison in the characteristics of the Management Control System 

before (from the section ‘Pre-VBM era’) and after implementation of VBM.  

 

                                                      
93 In a brochure, the company describes its rules of conduct, the ethical principles that form the basis 

for the business conduct of all units of the company and all its employees. In its efforts to achieve 
quality in every respect, they focus not only on its business commitments but also on its 
responsibilities towards the community at large. 
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Characteristic Pre-VBM VBM 

Organizational structure Decentralized, although initially 
centralized corporate control and 
Human resources 

Decentralized 

Management style Groups/OpCos are autonomous, 
but financially dependent on 
corporate headquarters with 
tightly managed group 
controllers 

Groups/OpCos are autonomous 
and responsible for results. 

Power of decision Groups are autonomous in 
taking decisions 

Idem 

Communication Hierarchical, top-down Dialogue between corporate and 
Group and OpCo management 

Strategy development Board of Management 
determines strategy 

Idem, but Group and OpCo have 
influence and rooted in VBM 

Determine targets BoM sets targets for groups; 
group sets targets for OpCos 

Groups and OpCos set own 
targets, in dialogue with BoM 

Resource Management According to budget process, 
detailed budgeting 

According to strategic plans, 
budgets, and rolling forecasts 

Budgeting process Based on previous year’s budget 
with additional funds for 
separate projects 

Budgets and 12-month rolling 
forecasts 

Performance measurement Predominantly financial 
measures such as ROI and ROS 

Focus on value drivers as 
depicted in value tree, aimed at 
EP-improvements 

Management reporting OpCos report to Group, Group 
reports to Corporate 
Headquarters which analyzed 
the data 

Idem, but data do now result in 
EP calculations at corporate 
headquarters 

Performance-based 

remuneration 

Profit was driving force Result-depending rewarding 
rooted in EP-drivers 

 

Table 8.2 Characteristics of Management Control System before and after VBM 

implementation 
 

8.6 EFFECTS 

 

The previous section discussed how managing for value had its influence on 

management control, for example regarding the strong focus on value drivers rather 

than the calculation. Moreover, management was expected to act more proactively by 

means of the rolling forecasts. This section will look into the effects of VBM. 

 

The various reorganizations to reduce activities in Sigma’s portfolio is one of the 

effects of VBM that impact the organization.  

 

 
 
 
 1996 

Timeline: new organizational structure 

1998 2001 2004 
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In that light, the company sold another one of its groups in 2004, leaving only 4 groups from 

the mid 1990’s 12. This has resulted in the organizational chart as depicted in Figure 8.7, 

effective as of January 1, 2005. 

 

Figure 8.7 Organizational Chart - 2005 

 

In this new structure, depending on its size, OpCos either report directly to group 

Management (e.g., Group D), a BU (e.g., BU 3), or a ‘Reporting Unit’, which represents a 

Business Line. Below BU 2, for instance,  a reporting unit exists to which a number of OpCos 

report. All Groups are managed by a Group Director, Group Controller, and Group Human 

Resource Manager. BUs and OpCos are managed by a Director and Controller, and 

sometimes – also depending on size – a Human Resource Manager. 

In operations, the controller reports to his director, but functionally reporting follows the 

hierarchy. This means that the controller of an OpCo reports to the controller of his BU, the 

controller of the BU to the controller of his group, and the controller of the SBU to the Chief 

Financial Officer. 

 

When looking at acquisitions and divestments, the fundamental thought is exclusively on 

value creation. However, the decision is also affected by growth perspective, competences, 

price, market position, distinctive powers, etc. Such powers are, however, not easy to 

quantify. As the CFO stated: ‘In the end, shareholder value is created when EPS [Earnings 

Per Share]  increases. Therefore, when a well-performing activity with a moderate future is 

‘traded’ for a moderately-performing activity with a prosperous future, a dilution of profits 

takes place. Thus, short-term value is destroyed from a shareholders’ perspective (earnings 

are decreasing), while a long-term investor considers this to be a wise decision. A large 

number of our investors understand our view; we are already working for a year [as of 2003] 

on plans to narrow the organization, in order to create long-term value instead of managing on 

short-term EPS.’  

Portfolios are therefore managed more actively, in terms of products and customers. The CFO 

explained that units can have a magnificent position on the world market, with good EBITs 

Board of Management

Group A Group B Group C Group D

BU I BU II BU 1 BU 2 BU 3

Corporate Strategy & Control 

Corporate Communications &

Investor Relations

Corporate Human Resources Management

Corporate Legal

59 Operating Companies
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and good cash flows. However, when it is expected that this prosperity will end in about five 

years, these units are now divested from a strategic point of view as they will yield good 

money. He continued: ‘When a unit reached its ceiling, and value creation becomes therefore 

more difficult, you can better realize that value now. This is a reallocation of capital. The 

money raised from selling is invested in other value creating activities.’ 

 

Site rationalization has also been realized with the eye on allocation of capital. One of the 

groups, for example, concentrated its former production facilities from various places in 

America, Europe, and Asia, to one place on the Western hemisphere. The production in 

Europe was streamlined, but for Asia this was harder to realize. This was caused by the 

political situation between certain countries. 

 

Another effect of value management is the increased attention for non-financial measures. 

This is illustrated by the non-financial aspects in judging acquisitions and divestments and the 

top sheet in performance evaluation as illustrated in Figure 8.6.  

In addition, the CFO explained that communication in the organization also improved, among 

others by means of the EP tree. This tree makes the ‘buttons’ that drive value clear to 

everybody. That way EP became a kind of univocal language for the entire organization, he 

stated. This was also acknowledged by a BU-VP Finance: ‘The mindset is clear; people know 

for example that when they manage their accounts receivable strictly, invested capital 

reduces. That the faster you collect the receivables and invoice without errors, the risk on 

disturbance, non-payment, and disputes reduce. That it is about aligning processes, having 

things under control. VBM is therefore a very simplistic system based on the old DuPont 

chart, to see what you control and need to manage.’ 

The same indicators apply to all BUs as comprised in the top sheet (i.e., Figure 8.6), although 

accents may differ. If in BU X absence due to illness is high, and less hours can be ‘sold’, it 

has a direct effect on income. In the next period special attention will be paid to that issue. 

This can also be included in the evaluation, by means of the business letter to use for 

remuneration. 

 

A change in attitude of employees that cannot be attributed to VBM, but of which VBM does 

benefit, is illustrated with an example of a previously acquired group, provided by the BU-VP 

Finance. This group had a huge short-term debt and continuous discussions about the units’ 

performance. These discussions have disappeared; they merely became disagreements, but 

emotions no longer seem  involved. There is no more arguing about the bottom line of the 

separate units, but instead about the bottom line of the group as a whole. Managers’ mentality 

also changed regarding allocating costs between the units, related to a sense of reasoning that 

all energy that is used internally, is wasted energy. Allocation takes place by parameters that 

have been agreed upon a few years ago, and many of them are based on ABC-analyses. Every 

proposal for changing a parameter is scrutinized on its benefits and necessity (by definition: 

‘denied, unless….’). The main thought concerns the necessity of incurring these costs.  

 

VBM did have its effects on procurement. All activities in this area are supported by one 

single system. Suppliers, terms, and prices are all determined by collective organization-wide 
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contracts, but placing orders is still decentralized. Every OpCo can order any product they 

need, but with the corporately selected suppliers with whom agreements are made. That way 

economies of scale are realized, and simultaneously time and money is saved on contract 

negotiations with suppliers in each individual OpCo as previously was the case. 

 

Sigma has always financed its units from corporate headquarters. It has also determined the 

financial structures of its units. This fueled an other reason why the initial implementation 

failed. Namely, financing was used as a management tool from the financing/shareholder/ 

supervisor’s point of view, besides the previously mentioned strong focus on the EP-

calculation. This was due to the strict guidelines regarding financial structures, and scrutiny 

by the Board of Management of even the slightest deviations in WACC, Invested Capital, etc.  

With the new CFO and CEO, the Board allowed companies to manage for value in a more 

holistic way and emphasize the thoughts behind EP, rather than the former narrow focus on 

finance and EP-calculation. On the other hand, they required at the same time that the OpCos 

became more transparent in their administration. That way they try to avoid that the OpCos 

artificially reduce their profits, as some of them felt that they were subsidizing the less 

performing companies within the organization. 

As a result of more transparency, VBM also effected a sharper focus on the organization and 

its processes. For example, a bad performance in logistics could be disguised by inventory 

(buffers). High accounts receivable could indicate high sales, but also high ‘Days Sales 

Outstanding’, erroneous invoicing, being in the wrong business, or supplying to bad 

customers. Value drivers are used to inform and communicate such issues to meet certain 

targets, but without calling it VBM to the employees. 

 

The BU-VP Finance felt that VBM also has to do with management style. He often notices 

that managers, as a result of their short tenure in a certain position, do not get the chance to 

get acquainted with and build knowledge of the business. Consequently, they only manage on 

generic drivers or ratios. A manager that serves longer in a particular business is familiar with 

its processes and will therefore manage easier on the specific variables that have impact on 

the drivers or ratios. 

 

Another effect, as a result of the monthly rolling forecasts that were introduced on behalf of 

VBM, is that employees act proactively. They are forced to picture themselves a realistic view 

of the future, while thinking more thoroughly about developments and plans. 

 

Both the CFO and BU-VP Finance are convinced that the share price outperformed the stock 

market’s due to value management. Although attention is paid to stakeholder value, they 

believe that it eventually results in shareholder value. In that perspective the CFO gives a 

quote he often uses when talking to investors to stress the importance of the shareholders: ‘we 

are in business to make money, with your money.’ The share price also reflects the 

expectations of the capital market. For that reason, the market shows in its turn that it is aware 

of what Sigma is doing and has confidence in its strategy and plans. The organization is in 

that respect a ‘turn around case’, as the CFO mentioned it, what already creates some value by 

itself. He explained that ‘the share price is based on real value, expected value, and hot air. 
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That is the problem with a share price.’ In that respect, it is just a guess how much of the 

share price reflects expected value.  

Lastly, both the CFO and BU-VP Finance mention that working capital has been reduced as a 

result of VBM. 

 

Data retrieved from the Reach Database, the company’s 2003/2004 Annual reports, and 

Yahoo! Finance, show that the company’s performance improved considerably in the past few 

years (see Figure 8.8). The CFO added that EP is a lagging measure. One first needs to take 

measures with the eye on future improvements on EP, while the pay-off is in a later period of 

time.  

 

-100

0

100

200

300

400

500

600

1994 1995 1996 1997 1998

1999

(EP) 2000 2001 2002 2003 2004

-150

-100

-50

0

50

Net Working Capital Net result

EP Share price* (adjusted)

 

Performance indicators Sigma N.V. In Euro mln. based on Dutch GAAP 
 

 
Figure 8.8 10-year overview of selected performance indicators (Sources: Reach 

Database, 2003 and 2004 Annual Reports, and Yahoo!) 
 

 1994 1995 1996 1997 1998 1999 
(EP) 

2000 2001 2002 2003 2004 

Net Working Capital 239,8 305,8 301,6 307,7 444,2 506,6 524,4 400,4 351,1 387,3 397,1 

EP      15 -48 -137 -144 -70 1 

Share price* (adj.) 37,95 3,56 51,36 59,03 36,18 12,23 11,26 7,65 5,10 15,02 25,35 

Net result 36,8 49,1 62,1 77,9 85,9 43,5 63,2 -8 -41,9 74,2 77,7 

* Dec 31st close price adjusted for dividends and splits 
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8.7 RECAPITULATION 

 

1. What are the reasons to implement Value-based Management? 

The reasons why Sigma adopted VBM include: (i) a lagging share price compared to the 

market index, (ii) pressure from the capital markets, (iii) to create economic value, and (iv) to 

obtain a sharper focus in the corporate portfolio. 

 

2. Which metrics are used? 
Sigma applies for operational performance Economic Profit with only a limited number of 

adjustments to the profit and loss accounts and balance sheet: provisions, taxes, interest and 

goodwill. This measure is considered in investment decisions and capital allocation. Emphasis 

in these decisions is however not on the measure itself, but the drivers. 

Each group has its own WACC, whereas for corporate activities (e.g., acquisitions), a 

corporate WACC is applied. The WACC is based on a target capital structure and book values 

for equity and debt. 

 

3. How is Value-based Management implemented? 
When VBM was first introduced, it was only used in reporting without any consequences 

attached when EP did not meet expectations. However, it was reason for discussion, but the 

focus remained on profits and did not result in VBM behavior. After a few years, the 

Corporate Strategy & Control department initiated research into how to embed VBM into the 

organization. In control, the focus shifted to improvements in the elements of EP within 

control of managers and employees rather than the calculations. The appointment of a new 

CFO and CEO catalyzed this approach and VBM was revitalized where people were held 

accountable for the activities they control, based on elements of EP and not EP itself. The EP-

tree appeared to be of great help, as well as the specific training on managers/employees 

specific responsibilities. 

Improvements in value drivers were linked to remuneration for all employees. These could be 

financial or non-financial, depending on the accountability and controllability. 

 

4. What are the effects on behavior and attitude? 
With the 1999 implementation, behavior and attitude were hardly affected, as the focus 

remained on profits. However, with the revitalization in 2001 where the focus shifted from the 

calculations to the elements of EP, with a clear link between controllability and accountability 

in responsibilities, management and employees gradually developed a value-based mindset.  

They became aware that they needed to manage both the profit and loss account as well as the 

balance sheet, and realized what impact their actions have on value creation. This was 

supported by the link with remuneration. Rolling forecasts, on both financial and non-

financial indicators, made the managers more proactive. 

