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Shareholder value constitutes one of the most 'thgtnsubjects of
today's management. Nevertheless, it's a very ahtept that is used as a
basis for both financial theory and strategic asigly Its sudden
appearance in senior managers' declarations asawal their actions
results from drastic changes in the economic enuent and
interactions in the capitalist system.

This trend will be amplified as we become awaret thadoes not
constitute a financial revolution but a strategid ananagerial revolution.
Even if value based management has a financi&caspamely because
of measurement tools it necessitates, it resudt®s & change in culture in
order to improve the company's decision making @malve all, strategic
execution.

1. Valueis an « old new idea ».
Shareholder value is an old strategic and financiahcept, the measurg
of which measure is based on proved principles.

The value concept constitutes the basis of finaribory and strategic
thinking. The fundamental management rule consistg&aunching an
investment project only if the latter shows a pesitnet present value
(NPV). Equal to the sum of the discounted free déslis which will be

generated by the investment project, minus thet@iageployment upon
launching the operation, the NPV represents thaevaleated resulting
from the decision to inve'st

Strategic thinking is also hinged around the valgation. Jay B. Barney
in «Gaining and sustaining competitive advantageemphasises that
strategy is« a pattern of resource allocation that enablesnfr to
maintain or improve their performance (...) Coneggly, firm
performance is defined by comparing the actual #ateated by a firm
with its expected valse The aim of strategy is to create and sustain,
defensible, and decisive competitive advantagese Tompetitive
advantage may be expressed as the existence obaamic yield, which

in turn creates value.

! Please see B. Husson et H.Delmas, « le choixndestissements », Delmas, 1988
2 Addison Wesley, 1996.



For a long time, strategy and finance existed s#pbr Strategy was
recommended by intuitive managers in view of a loegn perspective
whereas finance « followers», being more pragmatiinded,
recommended a short term perspective. Such anclisin becomes less
relevant with the strong return to value in compangpanagement. On
one hand, the strategist has now become part ofiriaacial scope in
managers' thinking, as shown in one of the mostrkatble books in the
field of valuatiod. On the other hand, the financial function is an
advantage linked to the non-financial decisionstltd company. As
shown in the survey performed by Price WaterhonseGFO, Architect

of the corporation’s future’, the financial manager's role is to « match
the shareholders' demands with the company's gyraded ability to
execute ».

The value concept is old and clear. The same appiégts measurement
principles : the market value of a quoted comparpeé sum of its market
capitalisation (shareholder value) and of the s@imsandebtedness (net
financing debt). When the company is not quotegr@priate valuation
methods must be implement&d.

Based on the future profitability of the companige tmarket value
generally varies from the accounting value postethe balance sheet, as
the latter is determined upon its cumulated histdniesults.

From a conceptual point of view, the breakdown afket value consists
of two parts: one with respect to its capacity emegrate profitability in
the future; the other with respect to value ofvgio opportunities
flowing from cash flows which the company's futuireestments will
generate. Just as with the choice of a typicalstent, the value of the
company is equal to the sum of prospectual frek ttaw/s discounted by
a rate representing the funds providers' demancegards profitability
(cost of capital). The essential value of a compéasy/in its anticipated
growth which in turn depends upon ability to sdiseire opportunities.

3 « Valuation : Measuring and managing the valueonfipanies » , T. Copeland, T.Koller, J.Murrin, &/il2nd edition, 1994

4 John Wiley & Sons, 1997

® On valuation methods, please see J-F. Réroll@lgaon of enterprise : Principles and method&csounting fiduciary review n°223,
November 1996



2. Today's management trend.
Shareholder value constitutes a central conceiugsiness management
as it is consistent with the essential managemeetds, the investorg
increasing demand and the pressure resulting froenrhacro-economicg
requirements

Shareholder value represents a confirmed centradeg in management
as it constitutes more exact measuring means of ompany's
performance, than most of the indicators commorsigdu It also forms
one of the essential conditions for future growtd durability.

