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Abstract It is universally accepted that the goal of financial management is to maximise the sharecholder’s value. In
recent years, Economic Value Added (EVA) framework is gradually replacing the traditional measures of financial
performance on account of its robustness and its immunity from creative accounting. Following this global trend, several
companies in India are focusing on shareholders value creation. The main objectives of this study were: to examine whether
the sample companies has been able to generate value for its shareholders; to analyze the effectiveness of EVA over the
conventional measures of corporate performance, and to indicate whetherthe significant differences exists between the actual
values of EVACE and time factor of the sampled companies. Moreover, it also seeks to examine the value -creation strategies
of selected Indian companies by analysing whether EVA better represents the market-value of companies in comparison to
conventional performance measures. In this regards, EVA and the conventional measures of corporate performance are
analysed. Moreover, various statistical tools like ANOVA, trend analysis and regression analysis are used for analy sing the
data. The study indicates that “there is no strong evidence to support Stern Stewart’s claim that EVA is superior to the

traditional performance measures in its association with M VA .”
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1. Introduction

In the present era of globalization, companies of emerging
economies are facing new challenges. Severe competition,
rapid technological change, wide volatility in real and
financial markets etc., have increased the burden on
managers to deliver superior performance, and value for
their shareholders. The ultimate role of managers is often
presented as increasing shareholder value. Although
managers exist to create value for their owners, corporate
managers do not always act to maximize shareholder value,
because of perceived conflicts with other goals. Shareholder
value does not necessarily conflict with good citizenship
toward employees, customers, suppliers, the environment
and the local community. Companies that respect those
constituencies tend to outperform others, suggesting that
value can be delivered to shareholders only if it is first
delivered to other constituencies. The growth of the Indian
capital market has increased the pressure on the companies
to consistently perform better. The companies, which gave
the lowest preference to shareholders curiosity, are now
bestowing the utmost preference to them. Moreover,
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shareholders activism has reached to unprecedented level
partially due to integration of financial markets and partially

due to regulatory reforms (in terms of disclosure
requirements and investor protection) and this has led to
increased pressure on firms to increase shareholders value
‘consistently’. Just earmning profit is not enough, a business

should earn sufficient profit to cover its cost of capital and

create wealth. From the economist’s viewpoint, value is

created when management generates revenue overand above,
the economic costs to generate these revenues. Costs come

from four sources: employee wages and benefits; material,

supplies, and economic depreciation of physical assets; taxes;
and the opportunity cost of using the capital. Under this

value-based view, value is only created when revenues

exceed all costs including a capital charge. This value

accrues mostly to shareholders because they are the residual

owners of the firm. Shareholders expect management to

generate value over and above the costs of resources

consumed, including the cost of using capital. If suppliers of
capitaldo not receive a fair return to compensate themfor the

risk they are taking, they will withdraw their capital in search

of better returns, since value will be lost. A company that is

destroying value will always struggle to attract further
capital to finance expansion since it will be hamstrung by a
share price that stands at a discount to the underlying value
of its assets and by higher interest rates on debt or bank loans

demanded by creditors.
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Wealth creation refers to changes in the wealth of
shareholders on a periodic (annual) basis. Applicable to
stock exchange listed firms, changes in shareholder wealth
are inferred mostly from changes in stock prices, dividends
paid, and equity raised during the period. Since stock prices
reflect investor expectations about future cash flows,
creating wealth for shareholders requires that the firm
undertake investment decisions that have a positive net
present value (NPV). Although used interchangeably, there
is a subtle difference between value creation and wealth
creation. The value perspective is based on measuring value
directly from accounting-based information with some
adjustments, while the wealth perspective relies mainly on
stock market information. For a publicly traded firm these
two concepts are identical when (a) management provides all
pertinent information to capital markets, and (b) the markets
believe and have confidence in management.

Shareholder’s wealth (or value) maximization is a well-
accepted objective among corporate finance managers in
recent years. The shareholders wealth is measured by the
returns they receive on their investment. It can either be in
forms of dividends, or in the form of capital appreciation, or
both. Capital appreciation depends on the changes in the
market value of the stocks of which market value is the
dominant part[1]. While the principle that the fundamental
objective of the business-corporation is “to increase the
value of its shareholders’ investment is widely accepted,
there is substantially less agreement about how this i
accomplished.” Several studies have been carried to find out
what influences the share/market price of a company. In this
context, author[2] observes: “As the lenders (debt holders
and others) can protect themselves contractually, the
objective can be narrowed down to maximizing stockholders
value, or stockholders wealth. When financial markets are
efficient, the objective of maximizing stockholder wealth
can be narrowed even further: to maximizing stock prices.”