 

5. What are the effects on decision making? 
Communication improved in the organization, among others as a result of the EP-tree. This 

tool depicts the ‘buttons’ that drive value in making decisions. That way, EP also became a 

kind of univocal language.  
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Investment decisions, acquisitions and divestments are also driven by EP improvement, 

although other aspects are taken into consideration as well. The focus is on long-term value 

creation, rather than short-term shareholder value creation. This also counts for allocation of 

resources. From that perspective, Sigma for example realized site rationalizations, while the 

savings could be allocated to other value creating activities. 

 

6. What are the effects on performance? 
The CFO explained that EP is a lagging measure. EP, share price increase, working capital 

reduction and net result all improved particularly as of 2002, a year after the revitalization. 

Between 1999 and 2001, the share price slightly declined (after a strong decline in the years 

ahead), as well as Sigma’s net result. EP initially plummeted, but increased dramatically as of 

2002. 
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Appendix 8.I Letter of Representation-Operating Companies 
 
 
 Name strategic unit 

 
 
 
To the Board of Management of Sigma N.V. 
  
 
Corporate Headquarters, The Netherlands 
 

 
 
 
 
 

 

Letter of Representation as required from Strategic Unit  Management. 
 

Dear Sirs, 

 

We refer to the financial results of the companies listed in Appendix 1 as part of our Strategic 
Unit.  We hereby declare that the companies have made and kept books, records and accounts, 
which in reasonable detail, accurately and fairly reflect the transactions and dispositions of the 
assets.  We further state that, as already mentioned in our in-control statement on internal risk 
management and control systems that we signed on (date), to the best of our knowledge the 
companies have maintained systems of internal controls sufficient to provide reasonable 
assurances, for the year under review, that: 

 

1. generally accepted control procedures are in place and have operated; 
2. transactions have been executed in accordance with management’s general or specific 

authorisation; 
3. transactions have been recorded as necessary: 

- to permit preparation of financial statements and consolidation packages in 
conformity with [Sigma’s] policies and standards; 

- to maintain accountability for assets; 
4. neither the companies nor their authorised representatives have been party to the offering, 

paying or receiving of bribes; 
5. no payments have been made which knowingly violate the laws of the country (countries) 

in which the companies have operated; 
6. no receipts or payments of, or derived from, company moneys or other assets have been 

either unrecorded or falsified when described in the relevant books and records and no 
other improper accounting practice has been adopted in the period under review; 

7. no change in accounting policy and practice has taken place which is inconsistent with 
general accepted accounting principles; 

8. all treasury operations in the Netherlands (if applicable) have been contracted out to 
[Sigma’s] Treasury Department that provides these services in compliance with [Sigma’s] 
Treasury Guidelines. 

 

Your reference :     
Our reference :    
Date :  

Subject : Letter of Representation 
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This statement is made on the basis of a structured internal assessment and taking into 
account all significant items raised by the external auditors for the period covered. 
 

Place, Date 

 

S.U. Director   S.U. Controller 

 

 

 

 

Trade register [city Y] 12345678 
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 CHAPTER 9 CASE-ANALYSIS AND CONCLUSIONS 

 
 

This chapter will provide the answer to the problem definition. It was defined in the 

introduction as follows:  

 

Why do Dutch companies use Value-based Management, how is VBM 

implemented and in what way does it affect decision making in business 

units in order to create economic value. 
 

The sub questions, in order to find an answer to this problem definition, were defined as: 

- Why manage for value and how to express value creation? 

- How to design and implement a management control system that enhances value 

creation? 

- How do Dutch companies apply VBM and to which extent does VBM affect their 

management control system? 

 

The next three sections will cover the three sub questions. They are based on paragraphs 2, 3 

and 4 from the case studies to answer the first sub question, paragraphs 4, 5 and 6 for the 

second sub question, and paragraph 5 for the last subquestion. Section 9.4 describes the 

effects on performance. These four sections are subsequently the impetus for the change 

process which is described in section 9.5, when describing the overall conclusions, while the 

limitations of my research and suggestions for further research are described in sections 9.6 

and 9.7, respectively. 

 

9.1 WHY MANAGE FOR VALUE AND HOW TO EXPRESS VALUE CREATION? 

 

This paragraph will draw conclusions from the paragraphs 2, 3 and 4 from the case studies, 

regarding the reasons why these companies implemented Value-based Management and 

which metrics they apply to express value creation. 

 

9.1.1 REASONS FOR IMPLEMENTING VALUE-BASED MANAGEMENT 

 

Table 9.1 summarizes the reasons as mentioned by the interviewees in the case companies to 

implement Value-based Management. 

From this summary can be concluded that the following reasons apply to implement VBM: 

1. To deal with the pressure from the capital markets. Both from a debtor’s point of view 

in order to avoid a downgrade in credit rating, as well as from shareholders due to a 

lagging share price (Akzo Nobel and Sigma). This pressure could result from 

insufficient attention for capital (ABN AMRO94), from acquisitions to support growth 

                                                      
94 The banking industry differs from other industries in that allocation of capital is linked to the risks 

that the bank’s activities bear, whereas the cost of capital is determined in the Basel II agreement 
(opposite other industries where the cost of capital is adapted to the risks of activities). High-risk 
activities such as investment banking are assigned a high amount of capital, while low-risk activities 
are assigned only a low amount (see paragraph 4.2 for further explanation). 
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strategies (Akzo Nobel and Heijmans), or as a means to communicate with investors 

as a result of recent or future listing (Heijmans and Schiphol). 

2. To meet (external) reporting requirements. Regulators can implicitly require that 

companies apply VBM. For the banking industry, Basel II for example prescribes 

how banks must determine their cost of capital. The NMa was a driving force for 

Schiphol to implement VBM due to its maximum allowed rate of return on aviation 

activities. 

3. To motivate entrepreneurial behavior. People are important. VBM was implemented to 

have managers and employees behave more like entrepreneurs, in view of finding 

opportunities and with regard to managing available resources (ABN AMRO and 

Akzo Nobel). 

4. To create a common control language. To have one uniform language that also 

includes shareholders in order to control the entire organization appeared to be an 

important reason to implement a value-based metric for all case companies. 

5. To appraise and select investments. Value-based metrics provide the incentives to 

create awareness for capital when appraising and selecting investments, as a result of 

the capital charge. With the exception of Heijmans, all case companies found that 

VBM implementation linked the balance sheet and profit and loss account, and 

motivated managers and employees to be critical on investments in fixed assets. 

6. To create awareness for working capital. By introducing VBM and thus a capital 

charge, accounts receivable, accounts payable and inventories are elements of 

working capital to focus attention to (Akzo Nobel, Heijmans and Sigma). That way 

invested capital is reduced and consequently the capital charge. 

7. Catalyzing events. Some companies were confronted with specific circumstances and 

situations that catalyzed the implementation of VBM. This could have to do with 

corporate governance or sliding financial results. Regarding governance, the 

appointment of new Board Members had for various companies been a reason to 

introduce VBM (ABN AMRO, Sigma, Schiphol), or active shareholders who 

complain about a company’s diverse activities (Sigma). Otherwise, financial distress 

could create a sense of urgency to change (ABN AMRO, Heijmans, Sigma).   

 
Company 

Reason 
ABN AMRO AKZO Nobel Heijmans Schiphol Sigma 

Capital Market • credit rating 

• create 
shareholder 
value 

• credit rating 

• threat for hostile 
takeover 

• pressure as result 
of acquisitions 

• communication 
with shareholders 

• privatization 
implies 
influence of 
capital markets 

• lagging share 
price 

• financial 
distress 

Reporting • compliance 
with Basel I/II 
agreements 

  • maximum 
allowed return 
by NMa95 

 

                                                      
95 The NMa is the Dutch Competition Authority (Nederlandse Mededingings Autoriteit), that considers 

Schiphol to be a monopolist with a license to operate an airport. 
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Entrepreneurship • business 
principles imply 
creating 
entrepreneurial 
spirit 

• focus on people 
model 

• encourage 
employees to 
behave like 
owners 

   

Common control 
language 

• uniform metric 
across 
decentralized 
organization 

• cost control 

• link profit and 
loss to balance 
sheet 

• uniform 
performance 
metric across 
decentralized 
organization 

• uniform metric 
across 
decentralized 
organization, but 
divisions adapt 
definitions to 
own specifics 

• single 
management 
system aligning 
internal/external 
reporting across 
centralized 

• focus 
employees on 
creating 
economic value 
in a 
decentralized 
organization 

Investment tool • capital 
allocation 

• investments 
need to create 
value 

• capital 
allocation 

 • create 
awareness for 
cost of capital 

• create 
awareness for 
cost of capital 

Working Capital  • link profit and 
loss with 
capital, both 
fixed assets as 
well as working 
capital 

• create awareness 
for cost of 
invested capital, 
specifically 
working capital 

• link P/L with 
working capital 

 • focus on 
invested capital 
(fixed assets 
and working 
capital) to 
create value. 

Catalyzing events • new CEO 

• sliding results 

 • risk of losing 
control to banks 
as result of high 
debt due to many 
acquisitions 

• new CFO and 
corporate 
controller 

• privatization 

• new CEO and 
CFO 

• sliding results 

• shareholders 
complain about 
diverse 
activities 

 

Table 9.1 Reasons for implementing Value-based Management 

 

9.1.2 METRICS 

 

The characteristics of the metrics that the companies apply are summarized in Table 9.2. 

From this overview, the following conclusions can be drawn: 

1. Simplicity is more important than accuracy. The case studies show that the companies 

emphasize the thoughts behind the calculations. In order to manage the value drivers 

rather than the calculations, the calculations are held as simple as possible to prevent 

distraction of attention to the metric. This is also why the initial VBM implementation 

at Sigma failed: the focus was on the calculations, and every variance in the 

calculation was a source of explanation for business units. 

2. Different metrics are applied for different purposes. The companies apply metrics to 

enable benchmarking on Total Shareholder Return, select (dis)investments and for 

control purposes. Peer groups are selected for benchmarking TSR-performance (ABN 

AMRO, Akzo Nobel and Sigma). VBM metrics (Economic Profit, Economic Value 

Added or Return on Net Assets) are also used in (dis)investment appraisals and 
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acquisitions, as well as portfolio management regarding products or clients (ABN 

AMRO, Akzo Nobel, Schiphol and Sigma). When looking at how metrics are applied 

in control, it can be concluded that in most cases higher management is held 

accountable for EP or EVA, although they manage the value drivers (ABN AMRO, 

Akzo Nobel and Schiphol). At lower levels, the focus is on (operational) value 

drivers. In this view it would therefore be more logical to hold managers and 

employees throughout the organization accountable for value drivers within their 

control, as is only the case in one company (Sigma – after the revival, since before 

that time the focus was on EP calculations). Control is in that company focused on 

both financial and operational value drivers, even for higher management. EP is 

calculated, but considered as a result rather than an objective. Reason for the 

predominant focus on value drivers in the four case companies is that these can be 

influenced and controlled, and not the result itself. Although Heijmans calculates 

EVAs on corporate and divisional levels, it does not apply a value-based metric in 

benchmarking, investment appraisals or control as the focus in that company is still 

on turnover and profits. 

3. Limited adjustments are made to operational performance and Capital Charge. In order 

to keep calculations simple, adjustments to operational performance and invested 

capital are very limited. The capital charge is also held as simple as possible, by 

means of applying one corporate Weighted Average Cost of Capital (ABN AMRO, 

Akzo Nobel and Heijmans), or a WACC per division/ business unit at best (Schiphol 

and Sigma). 

4. Absolute measures are less applied than relative performance measurement. It is 

acknowledged that the value-metrics are retrospective and subject to discussion. The 

absolute EVA or EP numbers (or drivers) are therefore relativized by judging 

performance on improvements rather than the absolute figures (ABN AMRO, Akzo 

Nobel and Sigma). Where already relative metrics are applied (e.g., a RONA-

percentage), they are benchmarked against for example the WACC (Schiphol). 