Generally, companies do set growth and profitabitargets. A third

dimension is often not mentioned, that of contrbtied-up capital (net

fixed assets and working capfalln fact, the accounting information
only partially takes into account the cost of sgapital, which has been
financed by shareholders and creditors. Only tmantial expenses
representing the latter's needs are explicitly nak#o account. The
shareholders' demand as to profitability appearsheoe. The resources
that they bring into the company are neverthelesdrae of charge ! The
profitability demanded by shareholders is greateant that of the

creditors, as they are exposed to greater risks.

The fact that shareholders' funds appear as freharge has often lead
companies to make bad decisions on the basis o$dlecost of debt.
Value based management consists in reintroducing company
management an essential element which is the glaisl of resources.
The common transactions and investments must yetdnomic
profitability at least equal to such cost. If ndte company is in fact
"destroying" value. In consideration of this nevitpen, it would best to
minimise the resources tied-up for the same voluwheactivity. A
company aiming to maximise its value should acedderits growth,
increase its profitability, and minimise its invedtcapital.

Quoted companies know that: a high market valua isondition for
future growth and durability. A market value, baseda strong strategic
position, offers to the benefiting company all theans necessary to its
expansion. Should the value decline, then the drgqwbjects must be
abandoned or deferred, with the risk of seeingnantially stronger

® The working capital is equal to inventories, asusureceivable and other trade receivables mincsats payable, and other trade
payables.



competitor take advantage of such situation. Hirice represents a tool to
control execution of a strategy, it is above ak ah the conditions which
IS essential to its success.

Shareholder value is a sign of a successful aiatiegplong term strategy.
This is the reason why it is useless to try to amrsthe various
« stakeholders (shareholders, clients, suppliers and employaps)t
from the company. It becomes obvious that a comganyot be built-up
without the support of its clients. R. Wayland &dCole demonstrate in
their booK how to reconcile, if necessary, the shareholdgiclavith
client satisfaction. Standard economic exchangedgand/or services
against money), may be superseded by a complexioffieiding two new
supplementary dimensions : that of information anubtior!. Examples
of companies giving out their products for freetheir clients (such as
software programs for the purpose of Internet rawg), and which
shareholder value is considerable, show the lomgy é@ncurrent interests
of shareholders and clients. What is sought is a ¢cklagionship with the
client so that it may really be long lasting. Senly, the rise of
interdependence between the company and its supphas lead to
complex partnership as shown, for instance, in #ample of
subcontractors in the automotive industry. Finalyanks to T. Stewart's
efforts and those of Leif Edvinsotfsthe awareness of the company's
intellectual capital as an essential criteria, lee@s man and his
intelligence at the centre of value creation. this role of the company to
develop and to structure such intellectual capital.

Value is like a molecule which consists of threeirmmaomponents

(shareholder value, value for the client, and vdioe the employee)

which cannot be dissociated but they reinforce amether. Shareholder
value reinforces the created value for the empleyawl for the clients. It
ensures durability of the company, and therefoa¢ tif its employment;

it reinforces the company's economic power, andetbes that of its

ability to serve clients on a long term basis amdrtagine value creating
innovation for them (a weakened company no longerests nor

Innovates).

" « Customer Connections », Harvard Business Sdbresis, 1997

8 Please refer to « BLUR, The speed of change irctimmected economy », Stan Davis, Christopher Me@dison Wesley Longman,
1998

® Intellectual Capital, the new wealth of organieasi, Nicholas Brealey Publishing, 1997

10 Directeur du Capital Intellectue{Manager of intellectual capitaldited by Skandia.



Even if the constantly increasing need to give araolder a logical
explanation for each action is not naturally provgnthe company, the
management should take into account two exterresgores : the explicit
pressure of investors, and the implied pressurghef bright public
authorities.

