[ ABSTRACT |

N valuating target firms, the net present value or NPV has
I generally been the accepted method. The method is based
upon the value calculated from discounted cash flow, giving
impression to investors that this is the value if the firm operates
as planned. The economic profit the firm earns in each year also
provides the same meaning as the annual net present value.
Thus, the sum total of the present value of economic profit over
time is equivalent to the net present value of the firm. But the
concept of valuating target firms using economic profit, which
gives emphasis on important value drivers, will lead to a better
understanding of the way to create value from economic profit -
which is an annual value creation. It will also facilitate the setting

of assumptions to calculate appropriate value of target firms.
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