 
Company 

Aspect 
ABN AMRO AKZO Nobel Heijmans Schiphol Sigma 

Simplicity 
over accuracy 

• MfV is not 
about numbers 
and techniques, 
but strategies 
and capabilities 

• calculation must 
be easy to explain, 
data be available, 
and differences of 
adjustments be 
significant 

• enable 
comparability and 
accountability 

• no necessity for 
complete 
accuracy 

• corporate EVA 
still considered to 
be too 
complicated by 
divisions, leading 
to divisional 
definitions 

• VBM is much 
more than just a 
calculation – a 
business tool for 
running a 
business with 
aspects beyond 
shareholder 
value creation 

• Practical 
applicability 
more important 
than academic 
accuracy 

• More important 
to manage 
elements than 
focus on 
calculation 
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Different 
metrics for 
different 
purposes 

• depending on 
hierarchical 
level, related to 
controllability 
(share price, 
assigned capital, 
investments) 

• Corporate: TRS 

• Strategic SBU: 
EV 

• Operational: EP 

• only EVA • only EVA • depending on 
controllability: 
only corporate 
level on capital 
structure, thus 
EP including 
capital charge, 
lower levels 
RONA 

• only EP 

Limited 
adjustments to 
operational 
performance 
 

• NOPAT = 
accounting profit 
from annual 
accounts 

• No adjustments 

• Operating Income 
as close as 
possible with 
management 
information 
system; not all 
publicly available 

• streamline EVA 
capital with 
invested capital 

• Adjustments: 
- Taxes 
- MIR 
- Exceptionals 
(until 2005) 

- Off-balance 
sheet items 

- Cash 
- Pensions 

• NOPAT not to be 
calculated from 
annual accounts; 
not all data 
publicly available 

• Adjustments: 
- Goodwill 
- Taxes 
- Leasing 

 

• RONA based on 
annual accounts 

• No adjustments 

• Operating Profit 
based on annual 
accounts 

• Adjustments: 
- Provisions 
- Taxes 
- Interest 
- Goodwill 

 

Capital Charge • Capital Charge 
in compliance 
with Basel I/II 
agreements, 
based on 
assigned capital 

• one corporate 
WACC, based on 
target capital 
structure, market 
value of equity, 
book value of debt 

• first divisional 
WACCs, later one 
corporate (for 
simplicity) 

• WACC based on 
target capital 
structure, market 
values of debt and 
equity 

• Internal WACC 
per Business 
Area, externally 
reporting one 
corporate 
WACC 

• WACC based 
on estimates of 
target capital 
structure and 
market values 
of debt and 
equity 
(estimates since 
organization is 
not listed) 

• Internal WACC 
per Group, 
externally 
reporting/corpo-
rate decisions 
one corporate 
WACC 

• WACC based 
on target capital 
structure, book 
values of debt 
and equity 

Relative vs. 
Absolute 
performance 

• Relative 
performance 
(improvement 
EP or driver) 

• Relative 
performance 
(improvement 
EVA or driver) 

 • Absolute 
performance 
(RONA) 

• Relative 
performance 
(improvement 
EP or driver) 

 

Table 9.2 Key aspects related to performance metrics 

 

Although it may be expected that the more diversified organizations apply more adjustments 

in their calculations in order to cope with the differences in their activities, the cases show 

that this assumption does not hold. Such organizations also apply only a limited number of 
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adjustments, and do not apply differentiated costs of capital for their activities. That may also 

explain why most of the case companies manage on changes in their value measure rather 

than absolute performance. To focus on improvements in the outcomes avoids discussions on 

‘subjective’ choices in adjustments and WACC-calculations, since these improvements are 

based on equal assumptions in the calculations at the start and finish of the reporting period. 

This reasoning can be extended to the assumption that the more adjustments are applied, the 

more an organization may be inclined on managing on changes in the measure rather than 

absolute numbers. This assumption does not hold either, since the organizations that apply 

metrics with absolute outcomes, do manage on improvements in the outcomes despite the 

limited number of adjustments they apply. Simplicity, understandability and accountability 

appear to be the predominant arguments in deciding about the metrics. 

 

9.2 HOW TO DESIGN AND IMPLEMENT A MANAGEMENT CONTROL SYSTEM THAT 

ENHANCES VALUE CREATION? 

 

This section is based on paragraphs 4, 5 and 6 from the case studies, and will draw 

conclusions regarding the design and implementation process of value-based control systems. 

When looking at the case studies in the previous chapters, they can be divided into three 

groups regarding VBM: (I) successful from the beginning (ABN AMRO and Akzo Nobel), 

(II) successful after a revitalization of the VBM system (Schiphol and Sigma), and (III) less 

successful (Heijmans). Successful is in this perspective defined as using and making decisions 

in line with VBM. This may be attributed to the following reasons, which are further 

explained in this section: (1) Centralized implementation despite a decentralized organization 

to ensure uniform definitions and reporting, and create a common language, (2) focus on 

value drivers instead of the calculations to ensure that the proper actions are taken, where use 

of information systems can facilitate the calculations and enable to focus on the drivers, (3) 

managers and employees are held accountable for the drivers within their control, either 

financial or non-financial depending on their position, and (4) managers and employees are 

rewarded for their actions that are related to value creation, therefore linking VBM-actions 

with remuneration. 

 

9.2.1 DESIGN 

 

The characteristics of the design of a value-based management control system are 

summarized in Table 9.3.  

 

The following aspects were mentioned by the interviewees when designing their value-based 

management control system: 

1. By introducing a single, uniform VBM-metric with causally related value drivers 

throughout the company, a ‘common language’ is created throughout the 

organization. This contrasts with the varying performance measures between 

corporate entities before. This would make it easier to compare the different activities 

with each other in light of value creation. The companies applied similar controls 

throughout their organization, although accents could change depending on 



 

 219 

characteristics of the entity, in financial and non-financial terms (ABN AMRO, Akzo 

Nobel, Schiphol, Sigma). They used for example Balance Scorecards (or Diamond), 

topsheets and value trees. 

2. To introduce a capital charge and thresholds for investments that had to exceed the 

cost of capital, attention was drawn to the balance sheet in addition to the profit & 

loss account. Tools like the Loan Pricing Tool (ABN AMRO), EVAluator (Akzo 

Nobel) and forms that included the WACC (Schiphol) were developed to direct 

attention to activities that affect the company’s assets. As a result of this capital 

charge, managers and employees are made aware of invested capital as stated on the 

balance sheet. This was also included in defining the value drivers that are within a 

person’s responsibility (ABN AMRO, Akzo Nobel, Schiphol, Sigma). 

3. To redesign strategic and business processes, in order to assign more responsibilities to 

lower levels in the organization, capabilities were developed of managers and 

employees. This had to result in a more entrepreneurial spirit and more businesslike 

culture to align their interests with those of shareholders, as expressed in the VBM-

metric. With this empowerment, strategic issues become more structured and 

thoroughly discussed from top to bottom in the organization, where eventually the 

value is created (ABN AMRO, Akzo Nobel, Schiphol, Sigma). Managers and 

employees are in these processes held accountable for activities that contribute to 

value creation within their control. Personal objectives, training on specific duties, 

and elaborate decision rights at relevant levels in the organization emphasize the 

value drivers within a person’s control. The case companies developed systems to 

align the value measures with activities, like individual performance evaluations, the 

value tree, and balanced scorecards (ABN AMRO, Akzo Nobel, Schiphol, Sigma). 

4. Performance rewards are value-based. The case companies clearly show that 

remuneration is an essential part of the VBM system. Rewards are related to 

improvements in value measures or value drivers, depending on the accountability 

and controllability principles. This is fueled by the thought that value creation is only 

a result, while the companies focus on managing the drivers. It is therefore not 

possible to generally conclude to which level value measures are used, and as of 

which level value drivers are subject for rewarding (ABN AMRO, Akzo Nobel, 

Sigma; Schiphol to some smaller extent). 
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Company 

Effect 
ABN AMRO AKZO Nobel Heijmans Schiphol Sigma 

Common 
language 

• Comparable 
measures 
throughout 
organization 

• Shorter 
management 
presentations 

• Comparable 
measure 
throughout 
organization 

 • Common focus on 
exceeding WACC 

• Same controls 
throughout 
organization 

Attention on 
balance sheet 
and profit & loss 

• In investment 
decisions MfV 
principles 
considered 

• Investments need 
to yield positive 
EVA 

 • Investments need 
to exceed WACC 

• Awareness for 
invested capital 

• Mindset 
focused on 
value drivers 
within control 

Empowerment • Lower levels 
involved in 
strategy of SBU 

• Strategy high on 
agenda due to 
periodic 
meetings 

• Cultural change 
to managing 
more 
businesslike at 
lower levels 

• Encouraged 
entrepreneur- 
ship; all 
employees 
consider actions in 
contributions to 
EVA 

• Already high 
level of 
autonomy and 
empowerment 
before EVA, 
due to many 
acquisitions 

• Cultural shift; 
more professional 
and businesslike 

• Developing 
operational 
indicators bottom-
up process 

• Operating 
companies are 
allowed to 
manage for 
value 
holistically, 
rather than 
explain 
calculations 

• More proactive 
attitude 

Accountability 

and 

controllability 

• Personal 
objectives in 
performance 
plans based on 
drivers of EP 

• Decision rights 
given to relevant 
levels 

• Personal 
objectives based 
on value drivers 
within control 

 • Objectives/design 
Diamond/BSC 
focused on 
accountability/ 
controllability 

• Employees are 
held 
accountable 
for elements 
within their 
control, instead 
of EP-result 

Value-based 
Performance 
Rewards 

• Throughout 
organization, 
based on 
accountability 

• Depending on 
hierarchy, based 
on EP or drivers 

• Throughout 
organization, 
based on 
accountability 

• BUs have own 
responsibility to 
design rewarding 
(EVA or drivers) 

 • Senior 
management, 
based on 
accountability 

• VBM measures 

• Throughout 
organization, 
based on 
accountability 

• Senior 
management 
financial 
drivers, lower 
levels 
operational 

 

Table 9.3 Characteristics of design of Value-based Management Control System 

 

9.2.2 IMPLEMENTATION PROCESS 

 

Taken the elements of design into account, the characteristics of the (successful) 

implementation processes in the case companies are summarized in Table 9.4. From this 

table, the following conclusions can be drawn: 

1. Implementation is directed by corporate headquarters. Although companies may have 

a decentralized organizational structure, the implementation process is centrally 

directed from corporate headquarters. Lower hierarchical levels may have their own 
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responsibility in implementation, but based on directives from headquarters regarding 

for instance definitions and training. This allows a uniform VBM system and prevents 

lower hierarchical levels to focus too much on calculations (ABN AMRO and Akzo 

Nobel). Heijmans’ less successful VBM system may be attributed to this aspect, as 

they left their divisions too much freedom – even in definitions. Schiphol’s initial 

implementation failed due to ambiguous control with respect to Business Areas and 

Business Units which prevented a uniform implementation. Resolving this ambiguity 

by using a balanced set of indicators to align reporting between organizational 

entities, and later abandoning BUs to the benefit of BAs, resulted in a renewed and 

successful focus on VBM. Although Sigma also centralized its initial implementation, 

it still failed. This could be attributed to groups and Business Units being hardly 

involved on the one hand, but held accountable for VBM performance on the other 

hand despite the lack in training or consequences. A centralized rejuvenation focused 

on the value drivers at levels below corporate. It therefore involved these levels more 

strongly in aligning decision making with VBM actions, with uniform definitions 

from headquarters. 

2. Attention is focused on value drivers instead of the calculations. To direct attention to 

how value is created instead of how much value is created, the focus is on the value 

drivers rather than the resulting figure from calculations. Insight into this aspect can 

for example be created by using value trees, and training in aspects related to a 

person’s responsibilities instead of explaining the variables in the calculations. For 

this reason, calculations are held as simple as possible. This also enables to change 

the mindset of employees to value creation instead of profit making by means of their 

direct responsibilities, in light of accountability and controllability. As Heijmans left 

its divisions too much freedom in the implementation process, the divisions adapted 

definitions and paid for that reason too much attention to the calculations. Sigma’s 

initial implementation also failed for this reason. Managers were held accountable for 

the outcomes, although they were never trained or explained how they could 

influence these outcomes. 

3. Implementation and control is supported by information systems, intranet, and VBM-

specific tools. Value-based behavior is facilitated by tools and instruments that 

generate calculations and support decision making by providing the necessary data 

without too many manual efforts. Communication takes place by means of an 

intranet, providing information on VBM, principles, targets, etc. (ABN AMRO, Akzo 

Nobel, Sigma). The information systems in place are therefore adapted in order to 

provide the required data (ABN AMRO, Akzo Nobel, Schiphol, Sigma). Examples of 

tools are the value tree, that depicts financial and operational indicators with their 

effects on the value measure,  scorecards including financial and non-financial data 

aligned with value creation (i.e., value drivers), or specific applications to assess 

investments or client profitability – in value-based terms. Rolling forecasts can enable 

companies to respond quicker to changing circumstances and keep a continuous 12-

months forecast period in light of value-creating opportunities (Akzo Nobel and 

Sigma). 
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4. The implementation process is effected in one run. Pilot projects do not seem to be 

necessary for successful implementation. However, it is considered to be a continuous 

process where adjustments can be made in order to improve the system. 

5. Many managers and employees are trained in different VBM topics, depending on 

their position in the company. Top management and senior executives are trained as a 

corporate responsibility (ABN AMRO, Akzo Nobel, Heijmans). Top and senior 

management are explained the calculations and principles, and strategic and 

capability aspects during the training. Lower levels are trained on their specific duties 

and responsibilities, that further only shows how their activities eventually affect the 

value-based metric with respect to the implications of their work (all companies). 

Purpose of the training is therefore to change the mindset, to create awareness for the 

cost of capital, and where necessary to grasp the techniques (for instance to calculate 

the bonus for Human Resources). 

6. Consultants support the implementation. They help in training staff and support staff to 

structurally implement a VBM program. The extent to which they are involved can 

differ, for instance only at top management while lower management is subsequently 

trained and supported by higher management, throughout the organization. Or 

consultants are hired to provide training  to lower levels on their specific duties to 

support employees in making value-based decisions. 

