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THE ROLE OF VALUE DRIVERS IN VALUE-BASED MANAGEMENT CONCEPT

Summary. The article deals with the concept of value-based management of corporations in modern conditions. Basic mod-
ern conceptual ideas of famous world economists are revealed. The concept and basic theories of value drivers are analyzed by
the authors. Various approaches and classifications to the theory of value-based management and value drivers are examined.
Process of analyzing value drivers that is used by corporate management is explained. The article gives examples of implemen-
tation of value-based indicators in the most successful corporations of the world at the present stage. The authors are analyzing
the impact of value drivers on corporate value per employee, as exemplified by the corporations of Forbes 2000 using an econo-
metric model. The concepts of such value-based indicators as EBITDA and EV/EBITDA are revealed.
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Formulation of the problem. At the present stage, firms
are operating in a business environment that requires them to
implement a system of metrics that illustrates value and prof-
itability better. It should be noted that the current accounting
systems do not fully meet the conditions of functioning of the
effective capital markets and do not meet the requirements
of the main stakeholders. The constant improvement of effi-
ciency in the capital markets requires more efficient distribu-
tion of capital within firms. Thus, a new scorecard and value-
based management (VBM, Value-based management) have
emerged, i.e. managing a company based on a value approach
to maximize the market value of the company.

Value-based management is based on the concept of
value. The cost of a company depends on many factors called
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value drivers. At the present stage, the companies use cost
driver analysis to increase the efficiency of their business and
increase its value, and the cost driver analysis helps strategic
planning for company management.

Analysis of recent research and publications. The analy-
sis of value drivers and value based management concept is
devoted to the works of the folowing researchers: V. Fruhan,
A. Rappaport, T. Copeland, T. Coller, R. Morin and others.

Setting objectives. The purpose of this research is to
define the notion of value drivers and their role in value-based
corporate finance management.

The main material research. At the present stage, the
existing accounting systems do not fully satisfy the conditions
of functioning of effective markets. A new set of metrics,
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such as the value-based management (VBM)), is a topical and
necessary one, that is the value-based management that maxi-
mizes the market value of a company and reflects the opportu-
nities and threats of its operations [1].

The first conceptual ideas of the value-based financial
management were driven by changes in the economic envi-
ronment and began to emerge in the United States in the
1980s. The authors of the theory are V. Fruhan (1979) and
A. Rappaport (1986) .

The concept of VBM was created in the context of social
and economic changes in the late twentieth century. The fac-
tors that contributed to its development include: the increased
volume of using the private capital, the revolution in informa-
tion technology and the globalization of markets. The wide-
spread use of this management concept has completely
changed the way companies operate worldwide [2].

Corporate governance has a constant purpose in maximiz-
ing shareholder income. But while maximizing shareholder
value is an important corporate objective, it is not sufficiently
specific and accountable for operational management, which
also needs to know which factors can mostly affect value and
which factors can be most easily influenced.

An important part of VBM is a thorough understanding of
the performance variables that will actually generate business
value, i.e. key drivers of value. This understanding is impor-
tant because the organization cannot directly influence cost.
It should focus on what it can affect: customer satisfaction,
capital costs, and more [3].

Value driver is any variable that affects the value of the
company. The variables that determine the value of the com-
pany can be expressed in different quantities. These are the
variables which the performance of the enterprise depends
on. In other words, company value drivers are critical factors
that affect the value components and their formation, they are
directly determined and dependent on the management deci-
sions that help to analyze and control the enterprise value cre-
ation process.

There are many factors that create value, including: pro-
prietary technologies, market position, brand, various product
lines, patented products and more. Elements common to all
value-adding industries include:

« Stable, motivated management team

 Operating systems that improve cash flow sustainability

* A solid, diversified customer base

» The appearance of the object matches the asking price

* A realistic growth strategy

« Effective financial control

* Good and improving cash flow [4].

Value driver analysis is an important basis for strategic
planning, helping management to streamline its operations
to identify critical strategic levels. In order to study changes
in shareholder value creation, it is necessary to identify those
variables that can be controlled, modified, managed or even
manipulated by the company management.

