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Executive Summary

Boston Scientific is a leader in the medical industry with revenues that exceed $6.3 billion. It had a humble beginning in the late 1970’s. John Abele and Pete Nicholas were the two founders that joined together to buy a research and development company (Medi-tech, Inc.) that focused on products for less invasive surgical procedures. That was the formation of Boston Scientific Corporation. In the early 1990’s, Boston began to acquire numerous businesses that enabled Boston to become more competitive. It now operates in forty-five countries, employing over 28,000 people. The recent acquisition of Guidant has led to multiple problems including product liability and increased debt. As a result, there are several steps that need to take place in order to remedy their current situation. 

A key issue that Boston Scientific must address is its significant cost of capital, largely due to the company’s massive debt. Along with many of the problems Boston Scientific currently faces, these too relate directly to Boston Scientific’s leveraged acquisition of Guidant Corp., followed by a wave of product recalls. We recommend that Boston Scientific implement the EVA system to identify which operations within the company can earn the highest returns, thus restoring value to stockholders.

Economic Value Added attempts to determine the true economic profit of a company. EVA helps companies set organizational goals, motivates managers, and helps determine employee bonuses. EVA is also an excellent performance measurement and capital budgeting tool. The Stern and Stewart EVA system helps companies incorporate two basic principles into their financing decisions. First, that companies make their principal financial objective to increase shareholder wealth. Second, that the increased value of a firm depends on the future profits of a company exceeding the future costs. An increase in EVA will result in an increase in the value of a firm. The Stern Stewart EVA system has proven extremely successful with “emerging growth companies and turnarounds. This is because the level of EVA isn't what really matters. Current performance already is reflected in share prices. It is the continuous improvement in EVA that brings continuous increases in shareholder wealth” (<www.eva.com>). 

Boston Scientific was sent a letter from the FDA stating that the company has serious regulatory problems. The letter explains to Boston Scientific that it needs to implement quality control initiatives immediately (Lookabaugh). Aside from the letter from the FDA, the recently acquired Guidant is known for having quality control issues (Mueller). If Boston Scientific does not fix these problems, then customers will perceive the company as producing low quality products. In turn, sales will decline significantly. 
We recommend that Boston Scientific implement the concept of Six Sigma, a total quality control mechanism. Six Sigma is an excellent strategy to minimize or eliminate defects in any process. It reduces the occurrence of defects to minimize costs and improve customer satisfaction. Recently, Boston Scientific has undergone poor financial performance because of overspending on its acquisition of Guidant, and subsequent recall of Guidant products. The company’s stock value fell even more after competitor Johnson & Johnson filed a lawsuit on the Guidant acquisition bid. Boston Scientific has to take full responsibility to recover from this fall, and aim to maximize the wealth of its shareholders. Six Sigma would help Boston Scientific adjust its defective processes and deliver quality products to potential customers. The outcome of using Six Sigma is raising more revenues on a long-term basis.

RECOMMENDATION #1: IMPLEMENT EVA® FRAMEWORK


In basic terms, Economic Value Added (EVA®) is a numerical measure of a firm’s profit exclusive of the cost of all its capital. EVA offers an accurate assessment of the income statement and balance sheet by considering both profit and capital concurrently. Aside from using EVA as a performance measure, when integrated into the decision making process as a management system, EVA provides incentives, tools, and controls to align the interests of a company with strategies to maximize shareholder wealth (Pettit 5-6). Essentially, the actions that EVA instructs management to take are directly linked to the results required by company stockholders. Boston Scientific would enhance shareholder wealth if it applied Stern Stewart & Co.’s EVA model as a performance measure and management system.


According to Stern Stewart & Co., EVA measurements direct management to make decisions that increase shareholder value in three fundamental manners. The first way is by increasing the return on capital; if managers acceptably choose to cease investing in more assets, the result is a more effectively operating income statement (Chew 140). The choice to temporarily quit investing in new capital is wise for Boston Scientific because the company has no sources of new capital, and is currently buried under $8.89 billion debt (cite balance sheet).  Stern Stewart also suggests investing in additional capital to grow the firm, as long as the return on the investment is greater than the cost of the new capital (Chew 140). In this instance, Boston Scientific would be wise to refrain from undertaking new investments for the previously stated reason. However, an alternative focus Boston Scientific would benefit from taking is the goal of lessening its cost of capital.

