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EVA Versus EBITDA—Industry Analysis

In Exequity’s August 20, 2019 Client Briefing, ISS, EVA, and Economic Voodoo, we
responded to contentions made by Institutional Shareholder Services (ISS) and author
Bennett Stewart (ISS Senior Advisor) in the white paper EVA, not EBITDA: A Better
Measure of Investment Value. ISS and Mr. Stewart identify economic value added
(EVA) as a “superior” measure of “investment value” over EBITDA. Readers may recall,
EVA is ISS’s latest preferred approach to performance measurement. In contrast to
ISS’s analyses, which appear to have been conducted based on data as of a single
point in time, we described how EBITDA was better correlated over time with stock
price and total enterprise value (TEV) than EVA.

This Client Update is a follow-up to ISS, EVA, and Economic Voodoo and offers further
insights into the relationship between EVA and EBITDA versus stock price and TEV.

Findings

Consistent with the findings from our first report, we find that EBITDA is better
correlated with stock price (and TEV) than EVA across nearly all industries. In a
handful of industries with fewer than 10 companies, EVA and EBITDA are roughly
equivalent. EBITDA correlates better over time than EVA in capital-intensive industries
(Capital Goods, Containers and Packaging, and Semiconductors and Semiconductor
Equipment, among others) as well as in less capital-intensive industries (Commercial
and Professional Services, Retailing, and Food and Staples Retailing). Further, in
industries where growth expectations have a large influence on stock prices (Software,
IT Services, Biotechnology), EBITDA’s relationship with stock price (and TEV) is
stronger than EVA. This trend also holds true for industries excluded by Mr. Stewart
from his data sample, Real Estate and Utilities. In all, this information indicates that
EBITDA is much more strongly correlated with stock price and TEV across nearly all
industries than EVA.

Final Thoughts

As we noted in our previous Client Briefing, the guiding logic of EVA is sound. A
company will be well-served by using its capital efficiently to generate profits exceeding
the cost of capital. In practice, however, EVA is notoriously difficult to calculate and
must be tailored to each firm’s facts and circumstances. We find ISS’s application of
EVA disconcerting, and question its ability to draw meaningful conclusions about
absolute company performance from its generic EVA calculations. If absolute EVA
comparisons are of limited value (because of potentially unreliable calculations), will
relative EVA comparisons be any more meaningful?



https://www.exqty.com/newsroom/iss-eva-and-economic-voodoo
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Correlation of EVA and EBITDA with Stock Price by Industry