Even though ‘stock’ price maximization as an objective is
the ‘narrowest’ of the value maximization objectives, it is the
most prevalent one. It is argued that the stock prices are the
most observable of all measures that can be used to judge the
performance of a publicly traded firm. Besides this, the stock
price is a real measure of stockholder wealth, since
stockholders can sell their stock and receive the price now.
Should we accept that the stock price maximization leads to
firm value maximization? The market value of stocks
depends upon number of factors ranging from
company-specific to market-specific. Financial information
is used by various stakeholders to assess firm’s current
performance and to forecast the future as well[3].

Can we make managers responsible for the stock price
maximization? While the responsibility of firm value
maximization has to be fixed with the managers, using stock
prices as a measure of periodic measure of corporate
performance poses a serious problem[4]. While many argue
that the stock prices are not under the full control of the
managers, there are many others who believe that stock price
maximization leads to a ‘short-term’ focus for manager.
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Indeed, stock prices of a corporation are determined by a
multitude of agencies (like by security traders, financial
institutional investors, short-term investors, and financial
analysts) all of whom hold the stock for short-periods, and
spend their time trying to forecast next quarter’s earnings [5].

To generate value for shareholders, “value-based
management (VBM)” system has been developed, which
seeks to integrate ‘financial’ hypotheses with ‘strategic’ and
‘economic’ philosophy of the company. Taggart et al., first
coined the term VBM and he suggested a framework that
links the company’s strategy to its value in capital market.
VBM have identified five key institutional value drivers (viz.,
governance, strategic planning, resource allocation,
performance  management, and top  management
compensation) that are essential for sustainable value
creation. The VBM approach uses metrics at different levels
that are aligned to the institutional drivers, key functions and
processes. “EVA as the centre-piece of a strategy
implementation process that can be linked to all the key
functions and processes listed above[6].” An appropriate
measure of corporate performance, on the one hand, should
be highly correlated to shareholder return and, on the other
hand, should be able to signal the extent of periodic wealth
creation[7].

With increased competition and greater awareness among
investors, new and innovative ways of measuring corporate
performance are being developed. A search for such a
measure had been the trigger for the rapidly growing
literature on VBM. Modern value-based performance
measures (such as economic value added (EVA), market
value added (MVA), cash flow return on investment
(CFROI), cash value added (CVA), discounted economic
profits (DEP), shareholders value added (SVA) etc., have
been developed recently by various consulting companies to
gauge the real performance of companies, and also to shift
the focus fromaccounting earnings to cash flows[8]. In short,
VBM enables a business to achieve desired results and to
create shareholder value.

EVA as a Superior Performance Measure

The term ‘EVA’ is the acronym for “Economic Value
Added” and is a registered trade mark of Stern Stewart & Co.
of USA. Really speaking, EVA is a financial performance
measure that most accurately reflects company’s true
profit[9]. EVA is calculated “after subtracting the cost of
equity capital and debt from the operating profits.” EVA is
nothing but a new version of the age-old “residual
income(RI)” concept recognized by economists(Alfred
Marshall) since the 1770’s. EVA is based on RI concept
which states that wealth is created when revenues are
sufficient to cover a firm’s operating costs and cost of
capital[10,11]. Unless it covers its cost of capital, it does not
create wealth. By measuring the value added over all costs,
EVA measures, in effect, the productivity of all factors of
production.

EVA is the performance measure most directly linked to
the creation of shareholder wealth overtime. EVA is the
single measure of performance, enabling investors to
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identify investment opportunities and motivate managers to
make value added business decisions. “EVA is a superior
measure as compared to other performance measures on four
counts: (a) it is nearer to the real cash flows of the business
entity; (b) it is easy to calculate and understand; (c) it has a
higher correlation to the market value of the firm, and (d) its
application to emp loyee co mpensation leads to the align ment
of managerial interests with those of the shareholders, thus
minimizing the supposedly dysfunctional behaviour of the
management[12]. The last two merits can be considered as a
reflection of the first two. If EVA truly represents the real
cash flows of a business entity and it is easy to calculate and
understand, then it automatically follows that it should be
closely related to the market valuation and it should
minimize the dysfunctional behaviour of the management
when used as an incentive measure. In other words, close
relation to market valuation and convergence of managerial
interests with shareholders interests is a vindication of EVA
as a superior metric. “When EVA becomes the singular focus
of all decisions, it establishes clear and accountable links
between strategic thinking, capital investments (economic
returns), operating decisions (accounting returns), and
shareholder value (shareholder returns)”[13].