 
 

Company 
Aspect 

ABN AMRO AKZO Nobel Heijmans Schiphol Sigma 

Corporate 
involvement 

• Implementation 
directed by 
corporate office 
by means of 
MfV-teams 

• Training of top 
managers across 
organization, then 
BU responsibility 

• Later: introduction 
of EVA 
coordinator as 
central office for 
EVA issues 

• No corporate 
involvement in 
divisions and 
below 

• Implementation 
completely 
directed by 
corporate 
office 

• Initially: no 
involvement at all 

• Later: corporate 
direction, focused 
on value drivers 
and facilitating 
business units in 
allowing specific 
training  

Value drivers 
vs. calculation 

• Focus on 
mindset; how 
value is created, 
rather than 
calculation 

• Focus on mindset; 
how value is 
created rather than 
calculation 

• Only financials 
are supposed to 
understand 
calculations 

• Focus was on 
calculations due 
to freedom to 
adapt definitions 
according to 
divisions’ 
specific 
characteristics 

• Focus first on 
concepts, then 
controller- 
calculations as 
result of lack of 
organizational 
transparency 

• Later: focus on 
mindset and 
concepts 

• Focus first on 
calculations 

• Later: focus on 
value drivers, 
without need to 
know about 
calculations or 
concepts 

Tools and 
instruments 

• Intranet 

• Specific tools 

• Information 
system was at 
the start 
inadequate 

• Benchmarking 

• Performance 
contracts 

• Intranet 

• Specific tools 
(e.g., regarding 
investments) 

• Value seminars 

• Information 
system first not 
adequate, later 
improved 

• Use depends on 
BU; full 
autonomy 

• Mixed use of 
BSC or value 
trees 

• Value tree at 
the start 

• Later: 
introduction of 
Diamond/BSC, 
with top-down 
financial 
targets and 
aligned 

• Initially: brief 
brochure and 
extensive books for 
controllers 

• IT system 
automatically 
makes all 
calculations 

• Value tree, but not 
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including 
financial + non-
financial 
indicators on all 
hierarchical 
levels 

• Investment 
proposals 
include VBM 

• Rolling forecasts, 
using financial 
and non-financial 
indicators 

bottom-up 
operational 
targets 

• Quarterly 
forecasts of key 
value drivers; 
5-year business 
planning 
subject to 
EP/RONA 

• IT system 
providing all 
data; internal 
and external 
control/ 
reporting 
aligned 

• Fixed format 
for investment 
proposals with 
WACC 
threshold 

used 

• Later: extended 
value tree to 
illustrate concepts 
and give insight in 
accountability on 
lower levels 

• Single corporate 
management 
information system 

• Annual budgets + 
rolling forecasts; 
horizon strategic 
plans depend on 
industry 

• Other tools/ 
instruments as 
appropriate to 
enhance value 
creation, e.g., ABC 

Scope and time 
of initial 
implementation 

• Company-wide 
from the start 

• Time: 2 years 

• First 3 pilots, 6 
months later 
company-wide 

• Time: 1 year 

• Company-wide 
from the start 

• Time: not to be 
specified 

• Company-wide 
from the start 

• Time: 1 year 

• Company-wide 
from the start 

• Time: not to be 
specified 

Training of 
employees 

• Predominantly 
top management 

• Not considered 
to be important 
to explain entire 
concept to 
everybody 

• Focus on 
mindset/ 
thoughts behind 
VBM 

• Only top 
management 
(corporate + BU) 

• Below: 
responsibility 
business unit 

• Depending on 
position; focus 
mainly on mindset 
- Financial 
management 
detailed 
calculations, 
Human Resources 
calculating 
incentives 

• Corporate 
management, 
BU management 
and OpCo 
controllers 

• Below: 
responsibility 
business unit 

• Incorporated in 
training 
programs to 
show impact of 
VBM on other 
disciplines 

• Focus on 
mindset 

• Upon 
implementation 
no training 

• Later: 
management + 
non-financially 
educated staff 
employees 
(middle 
management) 

• Focus on 
concepts and 
terminology 

• Upon 
implementation no 
training 

• Later: specific 
training related to 
accountability of 
employees 

Involvement of 
consultants 

• Involved in 
implementation 
process 
corporate + 
SBU 

• Involved in 
training senior 
management 

• Involved in 
implementation 
corporate 

• Involved in 
training corporate 
+ BU-
management 

• Involved in 
determining the 
calculations 

• Involved in 
developing 
value tree 

• Involved in 
introducing VBM 

• Later: involved in 
specific training 

 

Table 9.4 Implementation of VBM 
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9.3 HOW DO DUTCH COMPANIES APPLY VBM AND TO WHICH EXTENT DOES VBM 

AFFECT THEIR MANAGEMENT CONTROL SYSTEM? 

 

The final subquestion of my research will be answered by using the data from paragraph 5 of 

the case studies. Table 9.5 provides an overview of the findings (combination of the 

respective tables with control characteristics from the individual case studies). 

The following conclusions can be drawn: 

1. The companies apply predominantly flat, decentralized structures. Such structures 

make it possible to calculate value creation for separate entities within their own 

responsibilities, related to their activities. Schiphol is the only centralized company, 

but is still fairly flat (only few managerial levels). However, with VBM it does 

decentralize certain responsibilities as appears from the characteristics in Table 9.5. 

2. Targets are set lower into the organization in line with the value-based strategy. Lower 

organizational levels have considerable autonomy. Style became more businesslike 

upon VBM, instead of consensus seeking. 

3. Decision rights lie at decentralized level. Business units have autonomy in making 

decisions without approval from the Board of Management (unless it concerns 

amounts above a certain level). 

4. Communication is based on dialogues. Previously, communication was predominantly 

top-down, where lower entities were only executing corporate directives. Also at 

Schiphol, despite its centralized structure. 

5. Strategy development is based on value creation and involves lower hierarchical 

levels. 

6. Targets are determined at corporate level using a uniform measure and translated lower 

into the organization. Business Units generally have financial results targets set by 

headquarters, but at lower levels targets are translated into financial or operational 

value drivers within a BU’s own responsibility. Targets are relative in terms of 

competitors at corporate levels, and in improvements on lower levels. 

7. Resources are managed and assigned to the most value-adding activities, based on 

strategic plans and budgets. This counts for financial resources, but also for human 

resources. Resources and capabilities are therefore applied to those activities that 

show the most value creating potential. This implies that activities are divested in 

case they do not fit the business model or create insufficient value. The resources that 

are released or received, are subsequently allocated to value creating activities. 

8. Budgeting still is an important instrument, but rooted in value creation and plans that 

follow from dialogues. Value drivers and non-financials have impact on the amounts, 

strongly related with strategy. In order to be able to respond quicker to changing 

circumstances in the company’s environment and have managers enact proactively 

and entrepreneurial, Akzo Nobel and Sigma apply rolling forecasts covering 9-12 

months ahead. 

9. In most cases, performance measurement has extended financial measures with (non-

financial) value drivers. These are based on accountability and controllability. At 

ABN AMRO and Akzo Nobel, performance measurement also includes personal 

development, for instance by encouraging taking risks or personal objectives. 
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10. Management reporting is based on balance sheets and profit & loss accounts, taking 

strategy into account. Objectives and responsibilities are laid down in management 

contracts or letters of representation. Divisions report to headquarters on a monthly 

basis on financials and non-financials. 

11. Performance-based rewards are related to value-based measures, either the outcome 

or the drivers. At Schiphol only higher management is eligible for variable 

remuneration, whereas at ABN AMRO, Akzo Nobel and Sigma all employees have 

variable remuneration (to some extent) based on value-based performance. 

 
              Company 
Characteristic 

ABN AMRO Akzo Nobel Heijmans Schiphol Sigma 

Organizational 
structure 

Independent 
business units, 
depending on 
strategy; few 
organizational 
layers 

No change with 
pre-VBM 

No change with 
pre-VBM 

Product-market 
based Business 
Units (later 
Business Areas), 
but centralized 
responsibility and 
authority 

Decentralized 

Management style Empowerment 
and tight control 
regarding 
committed 
strategic targets 

No change with 
pre-VBM 

No change with 
pre-VBM 

More 
businesslike, 
professional and 
transparent; target 
and results driven 

Groups/OpCos 
are autonomous 
and responsible 
for results. 

Power of decision Initiatives and 
decisions are 
taken 
autonomously 

No change with 
pre-VBM 

No change, later 
extended with 
approval by 
board member 

No change with 
pre-VBM 

No change with 
pre-VBM 

Communication Dialogue (two-
way) between 
corporate and 
BU-management 

No change with 
pre-VBM 

No change with 
pre-VBM 

Dialogue between 
corporate and BU 
(later BA) 

Dialogue 
between 
corporate and 
Group and 
OpCo 
management 

Strategy 
development 

Driven by value 
creation, market 
returns, and 
competitive 
position 

No change, 
although 
extended with 
stronger 
portfolio 
management 
based on value 
creation 

No change with 
pre-VBM 

No change, but 
BU/BA have 
influence and 
rooted in value 
creation 

No change, but 
Group and 
OpCo have 
influence and 
rooted in VBM 

Determine targets Relatively in 
comparison with 
most important 
competitors; 
ambitious 

No change, but 
on one company 
wide measure: 
EVA 

No change with 
pre-VBM 

Financial targets 
top-down, 
operational 
bottom-up based 
on financial 
(VBM) targets 

Groups and 
OpCos set own 
targets, in 
dialogue with 
BoM 

Resource 
Management 

Allocation based 
on highest value-
adding activities 

No change with 
pre-VBM 

No change with 
pre-VBM 

Allocation based 
on 5-year 
business plan in 
terms of 
RONA/EP, 
translated in 
budgets  

According to 
strategic plans, 
budgets, and 
rolling forecasts 
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Budgeting process Result of strategy 
and objectives in 
performance 
contract 

No change, but 
extended with 
rolling forecasts 
covering 3 
quarters ahead 

No change with 
pre-VBM 

Top-down, 
strategy and 
business plan-
based. Value 
creation and value 
drivers taken into 
account 

Budgets and 12-
month rolling 
forecasts 

Performance 
measurement 

Financially and 
strategically 
oriented, in 
comparison with 
contract and 
market, based on 
KPIs 

Focus on value 
drivers, but still 
encouraging 
taking risks 

Financially 
oriented, 
extended with 
value drivers 
but no 
consequences 
attached 

Strong link 
between 
accountability and 
controllability, on 
different 
perspectives and 
rooted in value 
and value drivers 

Focus on value 
drivers as 
depicted in 
value tree, 
aimed at EP-
improvements 

Management 
reporting 

Use intensive 
management 
dialogues to 
adjust strategy 

No change with 
pre-VBM 

Focus on P&L 
and working 
capital, 
documented in 
management 
contracts; later 
also non-
financials and 
tighter due to 
assignment of 
board member 
to division 

Strategy, 
activities and 
financial model 
are interrelated in 
control cycle – 
uniform 
integrative 
management 
system 

No change, but 
data do now 
result in EP 
calculations at 
corporate 
headquarters 

Performance-
based 
remuneration 

Related to 
commitments in 
performance 
contract 

Result-
depending 
rewarding, 
rooted in EVA(-
drivers) 

No change with 
pre-VBM 

Result-depending 
rewarding only 
for higher 
management, 
based on VBM-
financials and 
non-financials and 
accountability/ 
controllability 

Result-
depending 
rewarding 
rooted in EP-
drivers 

 

Table 9.5 Affected characteristics of Value-based Management Control Systems 

 

9.4 VALUE-BASED MANAGEMENT’S USE – PERFORMANCE 

 

A last issue that was covered in the cases were the effects on performance, as described in the 

paragraphs 6 of the case studies. As VBM is eventually aimed at share price appreciation, as 

described in Chapter 1, I will first focus this section on that measure. It must be noted, 

though, that a company’s share price is determined by multiple factors. A company’s 

performance is only one factor, besides for example special events or macro economic factors 

(unemployment rates, inflation, interest rates, et cetera). 

 

ABN AMRO experienced a sharp decline in their share price prior to implementing VBM. 

After a small drop in the first year of implementation, the share price increased in the 

following years. 
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One of the reasons why Akzo Nobel introduced VBM was its lagging share price. The chart 

in the case shows however that the share price first slightly declined when VBM was 

implemented, but later increased. 

Heijmans specifically implemented VBM for communication purposes with the capital 

market. When looking at the chart, the share price dropped dramatically in the first years 

following the implementation. These were the years when Heijmans extensively reported 

about their VBM system in their annual report. In the last few years the share price increased 

gradually. 

Since Schiphol is not listed, no share prices are available. 

Its lagging share price was for Sigma initially the primary reason to implemented VBM. 

Similar to the other cases, their share price first declined as well, but it showed a steady 

increase in the last few years. 

 

The case organizations therefore do not provide unambiguous evidence that share prices 

increase after implementing VBM, alike the conclusion from Chapter 1. However, this view 

may be distorted due to external circumstances that affected the capital markets, as for 

instance the 9/11 disaster in New York with the resulting turmoil. The exact relation between 

the individual share prices and market index is a study by itself, and beyond the scope of this 

research project. 

 

From a control point of view, the following effects were mentioned by the interviewees. 

The implementation of VBM also introduced empowerment in the organization. However, 

problems may arise at this point with respect to cost allocations and interdependencies. On the 

other hand, this drawback did improve transparency in business processes and costs (ABN 

AMRO, Schiphol). Actions of lower levels eventually contributed to value creation, where a 

value tree could be of help to visualize consequences. When empowerment was accompanied 

with too much freedom regarding value-based measures and definitions were adapted, as 

illustrated with the Heijmans case, the effects were tempered as attention was drawn to the 

calculations instead of the drivers. 

Assets are used more effectively and efficiently. By means of for instance site rationalization 

or offshoring and outsourcing, the companies’ assets were used more intensively. 

Centralization of support staff can prove to be more cost efficient, as well as centralized 

procurement. This is due to the awareness for the cost of capital that resulted in allocation of 

capital to activities creating the highest economic value. This also counts for intangible assets, 

by means of information infrastructure and personnel (develop capabilities)(ABN AMRO, 

Akzo Nobel, Sigma). Besides, Product/activity/client portfolios are managed more actively. 