Identifying value drivers is a three-step process:

1. Development of a «map» of value drivers for the enterprise

2. Cost driver sensitivity test

3. Controllability test [5].

In the first stage, manager documents what specific factors
affect such broad metrics as operating profit, etc. In the sec-
ond stage, after the baseline has been built for each operating
factor, the manager should analyze how changes in each fac-
tor affect the overall cost of the business. The next step is to
examine each variable to see if it can be controlled [6].

Once management has established consensus around
major cost drivers, they can focus on the logistics of improv-
ing driver performance.

Copeland, Koller, and Moorin classify cost drivers in three
levels:

1. Drivers of general value are established in terms of
Return on Equity (ROE), which includes operating margin
and invested capital.

2. The next level of value drivers is the business unit level
drivers (variables such as customer mix, sales performance, or
cost sharing).

3. The last tier is operational, where variables such as per-
centage of capacity utilized (plant or machine), delivery costs,
and terms and conditions of debtors or creditors are directly
controlled and modified by the decisions of the executives

By creating as many value drivers as possible, the com-
pany can increase its influence in the market. In order to con-
stantly increase the value of products and services, businesses
must constantly monitor the market so that they can be the first
to take advantage of demand and behavior of the buyers [7].

The critical success factors should be identified during
strategic management of the company and then the key per-
formance indicators should be identified. Value creation is
driven by a reasonable balance of growth, return on capital,
cost of capital, and ability to be effective over time.

According to the concept of Rappaport (1986), manage-
ment measures can be evaluated on the basis of significant
factors and appropriate management decisions. Alfred Rap-
port has offered seven drivers in the business that can be man-
aged to create value:

* sales growth;

* increase in operating profit margin;

* reduction of the cash tax rate;

* reduction of the working capital investment (WCI);

« reduction of the investments in fixed capital;

« reduction of the weighted average cost of capital (WACC);

* increase in the period of competitive advantage [8].

Opera Value é\r]l(:lll_c
ting drivers ial

Drivers
of
stability

Fig. 1 Groups of value drivers

Source: created on the basis [7]

The financial group usually includes those financial com-
ponents that optimize the cost of capital, its distribution and
structure, participate in the formation of profits, etc.

It is important to note that the financial drivers are often
of an evaluative nature: they are not separate items of the bal-
ance sheet and profit and loss statement, but are indicators of
growth, change or relationship of these items.

For operating drivers, all those factors that affect the
amount of cash flow are generated by increasing efficiency
or growth. Unable to influence financial ratios directly, the
company executes cost-oriented management by influencing
operating leverage.

The drivers of sustainability include those components of
business processes that contribute to the normal functioning
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of the enterprise in the long run. These factors reflect the rela-
tionship between external processes occurring in the market
for a company and internal ones that affect value. These driv-
ers include:

» Changes in legislation.

* Market changes.

* Reputational risks of the company.

Non-financial drivers include factors that indirectly affect
cash flow generation, and come from the features of doing
business. In this group of drivers the following are highlighted:

» Agency conflict;

* Customer relationships;

« Relations with business owners;

* Relations with partners.

Thus, the model of the value drivers divides the activity
of the company into separate business processes, phenomena
and indicators related to value creation [8].

The impact of value drivers on enterprise value per
employee is analyzed on the example of the five most success-
ful Forbes 2000 corporations in the world: Apple, Royal Dutch
Shell, Berkshire Hathway, Exxon Mobil, Toyota Motors. The
list is based on several criteria: income, profit, value of assets
of the company and its market value. Because of the using any
one parameter will result in an unbiased and incomplete esti-
mate, Forbes uses a coefficient that equally takes into account
four parameters [9].

Enterprise value (hereinafter EV) is one of the most impor-
tant indicators that an investor should focus on. The indicator
is calculated by adding to the market capitalization of the net
debt of the company, which is calculated by adding up the
short- and long-term debt of the company, the share of minor-
ity shareholders and the capital of the preferred shareholders
minus cash and cash equivalents from this amount.

Company Value is a theoretical index for investors of a
company price when it is absorbed. EV is an estimate. Inves-
tors use valuation ratios to compare companies. The smaller
the valuation factor, the more return the investor will receive
on the invested capital.

To evaluate the impact of value drivers, econometric
model is constructed via GRETL program software.

The dependent variable is the company value divided by
the number of company employees (EVqofworkers). Indepen-
dent variables were selected: earnings before interest, taxes
and depreciation (EBITDA), weighed average cost of capital
(WACCQ), return on assets (ROA), earnings yield (earning-
syield). The statistics are taken over a 5 year period.