In fact, EVA is a performance metric that captures the true
economic profit of a company. Earnings, earnings per share,
and earnings growth are misleading measures of corporate
performance and that the best practical periodic performance
measure is EVA. EVA is the financial performance measure
that comes closer than any other measure in capturing the
true economic profits of an enterprise. EVA also is the
performance measure most directly linked to the creation of
shareholder wealth overtime. Using the results fromin-house
research by the company, Stewart further adds that “EVA
stands out well fromthe crowd as the single-best measure of
wealth creation on a contemporaneous basis and is almost 50%
better than its closest accounting-based competitor(including
EPS, ROE and ROI) in explaining changes in shareholder
wealth”[12]. Truly speaking, EVA is based on the concept
that “a successful firm should earn at least its cost of capital.
Firms that generate higher returns than the cost of financing
would benefit the shareholders and result in increased
shareholders wealth.” EVA was developed to help managers
to incorporate two basic principles of finance in their
decision-making, namely, maximizing shareholders’ wealth
and investors’ expectations that differ from cost of capital.
Unlike conventional measures of profitability, EVA helps
the management and other stakeholders’ to understand the
capital charges. It is an ‘integrated’ approach to all decisive
areas of financial management system. Indeed, many highly
regarded corporations (including Coca-Cola, AT&T, Quaker
Oats, Briggs & Stratton, CSX, and Toys R Us) have switched
to EVA for investment decisions, capital reallocation,
business combinations, and performance evaluation of
managers and divisions[14].

Some criticize EVA as being a very complex framework
that relies on complicated calculations. The “Cost of Capital”
calculation is particularly difficult to calculate and prone to

187

errors that lead to grossly misleading results. Also, EVA is
not easily understood by the majority of employees because
of its complex framework and calculations. However, some
critics[15] have extensively elaborated and finally, refuted
the claimthat EVA is a superior performance measure on all
these four counts. The main strength of the EVA is that it
offers an indicator of wealth creation that aligns the goals of
plant or division managers to the general corporate goals.
However, it also has certain limitations, particularly when it
comes to size differences, financial orientation, short-term
orientation and results orientation. In the light of these
shortcomings, managers would do well to complement EVA
with other financial measures to create a balanced pool of
measures that cover all performance areas relevant to the
success of the organization[16].

Moreover, Bennett Stewart in his book (The Quest for
Value) describes EVA as: “(1) operating profits less the cost
of all capital employed to produce those earnings, (2) one
and the same thing as Net Present Value, (3) the only
measure to tie directly to intrinsic market value, and (4) the
fuel that fires up a premium in the stock market value”[9].
Theselling point of EVA is that it considers economic profits
and economic capital in order to know the “value created and
destroyed” by an organization during a particular period.
Economic profit and economic capital is calculated by
making certain adjustments into the accounting profits.
However, there exist anomalies in the academic literature
about the number of adjustments required to reach economic
profit and economic capital. An author[17] asserts that
“EVA provides a valuable framework for converting wrong
accounting  numbers  into  correct  estimates  of
value...Accounting adjustments are much ado about
nothing.” Stern-Stewart and Company had suggested 164
such accounting adjustments to convert Generally Accepted
Accounting Principles (GAAP) profits to economic
profits[13]. Fromthe study of literature, it can be concluded
that “accounting adjustments to EVA range between 5 and
16. The nature and number of adjustments differ from one
firm to another based on facts, such as, sector, accounting
policy followed by the company and the country GAAP.
There is no universal set of adjustments or method followed
in practice for the calculation of EVA”[18]. Another
important point in calculation of EVA is “calculation of the
weighted average cost of capital.” As suggested by various
researchers, cost of equity capital under EVA may be
calculated using capital assets pricing model (CAPM).
Various researchers[19, 20] have used CAPM to calculate
the cost of equity thereby establishing the empirical validity
of EVA calculation.

The EVA based performance measurement system is the
basis on which the company should take appropriate
decisions related to the choice of strategy, capital allocation,
merger & acquisitions, divesting business and goal setting.
While deciding resource allocation it becomes necessary to
appreciate the EVA impact of such decision[21]. A firm can
motivate its managers to direct their effort towards
maximizing the value of the firmonly by, first measuring the
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firmvalue correctly and secondly, by providing incentives to
managers to create value. Both are interdependent and they
complement each other[22]. The paper examines the
effectiveness of Economic Value Added (EVA) in
improving the performance of the firmas a whole and also as
a measure of performance. Finally, it can be concluded that
irrespective of whether EVA is linked to share prices or not,
EVA style of managing companies with the goal of value
enhancement is here to stay.”