M. Useem describes in his booknwestor capitalism'* the increasing
pressure by investors on the management of congafae of the
essential features of this trend in today's capitals that which tends to
replace managerial capitalism by investors' capital The new situation
results in the presence of professional investol® wrogressively
manage to compel companies to engage in new "baindvand new
strategies in order to ensure better returns fikedtolders, and to match
their demand for profitability. In this respectetbinited States is ahead
of Europe. The purpose of active thinking as torffooate Governance"
aims at solving the well known problem of "the agentheory"
(divergence of interest among shareholders and geanent). This gave
rise, as in France or Great Britain, to a lot ohrges in internal control
of companies (independent administrators, audit noitt@es, strategy
committees, etc.).

However, this does not represent the essentialvglaich stands in the
implementation of powerful process of external cointA dynamic
financial market together with active shareholddrave triggered
important restructuring, which turned out to bethigilue creating.

M. Jensen, Harvard Professor, reckons that betwl&si® and 1990,
USD 650 billion worth of shareholder value was teda through
acquisition operations, divestment, demergers oO&Hleverage buy
outs). Such operations generally result in repacthe inefficient
managing teams and determining new strategies. #gutes should be
increased by improvements which have been condwitedly through
threatening to implement such action.

Progressively, we realise that the presence ofepsndnal shareholders
constitutes a stimulus for the management : whes ritot satisfied with
the management of a company, the famous Cal.P.EReStment fund,
does not hesitate to publish a letter of reservestly performed by
Wilshire Associates on such funds' portfolio, rdsethat during the 5
years preceding such a letter, the companies coedeshow an average
10% under-performance in comparison with the S&@ iBdex. Over the

11 Basic Books, 1996



following five years, they show a 7% over-performarmn comparison to
the same index !

European countries cannot escape from such develtsmA large
number of French Groups already have large foraigareholders (at
least 40%) : EIf, Total, Eridania Béghin-Say, Valéth6ne-Poulenc....
This trend is likely to be amplified with the opegiof the markets and
the new European dynamic economics marked by tihe &urency.

To the explicit pressure by investors must be adties required

economic general interest : that of growth and espent.

A large number of studies (as well as observatibosn American

experience) show that there exists a strong cdiwalabetween the
creation of value, the wealth of a country anddieation of employment,
as noted by T. Copeland :Within an industry, and in the long run,
companies that are winners are more productive, atere more

shareholder wealth, and experience higher growtariploymens'.

The requirement of value contributes to the enhawec¢ of an active
financial market, which in itself represents aneassl condition for
economic efficiency and development. An active rearlill cause
investors to request more information. Such trarespzy will in turn
increase market efficiency, and hence, the flowcapital. Capital then
turns to the most profitable investments, discreditthe less efficient
management teams. Promotion of shareholder valueates a
environment favourable to allotment of invested i@pin view of
optimal profitability.

Many signs show that even the governments, whiemast resistant to
international investors, understand the economicessty to attract
capital, and for this purpose, they understandntéhed to offer a modern
financial infrastructure which, gives preference # shareholder
approach. To deny involvement in adopting a newr@ggh will lead
only to economic and financial deterioration armason.

2 ibid



3. A new requirement : marketing of listed securities
Managers must understand market logic and adopt hehaviour in
order to satisfy investors' expectations.

The implementation of value based management redgssequires
recognising the essential feature of financial regrkhat of being ... a
market ! The company naturally focuses on the mavkéangible assets
where its clients and competitors are found. Int, faee financial market
IS just as important : that is where its sharehsldbeit also its competitors
may be found. The company must show excellent pegaces on those
two markets. The financial market is the mirrortbé real market. To
neglect one would generate tragic consequencebdather.

On the financial market, the manager must adopawehr which will be
identical to that which he adopts on the real miarkée must first
understand what are hafent's/shareholders' expectations. Then, he must
arrange to be organised in order to satisfy suclpeetations
(manufacturing of a product, risks/profitability reesponding to such
expectations). Finally, he must honour his promisesl inform the
market as to how he intends to honour such promisess borrow
P.Vernimmen's expression «the financial profesdioperson is a
financial listed securities tradesmah»Facing competitors who are also
seeking resources in order to accelerate theirldprent, a company's
success will be increasingly dependant upon thdeimgntation of an
equity marketing policy which will enable bettemt| of shareholders'
anticipation. The sign of successful strategy shiomtee company's share
in the financial market within its own sector.