Thus, a 3-factor econometric model of the following form
was built:

EVqofworkers = B, +B,EBITDA, +, WACC, +
+B,ROA, +p,earningsyield,

The data includes 25 observations; the period of analysis
consists from annual data from 2014 to 2018. Descriptive sta-
tistics of the model variables is available in the Table 1.

On the basis of the use of Ordinary least square (10LS)
with special modification for panel data and software gretl
1.9.6 the following estimates of regression coefficients were
obtained (Tab. 2).

The model was tested for multicollinearity. According to
VIF-index, the multicollinearity in a model is absent (VIF <10).

According to the Table 2, the model with all significant
coefficients is obtained.

Fisher’s index is 19,3: this indicator is less than the one in the
table, so the regression equation estimate is statistically reliable
and the coefficient of determination is statistically significant.

The determination coefficient is 73%, which indicates
the high accuracy of the model approximation (the model
describes the phenomenon chosen well). Regarding signifi-
cance, the least significant factor is the weighted average cost
(p-value is the highest: 0,0334). The smallest p-value was
found for the EBITDA ratio, therefore it is the most signifi-
cant in the model.

The significant variable has an inverse relationship with
the yield of the securities as well as a direct relationship with
the other two indicators. If the yield on securities changes
by one standard deviation, the value of the company per
employee will be reduced by 0.3 standard deviations.

When profits before interest, taxes and depreciation
(EBITDA) are deducted by one standard deviation, the value

Table 1
Descriptive statistics
Variable Min Max Mean Median St. Dev
EBITDA 17,633 87 48,48 41,321 18,056
WACC 2,92 9,99 6,595 6,87 2,06
earningsyield 1,63 12,5 7,56 7,7 3,18
Source: calculated by the authors
Table 2
Coefficients and statistical estimates
Pooled Fixed Effects Random effects VIF
—1.366 -0,99 -1.107
const (-1.335) (-1,118) (~1.148) -
0.093 0,103 0.103
EBITDA (3,316) (5,625) (5.766) 3,676
skksk ek sk
0.433 0,279 0.301
WACC (2,276) (2,005) (2.262) 2,2
ke * kk
—0.368 -0.351 —-0.352
earningsyield (-3,057) (—5.928) (—6.043) 2,1
skksk sekk skksk
R? 0,73 - - -
F 19,3 - - -

Source: calculated by the authors
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of the company produced by one employee will increase by
0.09 standard deviations.

Thus, we can conclude that in the most successful compa-
nies in the world the key value driver is EBITDA.

With the help of EBITDA it is possible to compare the
financial results of competing companies operating in one
industry, to determine the level of solvency of the company
and the probability of repayment of existing debt.

This indicator assesses the attractiveness of the com-
pany for its absorption or lending well. EBITDA is a conve-
nient tool for analyzing property redistribution, as it allows
determining the effectiveness of a change of owner to a new
one, capable to provide a lower rate of the company’s loan.
Another advantage of EBITDA is the ability to calculate this
index quite simply and quickly.

EBITDA reflects the amount of profit before deducting all
required payments from the company. Thus, it does not dis-
close the profitability of the company itself and its profit. It is
rather the profitability of the main activity of the company
(business) and the ability of the company in this direction to
work and earn.

The main drawback of the EBITDA is that it does not reflect
the funds spent on the purchase of assets: real estate, equip-
ment, vehicles and anything else that will work for several
years. But almost all assets age, wear out, lose in price. And
over time, the old equipment must be replaced with the new
one. Money for it should be put aside today. Otherwise, at the
end of a certain period it will be possible to close the enterprise.

The table shows the financial performance of corporations
as of 2018. Based on the data, we can conclude that the best
results in adding company value are shown by Apple.

However, the EV / EBITDA multiplier shows that it will
take 11 years for the operating profit to cover its invested capi-
tal, the largest indicator among the selected companies.

It should be noted that the multiplier is used to compare
companies in the same industries, so the statement that invest-
ing in Apple may be unprofitable for an investor is incorrect.

The multiplier is good because it gives a net result, with-
out adjustment for the country of incorporation (taxes), debt
load (interest), capital intensity (depreciation), company size
and accounting currency (as this is a relative indicator). Due
to EV / EBITDA, the potential investor can compare invest-
ments in companies from different countries and in different
sizes and get comparable results.