Boston Scientific will be compelled to minimize its cost of capital because EVA directly indicates that unless the corporation earns its cost of capital, it will not make a profit. For this reason, EVA sets a well-defined benchmark for shareholder value creation. It is fitting for Boston Scientific’s cost of capital to be a principal target for improvement when the company is currently sitting on $8.89 billion of long-term debt and a plummeting debt rating (Biegelsen). If Boston Scientific establishes the EVA system, its shareholders’ ownership would be perceived as a charge on the firm for its use of capital, carrying an interest rate equal to the cost of capital. Shareholders benefit from this position because Boston Scientific will not squander any capital by over-investing, or by investing in any project or acquisition that does not earn its cost of capital (Pettit 4).

The third way Stern Stewart & Co. propose that EVA increases shareholder wealth is by identifying operations and assets that earn poor returns and discharging the capital invested in them (Chew 140). Boston Scientific would benefit from being able to free up capital in as many ways as possible to pay off its immense load of debt—a liability that is reducing Boston Scientific’s financial flexibility, therefore constraining its potential for future growth (Pettit 15). EVA is superior to traditional accounting systems, which often erroneously encourage systematic under-pricing of capital, causing ample misallocation and mismanagement of the firm’s capital (Pettit 2). The EVA calculation solves this problem because EVA can be determined for separate business units, thus verifying which distinct segments of the company are creating and destroying wealth. It is helpful to break down measures of value in terms of business divisions for massive conglomerates like Boston Scientific. The firm will be able to take more directive assessments in the areas where more control is needed and where capital should be further employed or withdrawn (Rich “Economic Value Added”). 

Stern Stewart & Co. insist that for a company to successfully implement the EVA process, top management has to make it clear that “value creation through EVA improvement is a primary financial goal” (Singer and Millar 7). The first step Boston Scientific should pursue is the development of the EVA measure, interpreting financial statements in an economic context rather than according to GAAP accounting. Once this is accomplished, Boston Scientific must apply EVA to the decisions made regarding projects and other issues within the company. Once EVA is accepted as a foundation for success, Boston Scientific should create an incentive plan based on the creation of stockholder value (Singer and Millar 2).


In order for Boston Scientific to receive the maximum benefit from implementing EVA, it is important that it is coupled with an EVA incentive bonus plan (www.eva.com). Such a plan will help to eliminate common agency problems that occur within organizations. One of the conflicts that exist is that between the management of a company and its stockholders. The goal of the bonus plan is to align both of their interests (Rich “Agency”). By linking the bonus that management receives to consistent improvements in EVA, that goal will be accomplished. 


By using this plan, management will be rewarded for positive changes in EVA. In theory, the current stock price should reflect the given level of EVA (www.eva.com). Only changes in EVA will produce changes in stock price. This helps to create the illusion of ownership for the management. If they work harder to create value for the company, as an “owner”, they will be rewarded accordingly (Chew 143). This bonus plan will also be attractive to management because their bonuses will not have a maximum amount (Chew 143). Unlike traditional incentive plans, their bonus is not tied to a budget. It can rise as high as they want as long as they produce the appropriate results (Makelainen).

The concept of a bonus bank was developed to ensure the long-term effectiveness of the investment decisions of management. The opportunity to choose projects that will do well only in the short-term (for quick cash) will disappear. Instead of receiving the full amount of their bonus at the end of the year, only a fraction (typically 1/3) of the bonus will be distributed to them. The remaining portion will be deposited into a bonus bank where it will be stored until the next year. When the time comes to receive next year’s bonus, management will receive cash based on their performance that year and the money they had deposited the year before. This is a continuing process that encourages successful managers to remain with the company. It is also possible to achieve a lessened or even a negative bonus. This detracts from their bonus bank. If a manager consistently performs poorly, the system encourages them to leave. The company will be left with quality managers that add value to the stockholders (Chew 143-44).

The EVA targets are calculated each year using an objective formula. If managers did not achieve their goal in one year, the target is set lower for the following year (www.eva.com). It gives managers a chance to redeem themselves without further punishment. This promotes motivation and encourages retention (Makelainen). Likewise, if the target EVA was exceeded, the next year’s target will be increased. The idea is to promote a consistent increase in EVA that extends indefinitely. The pre-set formulas allow managers to concentrate on productive, long-term decisions, rather than partake in the office politics of negotiating the target EVA (Chew 144).