One of the prerequisites to the implementationqufity marketing is the
comprehension of functioning of financial mark&gntrary to what one
may sometimes think, financial markets are effitien"semi-effcient".
This means that the value of a company's secunia#éscts all of the
information available at a given time. The hypotbes efficiency, is that
which is most often demonstrated based on researbk. market
represents an essential indicator for the managemen

13 « Finance d'entreprise(*Enterprise finance")Palloz, 1996



Knowing that the market proceeds to complex ingesibns of
information, how could what is most important te timvestors possibly
be identified. A recent survey performed by Erns¥é&ung (« Measures
That Matters ») shows that 35% of the decisionsmtest are based on
non-financial criteria. Among those, the most digant ones concern
application of strategy. (the company’s abilityapply its strategy, what
ever it may be), management's credibility (a serianalyst seldom ever
gives an opinion as to a company without meetimgnain managers), the
quality of the strategy, the company's ability tmovate, its ability to
attract and to keep new talented associates, mamgjeexperience,
adjusting remuneration to creation of value and thality of the
company's main processes.

This study reinforces what managers have alwaysadido be true :
markets "behave intelligently”. They take into aotbthe company's
reality of strategy, management and human factor.

Through complex statistical techniques, it is epessible to perform an
accurate study of the stock market in order temteine and compare the
investors' expectations and queries as to a compgajnst investor's
opinions of the main competitors.

Financial communication of companies must be cHiyefonsidered.

Only a few dozen shareholders really matter. fiassible to have a real
dialogue with them, i.e., an exchange of pointviefvs. Their point of

view is essential to the improvement of the compsinoperations, as
such a point of view is based on an analysis whscldifferent, but

nonetheless thorough (as shareholders do not havsaime information
as the management). The managers are often swurgoseee to what
extent the strategy which they had carefully hiddenthe market is
understood and dissected in the analysis repostiseds by the best
« brokers». As their job consists in focusing exclusively the analysis
of a few companies in the same business sectoy, thanage to

investigate the core of the company's policies.

The messages which are conveyed must be significantthey must
enable the market to anticipate the future proilitgbof the company.
The annual report contains historical informatiohieh is of no use to
the analyst or the investor. Moreover, such a rteparst mention the
companies' pattern of development and emphasiseampany's ability



to execute such a strategic decision and the gtcatllingness at all
levels within the organisatioh

However, beyond all declarations, only actions eratt is not a question
of revealing the company's confidential strategiesa nor to make
promises expressed in figures in terms of reslilis.a matter of showing
the understanding of market expectations and explg how the
company intends to satisfy them. The implementatiban organisation
chart, procedures and relevant policies showing #izove all, the
company's main concern is to increase its shareholdalue, is
determining. Too many companies consider that thanager's
convincing or well adjusted speech is sufficientotatain the financial
community's trust. If such speech is followed hyetmobilisation of the
associates, then such reflection is consistenthén adverse case, the
stock market's sanction will be speedy.

4. A complication : the uncertainty of shareholder valie
The changing economy renders the value concept mddfieult to
identify and to control.

A new assignment for the managers: the difficuktaf value based
management and that of anticipating investors' eghens. The
development of several factors together make thmmaf value more
complex to determine and to control. Valoeeation first consists in
building-up competitive advantages. Among three egen means
described by G. Hamel in his book « Competing fa future > the
«smaller»  (restructuring activities' portfolio and policyof
«downsizingy») ; the «better» (reengineering of processes and policy of
continuous improvements) ; theditferent» (reinvention of the field of
activity and restoring of strategies), only therdhone is able to create
real competitive advantages, i.e., those which eaba imitated. That is
the one which requires most imagination. Furtheenarconstantly rising
strong economy of intangible assets complicates riwealed difficulty.
The volatility of value increasing even faster, mskts control more
uncertain. Economics based on intangible asseectaffthe offer, the
stock market and the means of production.

