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" Return On Equity

2 Return On Investment

3 Economic Value Added
4. Economic Profit

5. Free Cach Flow
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A Critique on Performance Measurement
Techniques in Accounting and Proposing the
Measure of Economic Value Added and Free

Cash Flows for Corporate
Reporting

N. Izadinia

Abstract

With challenges over the separation of ownership
and management and the conflict of interest between
different accounting user groups, we witness'the-use
of accounting measures such asPatning "per share
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(ERS), return on stockholders’ Equity (ROE) or return
on investment (ROI) for performance evaluation.
Those measures are also used for setting
management’s incentive plans. In this article which is
an interpretive one we critically evaluate traditional
accounting measures in performance eyaluation“and
corporate reporting and with regardsyto the changes in
world economy conditions and‘globalization we show
that the main challenge of'the corporate management
1s wealth creation for stockholders.

The, '‘main measure of wealth creation and
performance evaluation is Economic Value Added
(EVA) or Economic Profit (EP). This measure is
used for managers’ performance evaluation and
setting incentive plans for them. We show in_this
paper how to adjust the accounting _profit ‘and
capital to arrive at Economic Value(Added (EVA).
Further, the Free Cash Flow\is another measure of
performance evaluation| and" corporate reporting
which is discussed in.‘this paper. We give a sample
real world companies who use such measures.

Keywords: Economic Value Added (EVA), Free Cash
Flow, Performance evaluation, Incentive plans,
Accounting measures
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