Unrelated or non-value adding business were divested to obtain a stronger focus on the 

remaining activities. The released resources were allocated to long-term value creating 

activities (ABN AMRO, Akzo Nobel, Sigma). 

 

These effects are summarized in Table 9.6. 
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           Company 
Characteristic 

ABN AMRO Akzo Nobel Heijmans Schiphol Sigma 

Share price • First small drop, 
then increase 

• First slight 
decline, then 
increase 

• First dramatic 
drop, then 
increase 

n/a • First decline, 
then steady 
increase 

Effective and 
efficient use of 
assets 

• Closing 
branches/ 
restructuring 

• Outsourcing/ off 
shoring 

• Production/site 
rationalization 

• More intensive 
use of capital 

• No change due 
to VBM as 
Central 
Facility 
Company 
already existed 

 • Site 
rationalization 

• Central 
procurement 

Product/activity/ 
client portfolio 
actively 
managed 

• Clients 
contribute to 
value creation 

• Activities not 
fitting business 
model divested 

• Products and 
activities need to 
fit strategy 

• Resource 
allocation focused 
on products/ 
activities 

• ABC-pilot 

 • Regulatory 
requirements limit 
possibilities 

• Reduction in 
lines of 
industry (from 
8 to 3) 

• Focus on long-
term value 
creation 

 
Table 9.6 Effects of Value-based Management Control 

 

9.5 OVERALL CONCLUSION 

 

The overall conclusions are organized around 4 themes: 

 

- similarities and differences between grouped organizations with a view on their 

current situation 

- similarities and differences between grouped organizations with a view on their 

design and implementation processes 

- contribution to literature 

- contribution to practice 

 

This last theme will distinct specific aspects that contributed to the organization’s success, 

and aspects that did not. 

 

1. Similarities and Differences with a view on the current situation 

The case-organizations can be compared and related with each other in the following way 

(Table 9.7). For instance, ABN AMRO and Akzo Nobel are both companies where turnover 

is geographically dispersed and are both AEX listed. This comparison will be used to 

motivate conclusions related to these characteristics. 
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 ABN AMRO Akzo Nobel Heijmans Schiphol Sigma 

ABN 
AMRO 

Banking AEX-listed  Services  

Akzo 
Nobel 

Turnover 
geographically 
dispersed 

Chem/Pharma/ 
Coatings 

  Manufacturing 

Heijmans   Construction   

Schiphol Subject to 
regulation 

  Airport 
Services; 
Non-listed 

Turnover 
predominantly 
Netherlands 

Sigma  Dispersed 
activities 

Midkap 
Listed 

 Machinery/  
Tech Services 

 

Table 9.7 Grouping of organizations based on organizational characteristics 

 

Heijmans will not be discussed, since from the case analysis and conclusions from the 

previous sections follow that EVA never really gained foothold in their Management Control 

System. 

 

The below similarities make no distinction between (industry) characteristics as posed in 

Table 9.7, but are conclusions that can be attributed to all companies. One exception is 

however the stock market listing. Although Schiphol is not listed, it does apply VBM which 

may at first instance contradict expectations (see Chapter 3, section 3.2) since VBM is the 

operationalization of Shareholder Value (e.g., Rappaport, 1986; Stewart, 1991). It can 

therefore be concluded from my research that VBM is equally applicable in non-listed firms 

as in listed firms. 

A second similarity across all organizations is that with the implementation of Value-based 

Management, one common ‘language’ is realized. This finding is in line with previous 

research by for instance Haspeslagh et al. (2001a, 2001b), but contrary to Malmi & Ikäheimo 

(2003). With VBM, a measure is introduced in the organizations which provides in a univocal 

focus (drivers leading to improvements in VBM-metrics). It becomes clear to the employees 

that the organization has a single objective (in financial terms), and that the activities 

throughout the organization are related to that objective. Moreover, the common language 

also makes entities comparable with each other.  

A third similarity from the cases is that employees are held accountable for the activities 

within their control that drive the resulting value, while being rewarded for these actions. This 

is also comparable with for instance Haspeslagh et al. (2001a, 2001b), but again in 

contradiction with for instance Malmi & Ikäheimo (2003).  

A fourth similarity is that the organizations achieved to change their employees’ mindset. 

With VBM, employees consider in making decisions implications on the balance sheet as well 

as on the profit and loss account. These findings support previous literature, e.g., Haspeslagh 

et al. (2001a, 2001b), Wallace (1997, 1998), and Malmi & Ikäheimo (2003). 

A fifth and last similarity is that all organizations have an organizational structure that allows 

to distinct value creation between products, clients or other activities in order to better 

manage the corporate portfolio and release or reallocate resources from or to others. That way 
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resources and capabilities can be allocated to activities that result in the highest value, while 

divesting activities to release resources if they do not fit the strategy or yield insufficient or 

negative economic value. These findings also support literature (e.g., Haspeslagh et al., 

2001a, 2001b; Wallace, 1997, 1998; Malmi & Ikäheimo, 2003). 

 

When looking at the categorization of companies (Table 9.7), one way to group them is into 

‘Manufacturing’ (asset intensive; Akzo Nobel and Sigma) and ‘Services’ (labor intensive; 

ABN AMRO and Schiphol, albeit that Schiphol also owns many assets such as runways and 

terminals). VBM seems to be equally applicable and successful although one may expect that 

VBM would be more suitable in manufacturing, due to the capital charge on the investment 

base resulting in a more efficient and effective use of assets (Wallace, 1997). In addition, site 

rationalization would especially be applicable to ‘Manufacturing’. This is certainly true for 

the ‘Manufacturing’ organizations in my research, however, advantages are also found in 

‘Services’. Schiphol may be too small to take benefit, but ABN AMRO, for example, used 

their Managing for Value program to close branches, restructure departments to concentrate 

back office activities, and outsourced or offshored activities in order to realize higher levels of 

efficiency in supporting activities, such as Information Technology. 

The cases show, though, that ‘Manufacturing’ makes more use of value trees to visualize the 

break-down of processes. Albeit that the ‘Service’ organizations also make use of value trees, 

these are used less intensively compared to ‘Manufacturing’. 

Another aspect of resemblance on which the case-companies can be grouped (Table 9.7) is 

whether the organization is subject to regulation (ABN AMRO to the Basel II agreement 

regarding cost of capital and economic capital, and Schiphol to the Dutch Competition 

Authority regarding its tariffs). One may expect that a regulated industry requires more (tight) 

control in order to provide a higher degree of certainty that employees will act as the 

organization wishes, hence comply with regulation. This would allow less opportunities for 

delegating responsibilities and therefore be less suitable for applying a VBM-system 

(Merchant & van der Stede, 2003). The cases seem to contradict this assumption, as ABN 

AMRO is decentralized and both organizations apply successful VBM systems. However, 

from the cases follows that the regulatory organizations faced an important cultural shift 

compared to the non-regulatory/’Manufacturing’ companies. Employees act more 

businesslike and are more subject to target setting, compared to the pre-VBM era. At the non-

regulatory/’Manufacturing’ companies, employees have shown a more entrepreneurial spirit 

from the start. Akzo Nobel used VBM as an instrument to encourage this spirit even stronger. 

Schiphol’s plans to privatize also contributed to a cultural change (among others by means of 

personnel recruitment).  

A third way to group these organizations is by diversification of activities. Akzo Nobel and 

Sigma have widely diversified activities, hardly related to each other, contrary to ABN 

AMRO and Schiphol whose activities are closely related. According to literature (e.g., 

Haspeslagh et al., 2001a, 2001b; Malmi & Ikäheimo, 2003; Hogan & Lewis, 2000) VBM is 

used to induce managers to make efficient investment decisions, and make efficient use of 

assets to allocate resources to assets with the highest value creating potential. Therefore, 

VBM would be especially useful in widely diversified activities, in order to distinct value 

creating from value destroying activities. My research shows, however, that all kinds of 
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organizations can benefit from using VBM. They all manage their portfolios of products, 

activities and/or clients more actively, leading to a reduction in products, activities, or clients 

but with more value creation (potential). 

A last aspect on which the firms can be grouped, is whether geographically dispersed 

operations may be reason to manage for value, for example in light of a cross-national 

common measure for control (leading to allowing for Relative Performance Evaluation; e.g., 

Merchant & van der Stede, 2003). This is not specifically proven by the cases. Although the 

more geographically dispersed organizations (ABN AMRO and Akzo Nobel) gained 

important benefits from their VBM systems right from the start, the more ‘national’ 

organizations needed a second attempt to implement VBM successfully. This may be the 

result of a more structured approach of the implementation process. However, the reason of 

the initial ‘failing’ at Schiphol is attributed to its organizational structure, as a result of 

regulatory requirements, and not especially the implementation process. The next theme in 

this section will elaborate on this issue. It may also be attributed to a change in culture, where 

the Dutch may be less indulged with shareholder value than more international firms 

(although Sigma also has foreign subsidiaries, branches and employees). 

The above described findings are summarized in Table 9.8. 

 

Grouping of companies Characteristics 

All companies (except Heijmans) • Common language, single performance objective 

• Accountability for activities driving value within 
control 

• Mindset on both balance sheet and profit & loss 
account 

• Organizational structure allows distinct value creation 

Service vs. Manufacturing 
Expected: more benefits for 

manufacturing (Wallace, 1997) 

• Both benefit from site rationalization 

• Manufacturing seems to use value trees more 
intensively 

Regulatory vs. Non-regulatory 
Expected: more benefits non-

regulatory (Merchant & van der 

Stede, 2003) 

• Regulatory-companies strong cultural shift to more 
businesslike behavior/target setting 

• Non-regulatory stronger focus on entrepreneurship 

Diversified activities vs. Core 
Business 
Expected: more benefits diversified 

activities (e.g., Haspeslagh et al, 

2001a) 

• All companies benefit by means of more active 
management of activity/product/client portfolio 

Geographically dispersed vs. Local 
Expected: more benefits 

geographically dispersed (e.g., 

Merchant & van der Stede, 2003) 

• Geographically dispersed companies have 
implemented VBM successfully from the start as 
result of more structured approach 

NB Distinction between Service/Regulatory/Dispersed activities and Manufacturing/Non-
regulatory/Core Business is not univocal, since the case companies are grouped similarly, respectively 
ABN AMRO/Schiphol, and Akzo Nobel/Sigma. 

 

Table 9.8 Similarities and Differences VBM use in current situation 

 

The following general conclusions regarding control can therefore be drawn. From the case 

descriptions followed that all these companies previously applied predominantly financial 
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results control, based on traditional accounting measures and strongly relying on meeting top-

down budgets. With VBM they tend to apply more action controls, by means of management 

of value drivers that in the end results in value creation. Besides, personnel controls are 

applied more frequently in the sense of developing capabilities and changing mindsets in 

order to be able to review a wider perspective in decision making and enact more 

entrepreneurial. Cultural controls are applied as the companies become more businesslike in 

behavior and setting targets (albeit on specific value drivers), and managers and employees 

are more inclined in dialogues about strategy development and management reporting instead 

of executing top-down directives. Managers and employees are in their activities motivated to 

consider invested capital, or act proactively and think about their units’ strategy from a value-

creation view. This is for example explicated in applying rolling forecasts, more integrative 

management and dialogues rather than top-down communication. These changes, particularly 

in the areas of personnel and cultural controls and a remuneration system that rewards 

performance on value drivers, will align the interests of shareholders and managers and 

employees.  

It can therefore be concluded that the cases confirm the findings from the literature review 

that besides results control, action controls and personnel/cultural controls are applied. This 

finding may therefore also explain Heijmans’ ‘failure’. Their control system was and 

remained based on traditional accounting measures, whereas it neither adjusted its 

remuneration system to any value-based measure (as outcome or as driver). However, one 

should be cautious with generalizing this conclusion considering the limited number of cases, 

although it is consistent across the case companies. 

On the other hand does this conclusion contradict Stewart’s (1991) claim as if EVA would be 

a single measure which makes all others abundant. EVA is only considered to be the result of 

managing the value drivers, but not managing the figure itself. Therefore the case companies 

consider improvements in value-based metrics rather than absolute figures. EVA (and other 

metrics) therefore adds an important aspect in control, namely explicating the relationships 

between activities and actions throughout a company by means of value drivers, including the 

interests of all investors. These relations are for example depicted in a value tree or comprised 

in a balanced scorecard. This also shows that the case companies designed their control 

systems based on action controls rather than results control. Nevertheless, at corporate level 

and the next lower level targets are based on a financial results measure (Total Shareholder 

Return or a value-based metric like EVA or EP-improvements). However, even at this 

‘second’ level an EVA improvement is often complemented with value drivers as dominant 

factors to control.  

Alike McLaren (2003) and Malmi & Ikäheimo (2003), my case studies show that the 

implementation of VBM do not solve the problem of using different measures. However, 

these different measures are aligned with one single measure: the VBM-metric. To that extent 

the VBM-metrics also aim to bridge the gap between different interests of managers and 

shareholders. 

 

2. Similarities and Differences with a view on design and implementation process 

In discussing this theme, I will use Groot & Lukka’s (2000) change process as discussed in 

Chapter 3, which consists of Change Drivers (Motivators and Catalysts), Change Actions 
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(Business Reorientation and Business Systems Development), and Change Outcomes 

(Changes in Organizational Arrangements, consisting of Accounting Change and 

Organizational Restructuring) (Innes and Mitchell, 1990; Groot and Lukka, 2000). 