1 The Coca-Cola annual report represents good model
15 HBS press, 1994
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C. Meyer and S. Davis in BLUR describe the deep transformation in
the buyer-salesman relationship : « it is like ttesformation of a two-
way road into a six-way motorway. On a traditior@ad, there was only
one way for each opposite direction ; the cliemhean one side with the
money and the salesman from the opposite side wigroducts or
services. Now there are three ways for each doectOne of which is
devoted to economic traffic, the second to exchasfgaformation, and
the third to exchange of emotional value ». Herommplex exchanges
take place making it difficult to determine who #ine salesmen and who
are the buyers (for instance, think of companiesas Netscape which
gives away its products free of charge in ordexdimblish - or recuperate
- in the fastest possible way, a dominant shatkerstock market).

A new economic logic is also being formed. It isscibed by A.
Brandenburger and B. Nalebtfffor even by James Moot& Such logic,
gives priority to what HEC school of strategy has referring to for a
long time as « relationship strategies » betweerettonomic agents. The
dawning of «usiness web, is drastically changing the relationship
between the former partners or competitors. Ibisomger rare to see two
competing companies combining their efforts in oriietake advantage
of a growth opportunity. (creation of Power PC BM and Apple), or
even to see a company help its suppliers or helmpeoies
manufacturing complementary products to developn@aing by Sun
Microsystem of venture capital in the amount of UBID millions in
order to helpstart-upsspecialising in complementary products in Java).

Finally, the increasing portion of intangible assetthe economic assets
of companies constitutes one of the transformatwhich renders more
difficult the traditional methods of analysis as rt@anagement control.
This is how the Microsoft market value is over itBds its net worth. The
true value of Bill Gates' company does not appeaits books, it is
elsewhere : it lies in the company's intangibletehp

When facing value based management, we can sayh#hahanagers are
in an uncomfortable position. On one hand, valustnne maximised in
order to secure the future and to make sure tleastthck market demands
have been satisfied. On the other hand, economielal@ments make
daily assessment and measures more and more Hiffievertheless, it
IS necessary to manage them. Far from leading tdeeding of
helplessness, those elements should be considereshcantives to

16 ibid

17 « Co-opetition », Currency Doubleday, 1996
18 « The death of competition », HarperCollins, 1996
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envisage value based management as a managemeimlirks with
strong strategic connotation before even thinkihthe financial concern.

A management discipline

Value Based Management is above all a discipliretéinget of which is
to improve strategic decision by introducing thdueaconcern at all
levels within the company.

Value is not the result of random creation, spécia an environment
which is more and more uncertain, intangible anidtie. The process of
value creation must be organised in order to beiefit. Two attitudes of
extremes are often observed. The first one, bdmag of minimalism,
consists in setting-up measures considered asdliagé value creation
(economic profit, EVA, VEC, ROCE .5, and to use them as
communication vectors. The second one, being tliataximalism,
which consists in placing around such measurestersgs and strict
procedures which aim to guide management decisamusto partially
remunerate the managers according to the finamaials established
within the company. Neither of those two attitudesrectly satisfy the
challenge of value creation.

The first one is obviously not satisfactory. Thepiementation of
measuring tools, even if they are very sophistatatall not create value.
Measuring tools are by natunestorical, whereas the essence of value lies
in the company's ability to snap up most intergstopportunities.
However, no independent research has documenteexibience of any
general strong correlation between those indicatoi$ the shareholder
value performance.

Publicity done around some examples (IBM or Cocé&would in no
case constitute evidence of a general and absuligteSuch measures are
based on the accounting value of the economic sssbereas the
investors' demand for profitability is based on steck market value of
their investment. The use of such indicators isu&ht for companies that
have a market value that is less than their bodikevdt is not so relevant
in the opponent case.