Conclusions. Thus, it can be concluded that value is an
important indicator of evaluating the performance of a com-
pany, since it takes into account the long-term interests of all
stakeholders in the company, not just its shareholders. Value-
based management is an integration process aimed at improv-
ing the process of strategic and operational decision-making
in the organization as a whole, with an emphasis on the key
factors that are relevant to each company.

The important steps in development of a company’s finan-
cial growth strategy are identifying an integral key indicator
that signals the creation or destruction of value, and identify-
ing value drivers at different levels of management.

Table 3
Financial indicators of corporations for 2018
EV, USD min EBITDA, USD min EV/EBITDA
Apple 973 82,872 11,74
Royal Dutch Shell 334 63,379 5,26
Berkshire Hathway 514 46,632 11,022
Exxon Mobil 366 47,591 7,69
Toyota Motors 321 36,905 8,7
Source: created on the basis [10]
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POJIb JIPAUBEPIB BAPTOCTI Y KOHIIENI{Ii BAPTICHO-OPIEHTBAHOI'O YITPABJITHHS

AHortanisi. Ha cyuacHoMy etari (ipmMu mpaiiroroTh y 0i3HeC-CepeIOBHIIL, 1[0 BUMArae BiJl HUX BIIPOBAJUTH CHCTEMY I10-
Ka3HHKIB, fKa Kpalle 1II0CTPYE LIHHICTh Ta NPUOYTKOBICTh. CiijJ 3a3HAYUTH, IO JIiI04Yi CUCTEMH OyXIaJITepChbKOro oOIiKy He
MOBHICTIO Bi/ITIOBIZIat0Th yMOBaM (pyHKIIIOHYBaHHS e(DEKTUBHHMX PUHKIB KaIliTaJly Ta HE BiINIOBIJAF0Th BUMOTaM OCHOBHHX 3alli-
KaBJIeHUX cTopiH. [TocTiiiHe miABUILICHHS e(EeKTUBHOCTI Ha PUHKAX KaIliTaay BUMarae 0i1b11 e)eKTUBHOTO PO3NOALTY KaliTalry
B Mexax (ipm. Takum 4nHOM, 3'IBHIIACS HOBA CHCTeMa MOKA3HHKIB Ta YIPAaBIIHHSA Ha 0cHOBI BaprocTi (VBM, ynpapmiHHs
Ha OCHOBI I[IHHOCTI) - YIpaBJIiHHS KOMIIAHI€I0 HA OCHOBI BapTICHOTO IMIAXOMY JUUIsi MAKCUMI3allii pUHKOBOI BApTOCTI KOMIIaHii.
VYrpapiiHHS Ha OCHOBI LIHHOCTI 0a3y€ThCsl Ha KOHLENLIT BapTocTi. BaxinBoro yactunoro VBM e muboke po3yMiHHs 3MiHHHX
MIPOJIyKTUBHOCTI, IKi Oy/yTh ()aKTUYHO CTBOPIOBATH BapTICTh Oi3HECY - KIIFOUOBI ApaiiBepu BapTOCTi. Take po3yMiHHS € BaXKIIH-
BUM, TOMY 1110 OpraHi3allisi He MOXXE€ BIUIMBATH 0€3110CEPEHbO Ha BapTiCTh. BapTicTh KoMMaHIT 3a1eXUTh BiJ Oaratbox (akro-
piB, SIKi HA3UBAIOTHLCS JpaiiBepaMu IiHHOCTI. Ha cyyacHOMy erarri KoMIaHii BUKOPHCTOBYIOTh aHaJI3 JpaiiBepiB BapTOCTI st
MiJBHUIECHHS e()EKTUBHOCTI CBOTO Oi3HECY Ta IiIBUILEHHS HOr0 BapTOCTi, a aHaJi3 JIpaliBEpiB BapTOCTI JOMOMArae cTpareriv-
HOMY IIJIaHYBaHHIO YIPaBIiHHS KOMIIAHI€l0. Y CTAaTTi PO3MIANA€ThCs KOHLENLIs yIPaBIiHHs Ha OCHOBI LIIHHOCTEHN Kopropauii
y Cy4acHUX yMOBax. PO3KpHTO OCHOBHI Cy4acHI KOHIICNITYyalIbHi i7ie BITOMHX CBITOBUX EKOHOMICTIB. ABTOpaMH MpOaHalli30Ba-
HO KOHLIETILI{I0 Ta OCHOBHI Teopii ApaiiBepiB LiHHOCTI. Po3misaaloThes pi3Hi Niaxonu Ta kiacudikarii 1o Teopii ynpapiaiHHS Ha
OCHOBI I[IHHOCTI Ta JipaiiBepiB BAPTOCTi. ABTOPH aHAII3YIOTh BIUIUB JIpaiiBEpiB BAPTOCTI HA KOPIIOPATUBHY BAPTICTh HA OJTHOTO
IpauiBHUKA, SIK [T0Ka3aHO Ha MpuKIani xoprnopauiii Forbes 2000, BUKOPUCTOBYIOUHM €KOHOMETPUUIHY MOAENb. 3pOOJIeHO BU-
CHOBKH IIIOJI0 Pe3yNbTaTiB MO0y J0BaHOI MOZIENI Ta BIUTHBY JApaifBepiB BapTOCTi Ha MOKA3HUKU OOpaHUX Kopropamiii. Poskpuro
MOHATTSI TAKMX TIOKA3HUKIB Ha OCHOBI 1iHHOCTI, ik EBITDA ta EV / EBITDA. ¥ cTarTi HaBeZIcHO NMPHUKIAAH BIPOBAKCHHS
LIHHICHUX IIOKa3HUKIB Y HAalOLIbII YCHIIIHUX KOPIIOpALisX CBITy Ha Cy4aCHOMY €Talli.