Correlation with Stock Price

GICS Sample Median
Code Size
Energy 10 23 0.17 0.31 0.19 0.42
Oil, Gas and Consumable Fuels 101020 19 0.14 0.29 0.19 0.42
Materials il 24 0.21 0.60 0.26 0.68
Chemicals 151010 13 0.20 0.66 0.28 0.67
Containers and Packaging 151030 6 0.05 0.36 0.08 0.58
Industrials 20 62 0.31 0.62 0.41 0.70
Capital Goods 2010 40 0.24 0.52 0.31 0.58
Machinery 201060 13 0.17 0.44 0.29 0.56
Commercial and Professional Services 2020 9 0.60 0.90 0.73 0.95
Commercial Services and Supplies 202010 5 0.78 0.97 0.87 0.97
Transportation 2030 13 0.29 0.73 0.40 0.79
Consumer Discretionary 25] 58 0.38 0.63 0.44 0.75
Consumer Durables and Apparel 2520 17 0.28 0.63 0.35 0.73
Consumer Services 2530 10 0.52 0.72 0.64 0.80
Retailing 2550 27 0.45 0.66 0.52 0.77
Multiline Retail 255030 6 0.32 0.42 0.39 0.66
Specialty Retail 255040 15 0.61 0.79 0.68 0.77
Consumer Staples 30 30 0.20 0.33 0.32 0.67
Food and Staples Retailing 3010 5 0.33 0.55 0.50 0.75
Food, Beverage and Tobacco 3020 19 0.13 0.26 -0.07 0.59
Household and Personal Products 3030 6 0.32 0.35 0.50 0.48
Health Care 85 58 0.20 0.58 0.15 0.73
Health Care Equipment and Services 3510 25! 0.25 0.71 0.16 0.87
Health Care Equipment and Supplies 351010 19 0.10 0.73 0.00 0.93
Health Care Providers and Services 351020 15 0.43 0.71 0.45 0.70
Pharmaceuticals, Biotechnology and Life Sciences 3520 23 0.11 0.37 0.14 0.40
Biotechnology 352010 8 0.27 0.42 0.31 0.46
Pharmaceuticals 352020 9 -0.09 0.07 -0.14 0.14
Life Sciences Tools and Services 352030 6 0.22 0.75 0.21 0.92
Financials 40 85 0.22 0.45 0.29 0.65
Diversified Financials 4020 15 0.42 0.69 0.56 0.85
Insurance 4030 20 0.07 0.26 0.16 0.29
Information Technology 45 64 0.30 0.66 0.43 0.86
Software and Services 4510 33 0.37 0.67 0.57 0.89
IT Services 451020 20 0.51 0.75 0.80 0.90
Software 451030 13 0.15 0.55 0.19 0.77
Technology Hardware and Equipment 4520 15 -0.03 0.50 -0.25 0.69
Semiconductors and Semiconductor Equipment 4530 16 0.47 0.79 0.53 0.87
Communication Services 50 17 0.32 0.60 0.42 0.78
Media 502010 7 0.20 0.48 0.34 0.78
Entertainment 502020 6 0.48 0.76 0.71 0.86
Utilities 55) 27 0.07 0.57 -0.01 0.72
Electric Utilities 551010 14 -0.05 0.55 -0.12 0.69
Multi-Utilities 551030 9 0.12 0.66 0.20 0.80
Real Estate 60 30 0.46 0.73 0.58 0.82
Residential REITs 60101060 6 0.52 0.89 0.71 0.90
Retail REITs 60101070 6 0.49 0.58 0.55 0.54
Specialized REITs 60101080 9 0.59 0.85 0.76 0.87
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Correlation of EVA and EBITDA with TEV by Industry