An EVA incentive bonus plan complements the implementation of EVA. Rewards earned by managers reflect the incremental return to stockholders (Makelainen). Their interests are aligned and the long-term well being of Boston Scientific will be promoted. This has been demonstrated through a number of studies conducted as well as through data provided by the competitors of Boston Scientific that have already implemented EVA (www.eva.com).
Studies show that companies that implement an EVA structure into their firm substantially outperform their peers. One specific Stern Stewart study was taken on the performance of 88 publicly owned U.S. companies. The study analyzed the total returns received by shareholders up to five years after the implementation of EVA. The study also included the effects of implementing incentive programs within the EVA system. The study broke up the 88 companies into four separate groups. All groups were compared with companies in their respective SIC code, which identifies companies by industry. “Using companies in the same industries and with similar market capitalizations eliminates as much ‘systematic’ risk as possible, so that comparisons reflect specific company performance to the greatest extent possible” (<www.eva.com>).

When looking at the entire sample group, the investments in the companies that implemented EVA produced on average 49% more wealth after five years than the investments in companies with similar market capitalizations. When looking at the four groups separately, we can see not only how wealth of the investor is affected by EVA, but also how incentive programs affect the wealth of an investment. According the Stern Stewart, “it is essential to tie incentive compensation to changes in EVA in order to capture the full potential of the system to transform behavior” (<www.eva.com>). Stern Stewart also asserted that the design of an incentive program is also vital to the systems efficiency. 

 To show how the EVA system and incentive programs, specifically the Stern Stewart program, help motivate performance, the 88 companies were separated into four groups, three of which implemented EVA and a different variation of compensation incentive programs, and one group that did not implement the EVA system and had no incentive program. The first group used the “complete incentive-compensation architecture invented by Stern Stewart” and was able to produce an average of 84% more wealth than their competitors after the five years. The second group, which used an EVA incentive structure, but not the exact Stern Stewart structure, produced 33% more wealth than their competitors. The third group did not use an EVA system to form their compensation structure, and sequentially only produced a mere 1% greater value in wealth than their competitors. The last group assumed an independent EVA incentive program, and did not to use the Stern Stewart system, and was only able to produce 26% more wealth than their competitors (<www.eva.com>). These figures can be seen in Graph 1 of Appendix D. These percentages in wealth are a degree of excess return over the wealth of the competitors. The percentage in wealth outcomes can be explained through a simple explanation, as seen in Example 1 of Appendix E.

The tangible amount of extra wealth that the EVA companies produced over that of their competitors was equal to 28.5% of the aggregate market capitalization of the EVA companies at the end of the five years. This 28.5% translates into an astounding $116 billion of added wealth to the EVA companies (<www.eva.com>). The figures are illustrated in Graph 2 of Appendix D.
Clearly, companies that implement an EVA compensation program produce much higher wealth return to their shareholders and investors. Furthermore, companies that implement the Stern Stewart EVA incentive program, substantially increase the wealth of investors compared to competitors, even ones with other EVA systems.
RECOMMENDATION #2: ESTABLISH SIX SIGMA QUALITY CONTROL

Since 2003 Boston Scientific has raised alarm by the FDA for defective products and poor quality control. (<www.devicelink.com>) If Boston Scientific expects to increase sales and rebound from its recent surge of recalls, the company must first develop a quality control process model that generates better system requirements. We believe that the best method available to fix Boston Scientific’s quality control is the Six Sigma approach. 

Six Sigma is a business process for reducing costs, improving quality, and increasing customer satisfaction. It is one of the most well known approaches for quality control and management. The term Six Sigma has several meanings. Statistically, Six Sigma means having no more than 3.4 defects per million opportunities in any process, product, or service. In terms of practical use, Six Sigma is a measure of quality to a level near perfection. Six Sigma’s theoretical defect rate significantly reduces the occurrence of defects. Using Six Sigma is critical for achieving a lower number of overall defects in operations and improving customer satisfaction. Six Sigma is a strategic tool for process analysis and improvement, and quality improvement. It includes cost and time reduction, productivity improvement, process yield enhancement, quality upgrading, and increased customer satisfaction. The goal of Six Sigma is to eliminate defects, anything outside of customer specification and expectation. Six Sigma, along with total quality management, demonstrates a firm’s quality efforts to meet or exceed customer satisfaction. The role of customers is significant because they evaluate and measure process improvements that bring improved quality, cost reduction, and time reduction. On time delivery of products or services to the marketplace or potential customers helps a firm gain a competitive advantage. It fulfills customer’s convenience with instant and quick purchase transactions. Corporations that have implemented the Six Sigma controls gained benefits by executing time reduction efficiently (<www.isixsigma.com>). 
Some firms that have established the Six Sigma method include Ford, General Electric, Honeywell, Motorola, and Toyota Motor Company. General Electric deployed Six Sigma in 1995 and has since been re-inventing and defining the Six Sigma program into its own customized format. General Electric invested $1.6 billion, 0.4% of its revenue, out of $382.1 billion total revenue, and saved $ 4.4 billion, 1.2% of revenue savings, thereby saving 0.8% in revenue, which is approximately $3.06 billion total savings from 1996 to 1999, as shown in Table 2 of Appendix C (<www.isixsigma.com>). The company’s savings in revenue and percentage of revenue increased slowly and steadily compared to how much money the firm invested—Six Sigma is not a short term resolution to make quick money or instant cost savings, but rather a continuous effort to execute properly and consistently. Boston Scientific would benefit from a long-term focused approach like Six Sigma that creates stability over time in order to re-establish its company credibility in the market. 