Ku1ro4oBi cJjioBa: BapTiCHO-Opi€HTOBAHE YIPaBIIiHHS , KOPIIOPATUBHI (DiHAHCH, BAPTICTh, ApaiiBepH BAPTOCTI, KOPIIOPATHBHE
YIPaBIIiHHS.

POJIb IPAUBEPOB CTOMMOCTH B KOHIEITIIUU
CTOUMOCTHO-OPUEHTHPOBAHHOI'O YITPABJIEHUSA

AHHoTanus. B crartbe paccMaTpuBaeTCs NOHIATUE CTOUMOCTHOIO YIPABICHHS KOPIOPALUSIMU B COBPEMEHHBIX YCIOBUSX.
PackppITbl OCHOBHBIE COBPEMEHHBIE KOHIICNTYaJIbHBIE UIEH U3BECTHBIX MUPOBBIX 9KOHOMUCTOB. [IOHATHE N OCHOBHBIE TEOPUU
(haKTOpPOB CTOMMOCTH aHAIM3UPYIOTCS aBTOpaMu. PaccMaTpuBaloTCs pa3inuHble MOAXOIbI U KJIACCU(PUKALIUU K TEOPUH YIIPaB-
JICHHS CTONMOCTBIO U ()aKTOPOB CTONMMOCTH. OOBSACHACTCS MPOIECC aHATI3a CTONMOCTHBIX JIPaiiBEPOB, KOTOPBIH HCTIONB3YETCS
KOPIIOPAaTHBHBIM YyIIpaBlIeHHEM. B cTaTbe NpuBeAEHBI IPUMEpPB] pealu3allil CTOMMOCTHBIX I0Ka3aTenell B Hauboliee ycrel-
HBIX KOPHOpaNUsIX MHpa Ha COBPEMEHHOM 3Tare. ABTOPHI aHANM3HUPYIOT BIHAHHE (HaKTOPOB CTOMMOCTH Ha KOPIOPATUBHYIO
CTOMMOCTb Ha OJHOTO COTPYAHHUKA, YTO MOATBEpP)KAaeTCs MpuMepamu koprnopauuii Forbes 2000 ¢ ncnonp3oBaHueM SKOHOMe-
TPUYCCKOit MOJIeTH. PaCKPBITHI MOHSATHS TaKIX CTOMMOCTHEIX Nokazareneld, kak EBITDA u EV / EBITDA.

KuroueBble ciioBa: ynpasieHHe Ha OCHOBE CTOMMOCTH, CTOMMOCTb, KOPIIOPAaTHBHbIE (DHHAHCHI, CTOMMOCTS, IpaiBepsl CTO-
HMMOCTH, KOPIIOPaTUBHOE yIpaBIICHHE.
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