 

Looking at Change Drivers, Motivators arise from different angles, by and large to be divided 

into ‘external’ and ‘internal’. From an external perspective, investors had a great stake in the 

adoption of VBM. The case companies were motivated to change in order to use their capital 

more effectively and efficiently to increase their share price and/or credit rating. Another 

external motivator, as noted earlier, were regulatory requirements.  

From an internal perspective, the following motivations are given by the companies: the 

requirement of having a common control language at hand, with a uniform metric across the 

organization, and create awareness for the cost of capital – focus attention on both fixed assets 

and working capital in addition to profit and loss items.  

As catalysts served new board of management-members (CFO/CEO) who introduced or 

enhanced Value-based Management, sliding results, or increasing complaints from 

shareholders about the corporate activities. 

 

With reference to the Change Actions, Business Reorientation follows from the objective of 

changing the mindsets of management and employees in being critical on the implications on 

the balance sheet when making decisions. That way the capital charge can be reduced and 

thus value increased. In this light, management is focused on relative (changes in) 

performance rather than absolute outcomes. 

Business Systems Development occurs from the chosen value-based metric, where simplicity 

rules over accuracy in order to pursue the highest possible acceptance of the VBM-system. 

Besides, Business Systems are developed to manage the value drivers. This results in better 

performance and hold people accountable for the drivers they control on the level of their 

responsibility, instead of managing the calculation. Related is the development of a 

performance reward system, linking remuneration to the value metric or value drivers based 

on the accountability and controllability principles. 

At this point, organizations facilitate change by providing training, focused on a manager’s or 

employee’s responsibilities. Change is also facilitated by the introduction of new tools and 

instruments adhering minimum thresholds (positive EVA or exceed WACC), for instance to 

approve investment proposals. Other instruments or techniques to facilitate implementation of 

VBM are a value tree or a Balanced Scorecard. Information systems are generally speaking 

satisfactory adapted in order to provide the necessary data that facilitate making the ‘right’ 

decisions. From the cases follows further, that a centralized approach from corporate 

headquarters also facilitates change, even in decentralized organizations. 

On a technical note, a too difficult calculation, or allowing freedom in adapting definitions at 

lower levels in the organization or headquarters adapting division’s calculations can obstruct 

successful VBM implementation. That way too much attention is paid to calculations, and 

attention is withdrawn from the drivers actually fueling value. Too much freedom regarding a 

division’s or business unit’s own responsibility in rolling out VBM into the entity also 

obstructs implementation, if no guidelines are provided by corporate headquarters. Another 

important obstructor is setting targets on traditional measures, and not linking consequences 
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to performance on value creation or value drivers. A structure which lacks transparency in 

responsibilities also obstructs focusing on managing for value. Where IT systems can 

facilitate VBM, they can also obstruct VBM when data for calculations are not readily 

available and require manual exercises that distract attention from the principles to the 

calculations. A final obstructor are allocations of costs of supporting departments or assets in 

interrelated businesses. These can have a major negative effect on a unit’s value, although 

they are beyond a manager’s control. 

 

Considering Change Outcomes, Accounting Changes are fueled by performance overviews 

that include not only financial accounting figures, but also non-financial measures and cash-

based figures. They provide the details that allow management to manage the value drivers. A 

Balanced Scorecard, adoption of Activity-based Costing, or other management accounting 

instruments and techniques can contribute to value creation, which affect the accounting 

system. 

Accounting change results in a more active approach of the future, by means of using rolling 

forecasts, where actions and budgets are not limited to fiscal years but are subject to 

opportunities and threats resulting from market and environmental conditions. 

Organizational Restructuring appears to be important in order to effect change. All case-

companies that successfully apply VBM-systems adapted their organizational structure. Either 

the restructurings took place at the very start of the implementation process, or in the due 

course. Divestments of business units or groups, with a view on more actively managing key 

activities, clients or products, also result from the focus on value creation. Besides, 

restructuring of support functions can be traced to the focus on value. Outsourcing, 

offshoring, or centralizing predominantly standardized operations result in lower investments 

and costs, resulting in a higher financial performance. The same counts for site 

rationalization, when different production sites or service centers are added together to 

improve efficiency rates. This reduces the investment base, costs, and capital charge, and thus 

increases value creation. 

To realize such effects, the case organizations empower their personnel, giving them the 

responsibilities about activities they are most familiar with. Therefore, the organizational 

structure also provides in a bottom-up decision making process, where delegated authority 

that was previously restricted to the corporate office is given to lower hierarchical levels 

closer to the market. 

 

The above is depicted in Figure 9.1. 
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Motivators (external)

• capital markets

• regulatory requirements

Motivators (internal)

• common control language

• awareness for capital

Change Drivers

Catalysts

• new boardmembers

• sliding results

• shareholders requiring less diversity

Change Actions

Business Reorientation

• mindset to Balance sheet + P/L Account

• relative instead of absolute performance

Business Systems Development

• VBM-metric: simplicity over accuracy

• management/employees accountable for 

value drivers within control

• performance reward system related to 

value drivers

Facilitators

• training focused on responsibilities

• VBM-specific tools/instruments

• centralized approach including various   

communicating channels

• adapting information systems

Obstructors

• behavioral resistance to change

• too difficult calculation

• freedom in adapting definitions

• too much freedom in implementation

• targets on traditional measures

• intransparent structure/ responsibilities

• IT systems not supportive

• Cost/asset allocations

Change Outcomes
Changes in Organizational Arrangements

Accounting Change

• financial, non-financial + cash measures

• rolling forecasts

Organizational Restructuring

• better focus on value creation – client-focused PMCs

• divestments due to misfit with business model or lack of value creation

• restructuring support functions by centralization (SSC), outsourcing, offshoring

• site rationalization

• empowerment personnel – lower levels involved in strategy/decision making
 

 

Figure 9.1 Change Process (Based on: Groot & Lukka, 2000) 

 

3. Contribution to literature 

From Chapters 1 and 2 follows that lots of literature about Value-based Management (VBM) 

has been published in the last decades. Much of this relates to VBM-metrics and its assumed 

correlation with share price, as contributing to Shareholder Value Creation (e.g., Stewart, 

1991; Biddle et al., 1997, 1999). Other substantial research has been devoted to 

implementation of Value-based Management and its effects on the corporate level (Armitage 

and Jog, 1999; Wallace, 1997; Haspeslagh et al, 2001a, 2001b). A third stream that can be 

distinguished is about the assumed conflict between the shareholder and stakeholder view on 

the firm (Jensen, 2001; Wallace, 2003).  

Empirical evidence is mostly based on different samples and research methods, limited on 

scale and scope of the study. This makes it difficult to generalize the results to arrive at an all 

encompassing view of VBM including implementation, application, and its effects, with 

reference to Ittner & Larcker’s (1998) VBM framework.  

 

Only little research has been conducted on how organizations are affected by the 

implementation of VBM (McLaren, 2003; Malmi and Ikäheimo, 2003). How VBM is 

implemented at lower hierarchical levels and how it affects the Management Control System 

seems also a rather unexplored field (Young and Selto, 1991; Langfield-Smith, 1997; Ittner 

and Larcker, 2001; Marginson, 2002). My study elaborated on these issues, by means of 
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including the reasons for and implementation of VBM in five Dutch organizations and how it 

affected their Management Control Systems and performance. 

 

My study thus adds knowledge to current literature from various perspectives. First, the above 

studies of McLaren and Malmi & Ikäheimo describe cross-sectional cases about how VBM is 

applied at a certain moment in time. As suggested by for example Otley (1999), I studied the 

implementation and use of VBM in a longitudinal perspective, in-depth at five companies. 

The period covered in this study starts when the companies were still managing on traditional 

accounting measures, and subsequently discusses the ‘switch’ to VBM and how it affected the 

control system.  

Second, this research complements the studies of McLaren and Malmi & Ikäheimo as 

different types of VBM adoption have been experienced in a single company. In the early 

years of implementation, VBM was for example in Sigma merely ‘rhetoric’, while with the 

appointment of a new CFO and CEO the company became a ‘comprehensive VBM user’ 

(Malmi & Ikäheimo, 2003). My five cases add to theory which aspects contribute to 

successful (comprehensive) VBM use, and which ones do not. 

Third, in that similar fashion, this study also follows suggestions of Ittner & Larcker (1998) 

for doing research in determinants of VBM measure’s effectiveness. Important aspects 

enhancing VBM effectiveness appear to be (i) the focus on value drivers, (ii) holding 

managers and employees accountable for the activities within their control and (iii) reward 

employees for their contributions aimed at creating economic value.  

Fourth, following another suggestion of Ittner & Larcker (1998), is how metrics can produce 

different functional and dysfunctional managerial behavior that sheds light on the factors 

affecting the effectiveness of economic value measures. The reasons of implementation could 

be merely based on legitimizing to the capital markets and ‘following the fashion’. If the 

implementation is then hardly supported by any communication and training, no one beyond 

controlling may actually know what value creation is about. Managerial behavior will result 

in a strong focus on the calculations, but without ownership regarding the calculations and a 

lack of incentives aimed at value creation. Such system then proves to be highly ineffective in 

managing for value. 

Lastly, this study adds – in similar detail as the studies of McLaren and Malmi & Ikäheimo – 

a very interesting dimension to existing literature by means of the Schiphol and Sigma-cases. 

Namely, as far as I am aware of, no other study describes the situation in which a novel 

management control technique that did not prove to be effective, was able to be successfully 

resurrected in the same organization. More often, the technique is in such situations 

abandoned. In such situations trust in that technique has disappeared as it did not prove to be 

an effective tool in the eyes of management and employees, and consequently their support 

for a revival is no longer present (e.g., the case of AT&T, described by Ittner & Larcker 

(1998)). The reason why the systems revived can be traced back to its use. At Schiphol the 

initial failure can be attributed to an ambiguity in reporting and control due to regulatory 

requirements. The company had to report its RONA on Business Area (BA)-level, although 

BAs were only administrative by nature and not managed. Internal control was aimed at 

Business Units (BUs), with a responsible BU management. This induced a control gap to 

make the calculations for BAs because it is obligatory, while BUs are controlled on other 
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measures. The difference became profound because a BA involved different BUs. With the 

revival measures were aligned throughout the organization. Financial targets were set top-

down and operational measures bottom-up in a balanced scorecard (‘Diamond’). The focus in 

control was therefore clearly set on the drivers of value (the operational measures), which 

improved value-based control. In addition, BUs were abandoned and BAs were managed a 

few years later, resulting in unambiguous reporting and control. It is however too early to say 

whether this last action resulted in more improved VBM-control. 

At Sigma VBM was initially used in reporting, and only the calculations were of concern to 

management. However, nobody was held accountable, and VBM was not used for rewarding 

purposes. This changed when the Corporate Strategy & Control department initiated research 

to embed VBM deeper into the organization, which was catalyzed with the appointment of a 

new CFO and CEO. The new approach emphasized the elements within a manager’s or 

employee’s control, that eventually leads to value creation. An extended value tree depicted 

these elements, and people could also be held accountable for their actions. This sharp focus 

on value drivers was also rewarded in remuneration, which altogether resulted in effective use 

of VBM. 

 

4. Contribution to Practice 

This study adds some interesting aspects to the practical applicability of Value-based 

Management. First of all, it becomes clear that VBM is applicable in different firms: it 

provides substantial benefits to both manufacturing as well as service firms, firms subject to 

regulatory requirements, widely diversified or focused on core activities, geographically 

dispersed or local, listed/non-listed, and indifferent for size. 

When looking at VBM’s practical use, an important aspect appears to be that the 

organizations manage improvements in the value measures or value drivers – based on to 

where someone can be held accountable for and can control – rather than the absolute 

outcomes. Since the calculations are subject to assumptions, regarding adjustments in 

NOPAT or invested capital and especially concerning the cost of capital, the absolute 

measures are by no means objective. Managing on the changes in outcomes (comparing the 

value creation from one period with the other) therefore allows for a more objective 

performance than managing on absolute values. After all, in the calculations the same 

assumptions apply to the beginning and the end of the reporting period. 

In addition, since the measure is still not very objective, this study shows that it is far more 

important to manage the value drivers than putting (considerable) weight on the calculations. 

Value creation is only the result of the value drivers. The further the value drivers can be 

broken down, the easier it is to communicate the principles behind VBM to lower hierarchical 

levels in the organization. This breakdown can be depicted in a value tree, which illustrates 

the relations and consequences of activities and actions on the eventual measure and value. 

This breakdown and depiction also allows for maintaining uniform definitions throughout the 

organization, which appears to be crucial in order to achieve one single, common language 

across the entire organization.  

The above aspects facilitate management of investment decisions, assets and working capital 

in accordance with value creation. 
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Furthermore, from my study follows that a link between value creation, more specifically the 

drivers for which someone can be held accountable, and remuneration helps in accepting and 

acting in accordance with the thoughts behind VBM. The pay-for-performance system 

therefore needs to include value-based performance rewards, aimed at improvements rather 

than absolute figures/measures for which someone can be held accountable and can control. 

The study also shows that an information system that is adapted or designed to support the 

above aspects facilitates acceptance and use of VBM, as the required and necessary 

information for making decisions in accordance with VBM are readily provided. 

 

The cases also show that certain issues do not have a positive effect on acceptance of the 

VBM system and performance. 

The first is using pilots, instead of implementing the system company-wide at once. Since 

VBM is considered to be a living system, subject to adaptations as circumstances change, 

there seems to be not much need to advance the implementation of VBM by means of pilots 

in a few units. 