The Six Sigma program requires long-term dedication and patience. It usually takes about five years on average to be well-executed (<www.isixsigma.com>). Along with the Six Sigma quality improvement plan, Boston Scientific should pursue a culture shift within the organization and encourage change in employees’ actions; employees should be aware of how their actions impact the customer and the firm’s overall performance. Quality control models, in general, set organizational standards in production, which contribute to cost savings over time. Consider the following results of efficient quality control: Kodak was able to cut in half the time needed to bring a new camera to market; Union Carbide was able to cut $400 million of fixed expenses; and Bell Atlantic was able to cut time to hook up long distance carriers at a savings of $82 million (<www.isixsigma.com>). These aforementioned companies have been experiencing huge cost savings; therefore it is feasible that Boston Scientific, too, would obtain higher positive cash flows simply from quality control. 

Establishing a particular business model like Six Sigma is critical for the standardization of processes, and or setting a scale of reference for employees and management to determine whether process requirements and products standards are being satisfied. Proper execution of a quality control model will make it easier to identify organizational competencies that enhance Boston Scientific’s performance. Six Sigma can then be applied to necessary stages of operations such as design, production, service, inventory management, and delivery (<www.isixsigma.com>). By generating better system requirements, Boston Scientific would not only cut down on defective products and the costs associated with defects, but would supply products that satisfy customers. On the other hand, Boston Scientific will be required to contribute a financial commitment to ensure the success of Six Sigma quality control. The Six Sigma program does require an investment that will be used in training, organizational infrastructure, and culture evolution, in order to achieve the desired reduction in costs and increase in sales. The investment, however, should be regarded as a positive NPV project in terms of the cost savings and overall quality improvement that will be realized over time.

CONCLUSION


In order to recover from extreme financial distress, Boston Scientific will need to undergo corporate restructuring that encompasses new methods of performance measurement and quality control. The EVA performance framework and incentive bonus plan stimulate continuous improvement in firm value, leading to higher shareholder wealth. To fix its flawed regulatory system that has caused a wave of product recalls, Boston Scientific should establish the Six Sigma quality control program. In doing so, the company will achieve long-term productivity improvements and overall cost reductions. 
Appendix A: BOSTON SCIENTIFIC COMPANY OVERVIEW
A part of the healthcare sector, Boston Scientific develops minimally invasive medical devices to improve the quality of patient care and the productivity of surgical instruments. Boston Scientific mainly manufactures drug-eluting stents, which sustain the inner walls of arteries (<BostonScientific.com>). The company’s drug-eluting stent, marketed under the name Taxus, has a 54 percent market share in the U.S. (Biegelsen 3). 

The main segments fulfilled by Boston Scientific’s product lines are Cardiovascular, Endosurgery, and Neuromodulation. The Cardiovascular group focuses on coronary stents such as the Taxus, technology used in cardiovascular and neurovascular procedures, filter systems for fluid management and embolic protection, and devices used in electrophysiology including mapping systems, diagnostic catheters, and intracardiac ultrasound (<BostonScientific.com>). This unit earned revenues of $2,503; $4,488; and $4,905 million for 2003, 2004, and 2005, respectively. Of these revenues, $2,352 and $2,694 million in 2004 and 2005 came from stent systems alone (Biegelsen 12). The Endosurgery group markets of range of products for treatment in the areas of esophageal, gastric, pancreatico-biliary, colorectal, pulmonary, urinary tract, prostate, and oncology interventions (<BostonScientific.com>). Revenues for the endosurgery division grossed $947; $1,088; and $1,227 million in 2003, 2004, and 2005, correspondingly (Biegelsen 13). The Neuromodulation segment represents Boston Scientific’s latest venture into microelectronic technologies such as auditory devices and neurostimulators (<BostonScientific.com>). Revenues for newly established products in this segment totaled $148 million for 2005 (Biegelsen 13). Boston Scientific hopes to realize considerable revenues once its neuromodulation devices are fully developed and approved (<BostonScientific.com>).