19 Economic Profit, (or EVA or even created economic value) is the differdrataieen the operating profit after tax and a chpitarge in
order to remunerate the relevant contributors. Tharge on capital may be calculated by multiplyimg capital employed at the beginning
by cost of capital of the company ; the ROCE oeturn on capital employesd is the operating profit over capital employedtte
beginning.

12



The second attitude leads to "perverse behavituthis case, managers
focus on the short term, and this may incite th@munhder-invest.
« should you have no opinion on a long term baken you will have no
means at all to create new markets », declares Garypel. « AT&T
invented the video phone in 1939, demonstraten 11964, and launched
it in 1992. JVC studied videotape recorders for rtyeyears. Sony's
Walkman and the Motorola's mobile phone where &seilt of extensive
study and research over a long period (...).Yownoanmvrite up a case
study each time. You must get emotionally involwedThe above
observations are corroborated by the bad shareheddige performances
booked (except for Coca-Cola) by companies whichehset-up rigid
value management systeffis

Truth, hence, lies somewhere between those twodds.

Let's take for instance, the two most well knowraiue companies,
Coca-Cola and General Electric (GE). Those two gsatonstitute world
references in terms of value creation. Yet theiategic approach and
their management systems are very different.

Coca-Cola focuses its energy on the one uniquenéssj whereas GE,
basing its activity on over ten divisions, appear®re like an
heterogeneous group.

Coca-Cola gives priority to EVA?lin its daily management and strategy,
whereas GE refuses the use of this indicator faghconcentrate on the
cash generation, and also on thgquarterly earnings>, as required for
guoted American companies. The financial systemhémce not a
determinant factor.

Those two companies stand out due to the qualithef analysis, their
decisions and their strategic execution. The firdr@mmunication, and
internal mobilisation are hinged on growth on aglderm basis, client
and employee satisfaction, and value creatinghfershareholders. Coca-
Cola emphasises that its growth is « infinite » #mat it will be able to
exploit it due to the quality of its products, thatelligence of its
marketing policy, its financial power and the qtialof its decision
making. GE emphasises above all, on the « inputbe rapidity, quality,

20 By taking the most famous « EV/Acompanies » (Amp Inc, At&T Corp, Ball Corp , Brigg Stratton, Coca-Cola Co, Equifax Inc,
Fingerhut Companies Inc, Fletcher Challenge -Asl, Furon Co, Grainger (WW) Inc., Harnischfegerustiies Inc, Manitowoc Co,
Outboard Marine Corp, Premark International Incakr Oats Co, Scherer (R P)/De, Transamerica Céfgllman Inc, Whirlpool Corp)
we notice that their shareholder performancesiardas to that of market. By withdrawing Coca-Cdtam the samples, their performance
is much lower than that of the market.

2L |f Coca-Cola favours EVA then it must be noted that Coca-Cola Enterpiiisebpttling subsidiary) shall not use it. For aailed
presentation of EVA, please refer to « The Quest for Value » from ®w&rt Ill, Harper Business, 1991.
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employee and client satisfaction. GE managemeRbrecthat by putting
the emphasis on those concepts, the group willtereampetitive
advantages on a long term basis, and hence, imteedihue.

The shareholders know the difference between "fratid substantive
movement. Upon examining value creating compamvesnhotice that the
key to success lies on the implementation of a gpama systematic and
formalised approach aiming at maximising value o@on a long term
basis by developing competitive advantages. Ibtsso much a matter of
setting up measuring tools or even that of theoueacy, but the real
matter lies in the question of quality of the sttat decision making
process, and consequently that of the companyreultu

In particular, all the value creating companiesehfive same following

features :

. a company and people mobilised around value creatoa long
term basis

. strategic decision taking grounded on value creatio

. budgetary procedures and allocation of resourcesisi@nt with
the long term plan

. a system for measuring performance enabling tHevelip of the
building-up of competitive advantages