The implementation of a formal Balanced Scorecard does neither make a difference. What is 

important, is including both financial and non-financial key performance indicators in the 

performance management system which are (clearly interrelated and linked to) value drivers 

at all levels throughout the organization. A BSC could be a tool to realize this, but 

implementing a BSC by itself does not result in value creation. It is the alignment with a 

value-focused strategy in which a BSC will be helpful. That way, a clear univocal signal 

based on a value-based metric is provided, instead of adding another instrument which could 

provide contradictory signals. 

Although most companies hired consultants when implementing VBM, this will not be 

necessary. What is important is to implement VBM in a centralized, structured way, with a 

clear focus on how value is created rather than how much value is created. This enables the 

organization to apply uniform definitions throughout the organization and align the value-

based control system with strategy, including target setting and remuneration. Consultants can 

be useful to have temporary additional labor-resources, but they will not necessarily need to 

be involved in the implementation process, unless for training. They may as well be involved 

in daily operations, saving the organization’s own employees’ time for implementing the 

VBM-system. That way it is also ensured that the own employees feel more involved with the 

new system, increasing acceptance and understanding. It also illustrates the empowerment to 

lower hierarchical levels. 

 

9.6 LIMITATIONS 

 

Like any other study, this study is subject to limitations too.  

Regarding the literature review, I was only able to review English and Dutch literature. 

Especially with respect to the assumed relation of VBM metrics with share prices, where I 

could predominantly describe the correlation of EVA and share price, I may therefore miss 

literature published in other languages that could include other VBM metrics. In that similar 

fashion, I was neither able to discuss comprehensive case studies that may have appeared in 
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other languages that elaborated on the impact of managing for value on the management 

control systems. 

As my empirical study covers five case studies varying over different industries, the results 

may not be generalizable. However, some evidence was consistent across the cases which 

may indicate that those findings may be generalized. The companies were also selectively 

chosen from my personal network, based on the knowledge that they applied Value-based 

Management, but not to which extent. Besides, I was only able to interview a limited number 

of executives at corporate level and lower hierarchical levels. Although they do provide 

valuable insight into how VBM is implemented and applied in practice, the results are 

consequently limited in generalizability. In addition, some of the interviewees were not 

involved in the implementation process, as they joined the company after that time. In such 

circumstances, though, the interviewees found confirmation for their answers and 

explanations from their colleagues based on the interview transcripts, or these colleagues 

were involved in the interviews directly. However, some bias may still exist in their answers. 

With regard to the ‘classification’ of companies, some subjective choices have been made as 

it was not always clear how (de)centralized the organization actually operates. This judgment 

is however made to my best knowledge stemming from the interviews and other available 

sources, like for example the annual report or corporate websites. 

 

9.7 SUGGESTIONS FOR FUTURE RESEARCH 

 

One of the suggestions for future research is related to the limited generalizability of my 

current research. A more comprehensive study by means of for example large scale surveys 

may provide results that can be generalized. However, it must be noted that practice shows 

that response rates in surveys are often rather disappointing, which may still limit 

generalizability. 

Also, applying different management accounting techniques and tools may be explored in 

their value relevance from the firm’s perspective. In conjunction, some techniques, tools or 

instruments as mentioned in the case studies may not explicitly be related to VBM, but at 

least they are supportive to VBM (implementation). How this is the case is also an interesting 

avenue for further research. From a similar perspective, it may be interesting to investigate to 

what extent the IFRS had impact on value creation, as it enhances fair value, which is 

assumed to be more relevant (though less reliable) for shareholders. 

Another suggestion is that Value-based Management is placed in a wider context, in the sense 

that it is not only considered from a specific company’s perspective like in my study, but in a 

supply chain perspective. How can external suppliers and customers be involved in a 

company’s VBM system, and how should value be distributed among the links of the chain in 

order to optimize the total value of the link? In this perspective, a network capability would 

gain in importance, when looking at the resource-based view of the firm. 
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NEDERLANDSE SAMENVATTING 

 
 

Value-based Management Control Systemen: 

Een analyse van ontwerp en gebruik 

 

In dit proefschrift staat de volgende vraag centraal: ‘Hoe implementeren Nederlandse 

ondernemingen Value-based Management, hoe wordt het toegepast en op welke wijze 

creëren?’ Deze vraag wordt beantwoord aan de hand van drie deelvragen: (i) Waarom wordt 

op waarde gestuurd en hoe wordt waardecreatie uitgedrukt? (ii) Hoe wordt een management 

control systeem ontworpen en geïmplementeerd dat leidt tot waardecreatie? en (iii) Hoe 

passen Nederlandse ondernemingen waardemanagement toe en op welke wijze beïnvloedt dit 

het management control systeem? 

 

Op basis van definities en beschrijvingen van Value-based Management (VBM) zoals deze in 

de literatuur voorkomen, kunnen drie karakteristieken onderkend worden: 

1. bij VBM worden alle vermogenskosten betrokken, dus zowel interest op vreemd vermogen 

als een verlangd rendement op eigen vermogen. Pas als deze kosten ook vergoed zijn, 

creëert een onderneming waarde. 

2. VBM is een management benadering en behelst meer dan slechts het berekenen van een op 

waardegebaseerde maatstaf. Het is een benadering waarbij verschillende management 

accounting technieken en instrumenten worden gebruikt om de doelstellingen te behalen, 

waarbij alle functionele gebieden betrokken worden. 

3. VBM richt zich op de waardestuwers (value drivers). Dit zijn de variabelen, zowel in 

financiële als niet-financiële zin, die invloed hebben op waardecreatie. Dit inzicht kan 

bijvoorbeeld verkregen worden door het opstellen van een waardeboom (value tree). 

Op basis van deze karakteristieken, kom ik tot de volgende definitie van VBM: 

 
Value-based Management is een managementbenadering gericht op het creëren 

van economische waarde door te investeren in projecten die de vermogenskosten 

overtreffen en deze te beheersen door middel van het sturen op waardestuwers. 

 

In de literatuur worden verschillende redenen genoemd waarom ondernemingen gaan sturen 

op economische waarde. Ten eerste wordt erkend dat de bestaande boekhoudkundige 

maatstaven enkele tekortkomingen hebben, zoals dat er (i) verschillende accountingmethodes 

kunnen worden toegepast, (ii) geen rekening wordt gehouden met risico, (iii) investeringen 

niet worden meegenomen, en (iv) de tijdswaarde van geld wordt genegeerd. 

Ten tweede spelen een drietal ontwikkelingen een rol die de behoefte aan een andere wijze 

van besturing aanmoedigen: (i) aandeelhoudersactivisme, (ii) kapitaalactivisme, en (iii) 

bestuurdersactivisme. Daarnaast blijkt dat ook de afwezigheid van een aandelenkoers (voor 

niet-beursgenoteerde bedrijven) of concurrentie redenen zijn om een benchmark te creëren op 

basis van economische waarde, alsmede regelgeving. 

 

beïnvloedt dit het nemen van beslissingen in business units om economische waarde te 
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Bij VBM spelen de vermogensmarkten een belangrijker rol dan bij gebruik van traditionele 

boekhoudkundige maatstaven zoals Return on Investment of Winst, omdat rekening wordt 

gehouden met rendementseisen van zowel vreemd vermogenverschaffers als aandeelhouders. 

Vanuit dit oogpunt ga ik VBM eerst benaderen: Prestatiemaatstaven en Vermogensmarkten. 

Ofwel, leveren de maatstaven die zijn ontwikkeld om waardecreatie uit te drukken een 

bijdrage aan het oplossen van het agency probleem dat bestaat tussen de aandeelhouders 

(principaal) en het management (agent). Immers, door het rendement voor aandeelhouders 

expliciet mee te nemen in de beoordeling van de prestaties van het management, zou 

verwacht mogen worden dat deze belangentegenstelling wordt verkleind. Hiertoe heb ik de 

bestaande maatstaven onderverdeeld in enerzijds kasstroomgebaseerde maatstaven (Economic 

Concept of Profit: Shareholder Value Analysis, Cash Flow Return on Investment en Cash 

Value Added), en anderzijds accountinggebaseerde maatstaven (Accounting Concept of Profit: 

Residual Income, Economic Value Added, Economic Profit en Cash Value Added). 

 

Eén belangrijke kanttekening moet echter wel worden gemaakt bij nagenoeg al deze 

maatstaven: het bepalen van de vermogenskosten is namelijk gefundeerd op een aantal 

subjectieve aannames. De gewogen gemiddelde vermogenskostenvoet (weighted average cost 

of capital – WACC) is daardoor discutabel, en als gevolg ook de berekende waardecreatie. Zo 

zou er volgens de literatuur gebruik moeten worden gemaakt van de ‘target capital structure’, 

terwijl deze door vele factoren wordt bepaald en varieert gedurende de tijd. Bovendien 

moeten hiervoor beoordelingen en veronderstellingen worden gemaakt waarop het 

management niet altijd invloed heeft. Daarnaast is het bepalen van het vereiste rendement 

voor eigen vermogenverschaffers niet zonder discussie. Zo is het hiervoor veelgebruikte 

Capital Asset Pricing Model een bekritiseerde methode. Als gevolg van deze tekortkomingen 

is uiteraard ook de uitkomst van de maatstaf zelf niet meer objectief te noemen. Als oplossing 

wordt door de literatuur het sturen op veranderingen in economische waarde genoemd, 

aangezien in dat geval de ‘delta’ in waarde gebaseerd is op dezelfde veronderstellingen en in 

ieder geval een uitspraak kan worden gedaan over waardecreatie of waardevernietiging. 

 

De lakmoestest of deze maatstaven een oplossing geven voor het agency probleem vormt de 

relatie met de beurskoers. Hebben deze maatstaven een hogere correlatie met de beurskoers 

dan traditionele boekhoudkundige maatstaven? Dit blijkt niet het geval, waardoor 

geconcludeerd kan worden dat implementatie van VBM niet zou moeten worden geïnitieerd 

voor een betere relatie met de vermogensmarkten of stuwing van aandeelkoersen. 

 

Hebben deze maatstaven dan wel een toegevoegde waarde voor intern gebruik, dat wil 

zeggen, voor de aansturing van de organisatie? Met andere woorden: kunnen we spreken over 

Value-based Management Control? Hiertoe leg ik eerst de relatie tussen strategie en de 

‘resource-based view of the firm’. Een ‘resource’ (middel) kan een concurrentievoordeel 

opleveren als aan een aantal criteria is voldaan: (i) het moet moeilijk zijn om het middel te 

kopen en verkopen, (ii) het moet moeilijk zijn het middel na te maken, (iii) het moet moeilijk 

zijn het middel te vervangen door een ander middel, en (iv) het voordeel dat met het middel 

wordt behaald mag niet verdwijnen door een ex-ante concurrentie (bijvoorbeeld de veiling 

van telecomfrequenties). Naast ‘resources’ staan ‘capabilities’ (capaciteiten) centraal, welke 
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omschreven kunnen worden als de kennis en kunde van managers en medewerkers om de 

middelen zodanig in te zetten dat ze leiden tot een duurzaam concurrentievoordeel. Een latere 

toevoeging aan capaciteiten is de zogenaamde ‘dynamic capabilities approach’. In deze 

benadering gaat het om het ontwikkelen en uitbouwen van waardevolle middelen, waarin de 

continue vernieuwing van capaciteiten centraal staat. Deze vinden hun oorsprong in de 

bestuurlijke en organisatorische processen. Uit empirische onderzoeken blijkt dat organisaties 

die op waarde zijn gaan sturen hun middelen en capaciteiten daadwerkelijk beter zijn gaan 

benutten en beheersen. 

 

Op dit punt komt management control aan de orde, aangezien management control 

gedefinieerd kan worden als ‘het proces waarbij managers andere leden van de organisatie 

beïnvloeden om de strategie te implementeren’ (Anthony & Govindarajan, 2004). Hierbij 

staat de volgende vraag centraal: zullen onze medewerkers zich gedragen zoals gewenst? 

Deze vraag kan tot drie beheersproblemen leiden: (i) gebrek aan richting, wanneer de 

medewerker niet weet wat van hem verwacht wordt, (ii) gebrek aan motivatie, als de 

medewerker wel weet wat van hem verwacht wordt, maar niet wil, en (iii) persoonlijke 

tekortkomingen, waarbij de medewerker weet wat verwacht wordt, dit ook graag wil, maar 

het niet kan door bijvoorbeeld gebrek aan opleiding of benodigde vaardigheden. Als deze 

problemen niet door activiteiteneliminatie, automatisering, centralisatie of risicodeling 

opgelost kunnen worden, bestaan de volgende beheersmethoden (Merchant & Van der Stede, 

2003): resultaatbeheersing (results control), procesbeheersing (action control), personele 

beheersing (personnel control) en culturele beheersing (cultural control). Aangezien de 

Value-based maatstaven met name bedoeld zijn om met behulp van één maatstaf alle 

activiteiten te beheersen, volgt hieruit dat deze in het kader van results control ingezet zullen 

worden. Hiertoe moeten de maatstaven aan de volgende criteria voldoen (Merchant & Van 

der Stede, 2003): congruent met organisatiedoelstelling (congruence), precies (precise), 

objectief (objective), tijdig (timely) en begrijpelijk (understandable). 

 

Op basis van analyse en empirische onderzoeken blijkt dat de waardemaatstaven beperkt 

effectief zijn, hetgeen geldt voor zowel de kasstroomgebaseerde als accountinggebaseerde 

maatstaven. Op grond van deze criteria zijn ze niet geschikt voor financial results control. 