Since Boston Scientific’s acquisition of Guidant Corp. in April 2006, the company has faced a wave of recalls attributable to design, manufacturing, and supplier difficulties. The recalls involve nearly 300,000 attained devices, the most recent entailing faulty capacitors provided by an outside supplier in 22,600 units of six different models of pacemakers and defibrillators. Boston Scientific’s president and CEO, Jim Tobin, expects that it could take anywhere from eighteen months to two years to fix the problems the company has assumed since its acquisition of Guidant (Jewell). 
Boston Scientific has facilities in Europe, the Asia-Pacific region, Africa, and Latin America. The company’s corporate headquarters is located in Natick, MA., along with three regional headquarters in Tokyo, Japan; Paris, France and Singapore. The company maintains 26 manufacturing, distribution, and technology centers. Boston Scientific is delivering 15,000 products in over 45 countries with more than 28,000 employees. Delivery of products is well executed through the principal distribution centers in MA, the Netherlands, and Japan. In the fiscal year 2005, of the $6.219 billion of revenue, $1.145 billion came from Europe and $579 million came from Japan. (<MerchantOnline.com>)
Boston Scientific’s principal competitors are Cook, Inc., Johnson & Johnson (Cordis Unit), EndoSonics, Medtronic Inc., Conor Medsystems Inc. The largest company in the industry is Baxter International Inc., and its subsidiary, Baxter Healthcare Corp., which together generated sales revenue of $9.51 billion in 2004. Presently, U.S.-based companies hold strong positions as the most advanced surgical device industry in the world. The overall outlook for high-tech sectors is positive and expecting significant growth. Multiple firms are trying to merge and acquire their competitors in order to secure higher market share and to generate more revenues.
Boston Scientific is a “worldwide leader in the development, manufacturing, and marketing of medical devices that advance the practice of less-invasive medicine” (<BostonScientific.com>). The company manufactures various medical products that it distributes among many hospital and clinical locations around the world. Its products and technologies are designed to reduce risk, trauma, cost, procedure time and the need for aftercare (Nasim). 

Boston Scientific manufactures 99% of its own products, so has very few suppliers (Nasim). The company’s customers are generally medical service groups, such as hospitals, doctor offices, and medical clinics (Nasim). Due to the nature of its products, Boston Scientific has to use special manufacturing processes. Boston Scientifics’ Wayne, J.J. plant won the Industry Weekly’s best plants profile for 2005 (Vernyi). This plant is used for making highly engineered surgical grafts. Most of the plant is devoted to clean room operations. Packaging is also done in clean room conditions. This same plant (Wayne) had implemented a lean manufacturing program in 2002, and eliminated $500,000 in costs associated with labor and inefficient use of space. In 2004, it shifted the lean operating focus to its office and support functions (Vernyi). 


From 1992 until April 2006, Boston Scientific has been active in acquiring over twenty-five subsidiary companies and investing in twenty other minority investments that have helped it to expand into a multi-billion dollar corporation. The most recent acquisition was of Guidant Corp., which cost Boston Scientific a staggering $27 billion. From the time of the proposal to acquire Guidant, Boston Scientific’s stock price dropped 46 percent. No profit is currently being earned from this acquisition and, reportedly, it will be another couple of years before any profit is realized (Tully).
Appendix B: WORKS CITED
Biegelsen, Larry. “Boston Scientific.” Prudential Equity Group, LLC. New York. 19 
October 2006. 1-17

BostonScientific.com. Boston Scientific Corporation. Homepage. 16 Oct. 2006


<http://www.bostonscientific.com>

 “Boston Scientific Corporation.” Business & Company Resource Center. 8 Nov. 2006


<http://galenet.galegroup.com>

“Boston Scientific Juggling Guidant Deal, FDA Warning” 2006 Cannon 
Communications. Nov. 11, 2006. <http://www.devicelink.com>
Chew Jr., Donald H. The New Corporate Finance: Where Theory Meets Practice. 
New 
York: McGraw-Hill/Irwin, 2001. 