Correlation with TEV

GICS Sample Median
Code Size
Energy 10 23 0.16 0.37 0.28 0.40
Oil, Gas and Consumable Fuels 101020 19 0.12 0.36 0.19 0.39
Materials il 24 0.10 0.63 0.13 0.72
Chemicals 151010 13 0.08 0.64 0.14 0.69
Containers and Packaging 151030 6 0.00 0.55 0.00 0.84
Industrials 20 62 0.31 0.62 0.40 0.70
Capital Goods 2010 40 0.23 0.58 0.19 0.65
Machinery 201060 13 0.16 0.49 0.16 0.66
Commercial and Professional Services 2020 9 0.73 0.73 0.73 0.95
Commercial Services and Supplies 202010 5 0.78 0.97 0.87 0.97
Transportation 2030 13 0.26 0.70 0.40 0.76
Consumer Discretionary 25 58 0.37 0.69 0.43 0.76
Consumer Durables and Apparel 2520 17 0.27 0.69 0.36 0.73
Consumer Services 2530 10 0.41 0.64 0.56 0.74
Retailing 2550 27 0.46 0.75 0.49 0.82
Multiline Retail 255030 6 0.39 0.67 0.47 0.79
Specialty Retail 255040 15 0.59 0.77 0.71 0.86
Consumer Staples 30 30 0.28 0.46 0.39 0.72
Food and Staples Retailing 3010 5 0.42 0.70 0.54 0.76
Food, Beverage and Tobacco 3020 19 0.19 0.40 0.32 0.61
Household and Personal Products 3030 6 0.44 0.45 0.49 0.48
Health Care 35 58 0.19 0.63 0.21 0.76
Health Care Equipment and Services 3510 35 0.22 0.75 0.22 0.88
Health Care Equipment and Supplies 351010 19 0.08 0.78 -0.05 0.93
Health Care Providers and Services 351020 15 0.39 0.73 0.43 0.74
Pharmaceuticals, Biotechnology and Life Sciences 3520 23 0.14 0.46 0.20 0.49
Biotechnology 352010 8 0.26 0.42 0.27 0.43
Pharmaceuticals 352020 9 -0.01 0.26 -0.07 0.40
Life Sciences Tools and Services 352030 6 0.21 0.83 0.17 0.92
Financials 40 35 0.18 0.51 0.18 0.69
Diversified Financials 4020 15 0.43 0.63 0.58 0.83
Insurance 4030 20 0.00 0.42 0.00 0.52
Information Technology 45 64 0.33 0.74 0.38 0.82
Software and Services 4510 83 0.42 0.74 0.62 0.88
IT Services 451020 20 0.57 0.84 0.79 0.91
Software 451030 13 0.18 0.57 0.18 0.76
Technology Hardware and Equipment 4520 15 0.02 0.67 0.33 0.73
Semiconductors and Semiconductor Equipment 4530 16 0.46 0.81 0.48 0.83
Communication Services 50 17 0.27 0.69 0.41 0.75
Media 502010 7 0.06 0.58 -0.03 0.53
Entertainment 502020 6 0.47 0.75 0.64 0.83
Utilities 55| 27 0.01 0.65 -0.05 0.83
Electric Utilities 551010 14 -0.08 0.56 -0.08 0.83
Multi-Utilities 551030 9 0.08 0.71 0.14 0.86
Real Estate 60 30 0.33 0.76 0.49 0.91
Residential REITs 60101060 6 0.34 0.90 0.53 0.94
Retail REITs 60101070 6 0.25 0.66 0.26 0.70
Specialized REITs 60101080 9 0.54 0.89 0.70 0.93
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If you have any questions about this Client Update, please contact Ben Burney
((847) 996-3970 or ben.burney@exqty.com) or any of the following:

Steven Dolan
Chris Fischer
Robbi Fox
Mark Gordon
Ed Hauder
Jeff Hyman
Lynn Joy
Stacey Joy
Chad Mitchell
Jeff Pullen
Dianna Purcell
Bob Reilley
Mike Sorensen
Jim Woodrum

(949) 748-6132
(847) 996-3972
(847) 996-3978
(925) 478-8294
(847) 996-3990
(203) 210-7046
(847) 996-3963
(847) 996-3969
(949) 748-6169
(847) 996-3967
(718) 273-7444
(856) 206-9852
(847) 996-3996
(847) 996-3971

Steven.Dolan@exaty.com
Chris.Fischer@exqty.com
Robbi.Fox@exqgty.com
Mark.Gordon@exaty.com
Edward.Hauder@exgty.com
Jeff. Hyman@exqty.com
Lynn.Joy@exgty.com
Stacey.Joy@exqaty.com
Chad.Mitchell@exgty.com
Jeff.Pullen@exgty.com
Dianna.Purcell@exqty.com
Bob.Reilley@exqgty.com
Mike.Sorensen@exqty.com
Jim.Woodrum@exqty.com

Ross Zimmerman Ross.Zimmerman@exqty.com

Headquarters East Region West Region

1870 West Winchester Road 309 Fellowship Road 2 Park Plaza
Suite 141 Suite 200 Suite 820
Libertyville, IL 60048 Mt. Laurel, NJ 08054 Irvine, CA 92614
(847) 996-3960 (856) 206-9852 (949) 748-6777

(847) 996-3999

www.exgty.com

You are receiving this Client Update as a client or friend of Exequity LLP. This Client Update provides general
information and not legal advice or opinions on specific facts. If you did not receive this directly from us and you
would like to be sure you will receive future Client Updates and our other publications, please click on the following
link to add yourself to our subscription list: http://www.exgty.com/References/Subscribe.aspx. If you want to
unsubscribe from our list, please click on “Manage Subscription” at the bottom of the e-mail sent to you.
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