Echter, een organisatie kan gezien worden als een portfolio van investeringen en activiteiten 

die op corporate niveau bestuurd worden. Het hoger management is dan niet betrokken bij 

inzet van de middelen en capaciteiten, maar geven deze verantwoordelijkheid over aan lagere 

organisatorische niveaus. Enig criterium dat het hoger management dan hanteert is dat er 

waarde wordt gecreëerd (de eerder besproken ‘delta’ in waardemaatstaf). In dit opzicht is 

toepassing van begrijpelijke waardemaatstaven van belang om op lagere hiërarchische 

niveaus het bewustzijn te creëren dat in de allocatie van middelen en capaciteiten ook de 

vermogenskosten overwogen moeten worden. Hoger management beslist dan alleen over 

voortzetting of desinvestering van activiteiten op basis van waardecreatie. In een decentrale 

aansturing zijn deze maatstaven dus wel toepasselijk. 

Aan de andere kant kan het hoger management de allocatie van middelen en capaciteiten ook 

zelf ter hand nemen en de organisatie hierop aansturen, op basis van verwachte waardecreatie. 

Het hoger management maakt dan gebruik van action en personnel controls, aangezien de 
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middelen en capaciteiten als procesonderdelen en waardestuwers (value drivers) kunnen 

worden gezien en waardecreatie een resultante is. Aansturing kan op hoofdlijnen (macro-

drivers) geschieden waarna het lager management zelf verantwoordelijk is voor verdere inzet 

van middelen en capaciteiten binnen de eigen organisatie-eenheid in de vorm van operationele 

waardestuwers (micro-drivers). Mocht het hoger management meer invloed willen houden, 

kan deze werkwijze ook in een centrale aansturing gehanteerd worden. 

 

In lijn met bovenstaand literatuuronderzoek heb ik middels eigen empirisch case-onderzoek 

bij vijf Nederlandse ondernemingen96 onderzocht (i) waarom deze ondernemingen VBM 

hebben geïmplementeerd, (ii) welke maatstaf zij gebruiken, (iii) hoe de implementatie vorm is 

gegeven en tot slot (iv) wat de effecten zijn op gedrag en attitude, (v) het nemen van 

beslissingen en (vi) prestaties. Hiertoe heb ik bij elke organisatie twee interviews afgenomen: 

één op corporate niveau, met het oog op de reden voor en beoogde effecten van VBM, en het 

tweede op een lager niveau in de organisatie waar de managers of medewerkers 

daadwerkelijk op VBM aangestuurd (zouden moeten) worden. Gedurende deze interviews 

heb ik voorbeelden en documentatie gevraagd – en ontvangen, zelfs vertrouwelijk – om 

‘bewijs’ voor de uitspraken te hebben. Daarnaast heb ik gebruik gemaakt van publieke 

informatie om mijn data aan te vullen. Van de interviews zijn verslagen gemaakt die naar de 

gesprekspartners zijn opgestuurd ter correctie, verificatie en autorisatie. Tijdens en na het 

uitwerken van de cases zijn de gesprekspartners nog regelmatig benaderd om goedkeuring aan 

de case te verlenen alsmede om nog enkele ‘blinde vlekken’ in de cases aan te vullen en 

ontwikkelingen te bespreken. Deze follow-ups vonden op kantoor, per e-mail of telefoon 

plaats. Hierbij hebben de gesprekspartners eventueel nog collega’s geconsulteerd om de 

gevraagde informatie te verschaffen. Op deze wijze heb ik triangulatie van gegevens 

bewerkstelligd om daarmee de betrouwbaarheid en validiteit van het onderzoek te vergroten. 

 

De bevindingen uit mijn onderzoek volgen de drie deelvragen zoals die volgden op de 

probleemstelling.  

(i) Waarom wordt op waarde gestuurd en hoe wordt waardecreatie uitgedrukt? 

1. Redenen om VBM te implementeren: 

a. Vanwege de druk die door de vermogensmarkten wordt uitgeoefend, zowel door 

schuldeisers (credit rating) als aandeelhouders (achterblijvende beurskoers); 

b. Om te voldoen aan (externe) verslaggevingseisen, zoals bijvoorbeeld door de 

Nederlandse Mededingingsautoriteit of Basel II-akkoord; 

c. Het stimuleren en motiveren van ondernemerschap; 

d. Om een éénduidige control-taal te hebben waarmee de gehele organisatie uniform 

aan kan worden gestuurd met onderlinge vergelijkbaarheid; 

e. Om investeringen te kunnen beoordelen en selecteren, aangezien minimaal de 

vermogenskosten moeten worden vergoed; 

f. Om bewustwording te creëren voor werkkapitaal ter vermindering van geïnvesteerd 

kapitaal waarover vermogenskosten worden geheven; 

                                                      
96 ABN AMRO Bank, Akzo Nobel, Heijmans, Schiphol en Sigma (geanonimiseerd). 
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g. Katalyserende gebeurtenissen, zoals benoeming van nieuwe bestuursleden die het 

Angelsaksisch bestuursmodel aanhangen, tegenvallende resultaten, of gevaar voor 

verlies van zelfstandigheid. 

2. VBM maatstaven: 

a. Eenvoud staat boven accuraatheid. De ondernemingen ambiëren geen accuraatheid 

in hun calculaties om de aandacht voor de berekeningen te beperken en deze juist op 

de value drivers te laten richten. 

b. Verschillende maatstaven voor verschillende doeleinden. Afhankelijk van het 

niveau in de organisatie, worden er verschillende maatstaven gehanteerd die 

uiteindelijk bijdragen aan waardecreatie. 

c. Het aantal correcties op operationeel resultaat en kapitaalkosten wordt beperkt. Er 

wordt zoveel mogelijk aansluiting gezocht tussen interne en externe verslaggeving 

in bepaling van het operationeel resultaat. Dit ten behoeve van begrijpelijkheid en 

eenvoud. Om deze reden worden ook de vermogenskosten zo eenvoudig mogelijk 

bepaald. Er wordt meestal gebruik gemaakt van één ondernemingsbrede 

vermogenskostenvoet, of hooguit een verschil op divisie/business unit niveau. Er is 

gemengd gebruik van marktwaarden en boekwaarden van vreemd en eigen 

vermogen en een ‘target capital structure’ in bepaling van de vermogenskostenvoet. 

d. Absolute metingen worden minder toegepast dan relatieve metingen. Over het 

algemeen wordt gebruik gemaakt van een relatieve prestatie, waarbij het gaat om 

een verbetering in economische waarde ten opzichte van de voorgaande periode. 

Slechts waar gebruik wordt gemaakt van percentages gelden absolute prestaties, 

welke vervolgens wordt vergeleken met de vermogenskostenvoet. 

 

(ii) Hoe wordt een management control systeem ontworpen en geïmplementeerd dat leidt tot 

waardecreatie? 

3. Ontwerp: 

a. Door de introductie van een enkele, uniforme VBM-maatstaf met causal verbonden 

value drivers wordt een eensluidende taal binnen de organisatie nagestreefd, in 

tegenstelling met veel verschillende maatstaven die voorheen werden gehanteerd. 

b. Door de introductie van vermogenskosten en een drempel voor de 

vermogenskostenvoet waaraan investeringen moeten voldoen, wordt aandacht naar 

de balans getrokken in aanvulling op de verlies- en winstrekening als gevolg van de 

vermogenskosten op geïnvesteerd kapitaal. 

c. Door hetontwerp van strategische en business processen worden meer 

verantwoordelijkheden en bevoegdheden lager in de organisatie gelegd. Dit moet 

leiden tot meer ondernemerschap en een zakelijker cultuur, waardoor de belangen 

van aandeelhouders en medewerkers op één lijn worden gezet. Medewerkers 

worden verantwoordelijk gehouden voor de activiteiten die leiden tot waardecreatie 

en waarover zij invloed uit kunnen oefenen 

d. Beloning is waardegerelateerd (gericht op verbetering in VBM-maatstaf of drivers), 

gekoppeld aan verantwoordelijkheden. 
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4. Implementatie: 

a. De implementatie vindt centraal aangestuurd plaats. Ondanks dat de divisies of 

business units decentraal aangestuurd worden, vindt implementatie van VBM 

gecentraliseerd plaats. Implementatie binnen een divisie/BU wordt overgelaten aan 

het divisie/BU management, maar met centrale richtlijnen. 

b. De aandacht wordt op de value drivers gericht in plaats van de berekeningen. Het 

gaat erom hoe waarde wordt gecreëerd, niet hoeveel. 

c. Informatiesystemen, intranet en specifieke VBM-instrumenten worden ingezet om 

de implementatie en beheersing te ondersteunen. Deze middelen helpen de 

acceptatie en het nemen van beslissingen met het oog op waardecreatie te vergroten. 

d. De implementatie vindt als één geheel plaats in plaats van met pilots. 

e. Vele managers en medewerkers worden getraind, waarbij de focus van de training is 

gericht op de positie en verantwoordelijkheden. Op lagere niveaus worden 

specifieke trainingen verzorgd die met name op de directe activiteiten van de 

medewerkers zijn gericht in plaats van VBM zelf. 

f. Consultants ondersteunen de implementatie, met name op het gebied van training. 

 

(iii) Hoe passen Nederlandse ondernemingen waardemanagement toe en op welke wijze 

beïnvloedt dit het management control systeem? 

a. De ondernemingen behouden of realiseren een platte, decentrale structuur; 

b. Doelstellingen worden lager in de organisatie gesteld op basis van waardecreatie; 

c. Beslissingsrechten liggen op decentraal niveau; 

d. Communicatie vindt plaats door middel van dialogen in plaats van top-down; 

e. Strategie-ontwikkeling is gebaseerd op waardecreatie en betrekt lagere hiërarchische 

niveaus; 

f. Doelstellingen worden door topmanagement vastgesteld, maar op basis van een 

uniforme waardemaatstaf naar lagere organisatie-eenheden doorvertaald, waarbij 

deze vertaling op lagere niveau’s plaatsvindt op basis van operationele 

waardestuwers; 

g. Middelen worden toegewezen aan de meest-waardecreërende activiteiten op basis 

van strategische plannen en budgetten; 

h. Budgettering blijft een belangrijk instrument, maar deze worden nu opgesteld in 

onderlinge dialoog en gebaseerd op waardecreatie; 

i. In prestatiemanagement worden financiële maatstaven aangevuld met (niet-

financiële) waardestuwers; 

j. Management rapportages omvatten balans en resultatenrekening waarbij deze in lijn 

met de strategie worden opgesteld en besproken; 

k. Prestatie-gerelateerde beloning is gebaseerd op waardemaatstaven, zowel 

betreffende de uitkomst (een verbetering in de waardemaatstaf) als de 

waardestuwers. 

 

Kijkend naar de prestaties na implementatie van VBM, blijkt dat dit niet tot hogere 

beurskoersen heeft geleid. Hierbij dient echter wel opgemerkt te worden dat in de 

beschouwde periode externe factoren een belangrijke rol op de vermogensmarkten hebben 
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uitgeoefend, zoals de aanslag van 9/11. Ten aanzien van effecten op control, ligt de focus op 

value drivers en activiteiten waarover medewerkers eigen verantwoordelijkheid dragen. Het 

blijkt dat VBM heeft geleid tot een effectiever en efficienter gebruik van kapitaal, alsmede 

een actievere behering van activiteiten-, product- en klantportfolio’s. 

 

Hieruit kunnen de volgende algemene conclusies worden getrokken: 

1. met de implementatie van VBM wordt één taal gecreëerd doordat er één 

gemeenschappelijke doelstelling wordt nagestreefd. Alle activiteiten in de organisatie zijn 

vervolgens aan die doelstelling gerelateerd. 

2. medewerkers worden verantwoordelijk gehouden voor de activiteiten (value drivers) 

waarop zij invloed hebben en die bijdragen aan het creëren van economische waarde. 

3. een verandering in het bewustzijn van de medewerkers om in het nemen van beslissingen 

zowel de implicaties op de verlies- en winstrekening als op de balans te beschouwen. 

Hieruit blijkt dat met het invoeren van VBM een mix van beheersmethoden wordt toegepast. 

Werd voorheen voornamelijk financial results control toegepast binnen organisaties 

(bijvoorbeeld ten aanzien van budgetten) op basis van boekhoudkundige maatstaven als winst 

of Return on Investment, onder VBM wordt dit aangevuld met action controls in de vorm van 

value drivers, personnel controls  in de vorm van meer ondernemersgezindheid om 

belangentegenstelling tussen aandeelhouders en managers te verkleinen, alsmede cultural 

controls ten aanzien van een meer professionele organisatie die ook meer op targets 

(financieel of operationeel) wordt aangestuurd. 

 

Uit de aard van de case-bedrijven blijkt verder dat VBM toepasbaar is bij verschillende 

strategieën, beurs- en niet-beursgenoteerde ondernemingen, in zowel dienstverlening als 

industrie, bij centrale en decentrale aansturing, en in organisaties die zowel een brede product 

als geografische spreiding hebben, alsmede die juist erg gefocust zijn in producten of 

geografische gebieden. Mits de nadruk op de value drivers ligt en niet op de calculaties. In 

verschillende interviews werd dit kenbaar gemaakt door te stellen dat een waardemaatstaf niet 

een middel maar een resultaat is, waarbij Value-based Management het middel is om het 

resultaat te bereiken. Het management control systeem zal dan ook zo ontworpen en ingericht 

moeten worden dat de aandacht op de value drivers wordt gericht en medewerkers zich 

bewust zijn van de effecten van hun activiteiten op de economische waarde van de 

onderneming. 