. a financial strategy and a corporate governangajfgiant for the
investors

The aim ofValue Based Management (VBMj) management through
value is to improve strategic decision making. Tien merit of VBM is
to introduce a financial market logic in daily mgeaent of a company.
In addition to his standard responsibilities, th@nager also becomes an
"asset manager". He must consider the expectatibakareholders who
demand a minimal profitability on a long term badisit the deciding
manager must not make financial analysis the domiparpose. He must
use it to improve his strategic choice. It is nomatter of forbidding
intuition or betting, but to introduce financiatianality in order to enrich
perspectives. The implementation of a value disasgpmay be done in
three stages : prerequisite analysis, companyiajggmd value creation.

14



Prerequisite analysisconsists in identifying which activities are value
creating and which are value destroying. Relyingegamination of the
strategies per each business unit, on the finapeedpectives and their
respective risks, such analysis enables to evid#ecéinancial levers of
value creation.

Application of standard evaluating methods (suchdesounted cash
flows) leads to valorisation of business units. Whbe company is
guoted on the market, then it should be necessapydceed to analysis
of the variation between the intrinsic value obeairthrough evaluation
of business plans and the market value of the cappilso, an analysis
of development of the company's share in the firnmarket in its
sector brings further information as to investasticipation. The main
advantage of this type of analysis is to genergf@theses to improve
strategy (sale or acquisition activities, modifioat of strategy in one
field or the other etc..). The relevance of suchtegy must, however, be
tested later.

Aligning of the company is essential. It consists in sgitip tools and
procedures that are necesserynanagers' thoughts and strategic action.
Generally, they are more or less sophisticatedstéml the purpose of
financial simulation according to the operating ase They are
particularly used in the course of building longnebusiness plans,
budgetary procedure, and choice of investment. ighimplementation

of such tools, awareness training programmes arallyprovided for the
main deciding managers.

New indicators are set-up in order to control fiiahquality of decisions
(Economic profit, ROCE, etc...). However, they dot rsuffice to
supervise the quality of strategy execution whegbresents a determinant
element of value creation. Non-financial indicatonast also be set-up
within a value score card. The choice of indicatssparticularly
difficult, as they must be directly tied to stragegand competitive
advantages which the company wishes to develop,hande, to value
creation.Methods inspired from R. Kaplan and D. Norton's Kothe
«Balanced Scorecareéf? are most useful in this respect. Through an
“iInvolvement" process, such methods create a ceunsemamong the
operators around the strategic objectives and thia @ction plans, and
this on several essential dimensions of value iceatfinancial policy,
clients, processes, and people.

2 HBS Press, 1996
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Aligning the company based on value creation wawdtibe complete if
remuneration was not affected. As the objective/BM is to encourage
managers to behave like shareholders, it is lodgltal a greater part of
their salary is subject to value creation. At higiHevel in the company, it
IS conceivable to establish a link between shadsholalue and the
remuneration (e.g. Compagnie Générale des Eaux).wAsfurther
descend in the pyramid of responsibilities, thesefothe link must be
between the appreciation criteria and elements lwhie operational
people truly control.

In order to ensure a link between all this valueaton, reference only
needs to be made to non-financial indicators wihate been identified
In the value scorecard. After having inspectedsfiects of the situation,
and set-up the analysis tools and incentives, dmpany is in a better
position to make value creating decisions. Twoedéht levels must be
considered : that of the group and that of theesgia units.