“Devices.” Boston Scientific, Co. 2006. 3 November 2006. 
<www.bostonscientific.com>.
Eva.com. Stern Stewart & Co. 5 Nov. 2006 <www.eva.com>

Isixsigma.com. “isixsigma” November 10. 2006  <www.isixsigma.com>

Jewell, Mark. “Boston Scientific recalls more heart devices, expects more woes.” 

The Associated Press. Boston. 26 June 2006. Lexis-Nexis. <web.lexis-nexis.com>.

Lookabaugh, Mark. “Warning Letter” August 2005. Nov. 10, 2006 <www.fda.gov>
Makelainen, Esa. “Economic Value Added as a management tool.” 9 Feb. 1998. 


Helsinki School of Economics and Business Administration. 5 Nov. 2006


<http://www.evanomics.com>

 MerchantOnline.com. Boston Scientific Corp. 10 Oct. 2006


<http://www.mergentonline.com>

Nasim. Boston Scientific Corporate Office. Personal Interview. 7 Nov. 2006.

Pettit, Justin. “EVA & Strategy.” Stern Stewart & Co. Research. New York. April 
2000.

Rich, Steven P. “Agency.” Baylor University, Waco, Texas. Fall 2006.

---. “Economic Value Added.” Baylor University, Waco, Texas. Fall 2006.

Singer, James A. and Devin L. Millar. “Stern Stewart Research: Value-Based Management Done 
Right.” EVAluation. Vol. 5, 1. New York. April 2003.

Stevenson, William J. “Management of Quality - Six Sigma” Pg. 418-419. Operations 
Management. 9th ed. New York: McGraw-Hill Irwin, 2007

Tully, Shawn. “The (second) worst deal ever.” Fortune. 5 Oct. 2006. Cnnmoney.com.


19 Oct. 2006 
<http://money.cnn.com>

Vernyi, Bruce. “Boston Scientific Corp.: Best Plants Profile 2005” Industry Week. Oct. 1, 
2006. <IndustryWeek.com>

Appendix C
	Table 2: Six Sigma Cost And Savings By Company

	Year
	Revenue ($B)
	Invested ($B)
	% Revenue Invested
	Savings ($B)
	% Revenue Savings

	Motorola

	1986-2001
	356.9(e)
	ND
	-
	16 1
	4.5

	Allied Signal

	1998
	15.1
	ND
	-
	0.5 2
	3.3

	GE

	1996
	79.2
	0.2
	0.3
	0.2
	0.2

	1997
	90.8
	0.4
	0.4
	1
	1.1

	1998
	100.5
	0.5
	0.4
	1.3
	1.2

	1999
	111.6
	0.6
	0.5
	2
	1.8

	1996-1999
	382.1
	1.6
	0.4
	4.4 3
	1.2

	Honeywell

	1998
	23.6
	ND
	-
	0.5
	2.2

	1999
	23.7
	ND
	-
	0.6
	2.5

	2000
	25.0
	ND
	-
	0.7
	2.6

	1998-2000
	72.3
	ND
	-
	1.8 4
	2.4

	Ford

	2000-2002
	43.9
	ND
	-
	1 6
	2.3

	Key:
$B = $ Billions, United States
(e) = Estimated, Yearly Revenue 1986-1992 Could Not Be Found
ND = Not Disclosed
Note: Numbers Are Rounded To The Nearest Tenth


Appendix D: EVA WITH COMPENSATION PLAN
Graph 1
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Appendix E: EVA EXAMPLE
You can calculate relative performance by comparing the total stock-market return (dividends plus price appreciation) of each EVA company against the return on an equally weighted portfolio of the company's ten comparators. Then compare the terminal, or ending, wealth positions that an investor would have achieved by investing an equal amount in the EVA company or the portfolio of its comparators. This percentage spread between the terminal wealth positions is defined as the degree of "excess return." 

For example, if $100 invested in the comparators would have grown to $200, while $100 invested in the EVA company would have grown to $300, the "wealth relative" of the EVA company is 150% of its comparator group ($300 is 150% of $200) and the "excess return" is 50%. Note that this does not mean the EVA company produced an extra 50 percentage points of total return. In fact, the company in the example produced an extra 100 percentage points of total return, expressed as a percentage of the initial investment ($200 of gain for the EVA company, versus $100 of gain for the comparator group). As the example suggests, both the "excess return" and the "extra" percentage points of total return depend on the total returns of both the peer group of comparators and the EVA company (<www.eva.com>).
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