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Abstract

With the booming of economy and information globalization, the relationship
between social progressing and informalization has been becoming even closer. The
generation, transmutation and utilization of information have become an important
motivity of the social economic development. As the basic and strategic industry of
the society, how to make Telecommunication Industry growing rapidly and healthily
is a meaningful challenge to us. In China, the situation of China Mobil, China
Telecom, China Netting Company, China Union competing together has been formed
after a serial of reformations and reorganizations in domestic Telecommunication
Industry. However, due to the change of market demands and the technology
revolution, the traditional fix-line operators have lost their advantages in the
competition with mobile telecoms, China Mobil and China Union, and result in the
situation in which all other operators can not be against China Mobil concerning the
profiting ability and the user market share. Confronting the challenge of the
substitution of Mobil over the Fix network and the development of IP technology,
China Telecom is seeking to change its original strategy and establish the valuation
creation strategy. As the enterprise performance evaluation plays a leading and
assisting role in the process of transformation as a necessary part of company
governance, China Telecom has established EVA, a prevalent value measurement, in
its system of performance evaluation. But whether the establishment of EVA in the
enterprise performance evaluation system of China Telecom can bring the positive
effect, whether EVA can be carried out by China Telecom successfully, whether the
existing enterprise performance evaluation has the fault and if any, how to solve it are
all the questions needed to be looked into. With these questions, the author makes a
deep research on China Telecom in order to summarize the success experiences and
faults needed be avoided as the reference for other operators in their future reforming

progress.

Based on the research results of other scholars and combining with the real situation
of China Telecom, the author studies the original enterprise performance evaluation
system and concludes that it can not reflect the variance of the company valuation,
especially concerning with Telecommunication industry which is characterized of the

capital integration and technology integration. The original enterprise performance



evaluation system, which is the financial measure model, could not reflect the capital
opportunity cost as well as lack the stimulation to the internal business progress and
technology research. To realize the strategy of valuation creation, China Telecom
establishes EVA and makes some adjustments for its calculation from the aspects of
financial gearing and operating gearing. According to the EVA ratios of each province
subsidiary companies, China Telecom makes the judgment to their operating result.
Through the study of practice results of China Telecom during the period of
2004-2006, the author draws the conclusion that the new enterprise performance
evaluation system has the positive effect on the aspects of controlling the investment
scale, minusing the waste of capital, impetusing the research investment and etc.
Furthermore, the author finds out that the reason why the new system could succeed is
that China Telecom makes the appropriate adjustments for the calculation of EVA
ratio concerning with the questions it facing during the process of its strategy
transformation by considering the difference of finance gearing and operating gearing
among each province subsidiary companies. What’s more, the H organization
structure of China Telecom also contributes to the success of the new system because
it empowers the parent company a potent control to the subsidiary companies. All
these factors will provide for other operators in the process of transformation of

strategy with certain reference.

However, the author considers that the new system is not perfect and there are some
faults existing in it based on the further study on this case. For example, the ratios and
indexes lack logical relationship among them and are only put together
immethodically. Neither the value creation strategy could not be broken down to each
lay of organization in the new system, nor could the EVA ratio reflect the routes of
value creation because it is only the result index. In addition, the new system lacks the
measurements for the efficiency of the internal business process and the capability of
future development. Therefore the author gives the suggestion by constructing an
improved system of enterprise performance evaluation, named EVA Balanced
Scorecard, by combining the BSC theory and KPI method through mapping the China
Strategy and finding the crucial controlling nods in the company governance. This

is one of the purposes of this paper.



At last, the author points out certain limitations during the study and some places such
as the period of EVA exercised is not long enough in this case, there may be other
factors influencing the effect of the evaluation of the enterprise performance, how the
ratios and indexes in EVA Balanced Scorecard should be weighted and how to
motivate the managers according to the results reflected by EVA Balanced Scorecard,

which are also the topics needed to be studied in the future work and study.
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