For too long, we had imagined that general managermepartments
were not able to create value (this the concephadfiing discounting
value). In fact, as demonstrated by the GE exampmertain
conglomerates create a considerable val@roup responsibility in this
respect is multiple. It consists, in the first gadn using the analysis
elements and the strategic hypothesis of the dtegge in order to lead to
strategic reflection on the activity portfolio. Exgion of strategic
decisions which will flow therefrom is particulartyicky. It is in fact in
the course of external growth process that greatakte destruction
occurs. The use of analysis and simulation todlisiaies the opportunity
for acquisition, its relevant integration in theogp and helps to
rationalise the decision and to limit the risksstLut not least, one of the
main functions of a group is to ensure the relaimm between the
investors and to build a security marketing strateg

In this respect, it is not so much a matter of engucommunication
consistent with the investors expectations andcthrapany's ability to
honour its promises, but rather a matter of sentangible signs to the
market as to the entire organisation's willingrtessreate and sustain real
competitive advantages on a long term basis. Sigels @re operational
(investment policy, new products, general develanpelicy, principles
of corporate governance ...) and financial (divatempolicy, purchasing
of equities, demerger, financial structure ...)eiftprocessing is tricky

2 please refer to « Corporate Level Strategy »,ddl@ A. Campbell, M. Alexander, Wiley, 1994
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and requires perfect understanding of financial keiarprocesses in
general and that of its shareholder behaviour.

At the strategic business units' level, value to@atonsists in creating
competitive advantages which are real and durdltle.action plans are
determined upon annual planning periods and tlevaet objectives are
transcribed into the values score card. The opeyaxtensively use the
simulation tools available for them to analyse wealsensitivity to

improvement of the various operating parametersl tm take their

investment or divestment decisions.

One of the success keys to VBM "implementatio®s lon how the
managers see such tools : they must be seen amolwo help decision
making but not as new means to control financiataggment.

Critical success factors

Each company must determine the characteristicshef shareholder
value discipline which it wishes to establish . fEhés no universal
model.

Very few companies can boast having set-up a cam@ad efficient
value management system. There is lot to be |dgomt past and present
experience, even if some of them remain partialm&oonditions must be
present together in order to ensure a successplementation which is
above all, dependenipon the staff's support (this does not necessarily
mean that it is inefficient without staff's support

Awareness of the extent of the project and of il lof culture is a must.
A VBM system cannot be efficient if partially estiabed, for instance, at
general management level only. The best strategyt mecessarily be
applied in details right down to workshop. A finenemunication policy

must integrate this holistic and cultural dimensi®he value discipline

constitutes a real cultural approach for the comipghat decides to adopt
it.

The operators must adapt this philosophy. In otdelo this, it is suitable
to keep it simple with regard to the approach dedtbols and stress that
the objective is to help managers to make bettersaas. Dogmatic
solutions must be rejected. Solutions appropriatiaé company must be
favoured to the detriment of fashionable methods.
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"No matter what beverage, as long as we may hauwskdnness ..." what
matters is to set-up a measuring system which usatnal, but which
will not stop operators from taking decisions. Thayst be helped and
not constrained. All financial techniques availabheust be used
according to the subject matters to be processed. ifdustrial
businessman will need a simplified model of cashwflivhereas a R&D
C.E.O. will use powerful simulation tools. The teahtroduced, available
to the operators, should in fact be introduced aans to liven, that of
« coaching».

Remuneration tied to value creation is not yet wapitead in Europe. It
nevertheless constitutes a prerequisite to anyepthd modification of
behaviour. It must be established in consideratibfinancial and non-
financial objectives, but not on the basis of agpufinancial scale, from
which the manager may inevitably feel distant.

This is a project to be conducted in terms of dulitgblt must be lead, as
for any project, methodically with professionalismorder not to sink.
Project management is an important skill which roheist not be
underestimated upon implementing this new disogplin

This philosophy of value creation has neverthel@ss disadvantage :
that which constrains the company to honour itsmpses and to be ever
creating further value. In fact, the market anttgs the results of a
strategy. Should it be successful, then the statk will not move as the
positive effects have already been integrated. ©m c¢ontrary, the
investors' demand for profitability will be basewl thhe new market value,
and will consequently, further increase the siz¢hefimpediment which
managers will have to overcome in the future. TiBisa considerable
disadvantage...for the management. However, camuaed company
afford to neglect this discipline when more and enof its competitors
are adopting it ? Its implementation offers the pames which have
adopted it, knowingly or unknowingly, considerabteategic superiority.
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