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ABSTRACT

The paper assists the user of DCF methods by clearly setting forth the relationship of

free-cash-flow (FCF) and economic value added (EVA™) concepts to each other and to

the more traditional applications of DCF thinking. We follow others in demonstrating the

equivalence between EVA and NPV, but our approach is more general in that it links the

problems of security valuation, enterprise valuation, and investment project selection.

Additionally, our approach relates more directly to use of standard financial accounting

information. Beginning with cash budget identity, we show that the discounting of

appropriately defined cash flows under the free-cash-flow valuation approach (FCF) is

mathematically equivalent to the discounting of appropriately defined economic profits
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under the EVA™ approach. The concept of net operating profit after-tax (NOPAT), found

by adding after-tax interest payments to net profit after taxes, is central to both

approaches, but there the computational similarities end. The FCF approach focuses on

the periodic total cash flows obtained by deducting total net investment and adding net

debt issuance to net operating cash flow, whereas the EVA™ approach requires defining

the periodic total investment in the firm. In a project valuation context, both FCF and

EVA™ are conceptually equivalent to NPV. Each approach necessitates a myriad of

adjustments to the accounting information available for most corporations.

Related research 

Recommended articles Cited by 

58

People also read

https://www.tandfonline.com/servlet/linkout?url=https%3A%2F%2Fdx.doi.org%2F10.1080%252F00137910008967543&type=Scholix
https://www.tandfonline.com/servlet/linkout?url=https%3A%2F%2Fdx.doi.org%2F10.2469%252Ffaj.v53.n3.2081&type=Scholix
https://www.tandfonline.com/servlet/linkout?url=https%3A%2F%2Fdx.doi.org%2F10.2307%252F2490123&type=Scholix
https://www.tandfonline.com/servlet/linkout?url=https%3A%2F%2Fdx.doi.org%2F10.1111%252Fj.1745-6622.1996.tb00103.x&type=Scholix
https://www.tandfonline.com/servlet/linkout?url=https%3A%2F%2Fdx.doi.org%2F10.1086%252F258057&type=Scholix
https://www.tandfonline.com/servlet/linkout?url=https%3A%2F%2Fdx.doi.org%2F10.1016%252Fs0165-4101%252898%252900010-x&type=Scholix
https://www.tandfonline.com/servlet/linkout?url=https%3A%2F%2Fdx.doi.org%2F10.1111%252Fj.1745-6622.1994.tb00406.x&type=Scholix


Information for

Authors

R&D professionals

Editors

Librarians

Societies

Open access

Overview

Open journals

Open Select

Dove Medical Press

F1000Research

Opportunities

Reprints and e-prints

Advertising solutions

Accelerated publication

Corporate access solutions

Help and information

Help and contact

Newsroom

All journals

Books

 Sign me up

 

 

Keep up to date

Register to receive personalised research and resources

by email

Copyright © 2025 Informa UK Limited Privacy policy Cookies Terms & conditions

Accessibility

Registered in England & Wales No. 01072954 

5 Howick Place | London | SW1P 1WG

Taylor and

Francis Group

https://authorservices.taylorandfrancis.com/
https://taylorandfrancis.com/who-we-serve/industry-government/business/
https://editorresources.taylorandfrancis.com/
https://www.tandfonline.com/page/librarians
https://www.tandfonline.com/societies
https://www.tandfonline.com/openaccess
https://www.tandfonline.com/openaccess/openjournals
https://www.tandfonline.com/openaccess/openselect
https://www.tandfonline.com/openaccess/dove
https://www.tandfonline.com/openaccess/f1000
https://taylorandfrancis.com/who-we-serve/industry-government/marketing/
https://taylorandfrancis.com/partnership/commercial/advertising-solutions/
https://taylorandfrancis.com/partnership/commercial/accelerated-publication/
https://taylorandfrancis.com/who-we-serve/industry-government/business/purchasing-options/
https://help.tandfonline.com/
https://newsroom.taylorandfrancisgroup.com/
https://www.tandfonline.com/journals?&pageSize=3000
https://www.routledge.com/
https://taylorandfrancis.formstack.com/forms/tfoguest_signup
http://facebook.com/TaylorandFrancisGroup
https://twitter.com/tandfonline
http://linkedin.com/company/taylor-&-francis-group
https://www.youtube.com/user/TaylorandFrancis
http://www.weibo.com/tandfchina
https://bsky.app/profile/tandfresearch.bsky.social
https://www.informa.com/
https://informa.com/privacy-policy/
https://privacy.informa.com/trackers/en/
https://www.tandfonline.com/terms-and-conditions
https://www.tandfonline.com/accessibility
http://taylorandfrancis.com/