Corporate performance measurement is one of the
emerging areas of research in accounting & finance among
the researchers all over the world. Therefore, the present
study examines whether EVA has got any association with
the shareholders wealth creation. The rest of the paper is
structured as follows. Section 2 presents abrief review of the
existing literature relevant to this study. Section 3 describes
the objectives of the study and testable hypotheses are
defined in section 4. The sources of data and methodology
employed for the present study is explained in section 5.
Section 6 describes the empirical findings and discussions
based on which the final section 7 gives the summary ofthe
paper along with the conclusions.

2. Review of Literature

During the last two decades, several researchers, corporate
professionals, and consultant firms engaged in the field of
accounting & finance have been paying their close attention
on the EVA, and admitting the limitations of ‘traditional’
measures of performance. But majority of them have drawn
inferences about the theoretical discussion of it and a few of
them have concentrated to make the EVA concept as a
legitimate tool of corporate financial performance
measurement. The present section briefly thrashes out the
notable research works carried out so far by the leading
scholars in the field.

Easton[23] observed that “EVA is an increasingly popular
corporate performance measure that is often used by
companies not only for evaluating performance, but also as a
basis fordetermining incentive pay.” Like other performance
measures, EVA attempts to cope with the basic tension that
exists between the need to come up with a performance
measure that is highly co-related with shareholders wealth,
but at the same time somewnhat less subject to the random
fluctuations in stock prices. This is a difficult tension to
resolve and it explains the relatively low correlation of all
accounting based performance measures with stock returns
at least on a year to year basis. EVA is a powerful new
management tool that has gained growing international
acceptance as the standard of corporate governance. It serves
as the centre-piece of a completely integrated framework of
financial management and incentive compensation[12]. In
essence, EVA is a way both to legitimize and to
institutionalize the running of a business in accordance with
basic micro-economics and corporate finance principles. The
experience of a long list of adopting companies throughout
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the world strongly supports the notion that an EVA system,
by providing such an integrated decision-making framework,
can refocus energies and redirect resources to create
sustainable value for companies’ customers, employees, and
shareholders and for management.

O’Byme[24] concluded that “EVA is better than other
measurements, such as Net Operating Profit after Tax
(NOPAT) and cash flows.” Moreover, Peterson and Peterson
(1996) analysed traditional and value-added measures of
performance and their relationship with stock returns. Their
findings state that “traditional measures are not empirically
less related to stock returns than return on value added
measures.” Similarly, Luber[25] confirmed that “a positive
EVA over aperiod of time will also have an increasing MVA,
while negative EVA will bring down MVA as the market
loses confidence in the competence of a company to ensure a
handsome return on the invested capital” However,
Grant[26] found that “EVA concept might have everlastingly
changed the way real profitability is measured. EVA is a
financial tool that focuses on the difference between
company’s after tax operating profit and its total cost of
capital.”

Chen and Dodd[27] reported that “EVA measure provides
relatively more information than the traditional measures of
accounting profits.” They also found that EVA and
RI(Residual Income) variables are highly correlated and
identical in terms of association with stock returns. However,
KPM G-BS study[28] assessed top 100 companies on EVA,
Sales, PAT and MVA criteria. The Survey has used the
BS-1000 list of companies using a composite index
comprising sales, profitability and compounded annual
growth rate of those companies covering the period 1996-97.
“Sixty companies have been found able to create positive
shareholder value whereas 38 companies have been found to
destroy it.”

Thenmozhi[29] made a ‘comparative’ study of how the
traditional performance measures are comparable to EVA.
Working on a sample of 28 companies for a period of three
financialyears, he found that “only 6 out ofthe 28 companies
have positive EVA while the others have negative. The EVA
as a percentage of Capital Employed has been found to
indicate the true return on capital employed.” Comparing
EVA with other traditional performance measures, the study
indicates that all the companies depict a rosy picture in terms
of EPS, RONA and ROCE for all the three years. The study
shows that “the traditional measures do not reflect the real
value of shareholders and EVA has to be measured to have
an idea about the shareholders value.” Similarly, Bao and
Bao[30] revealed that “EVA is positively and significantly
correlated with the firm value.” Moreover, Banerjee[31]
attempted to find out whether Market Value of the firm is the
function of current operational value (COV) and Future
Growth Value(FGV). Based on the analysis of his data, he
comes to the conclusion that “in many cases there was a
considerable divergence between M VA and the sumtotal of
COVand FGV.”

Ray[32]observed that “the missing link between EVA and
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improved financials is actually productivity.” EVA can be a
powerful tool when properly applied. It allows a firm to
ascertain where it is creating value and where it is not. More
specifically, it allows a firm to identify where the return on
its capital is outstripping the cost of that capital. For those
areas of the firm where the former is indeed greater than the
latter EVA analysis then allows the firm to concentrate on
the firm’s productivity in order to maximize the value
created of the firm. Finally, as investors buy more shares in
the firm in order to have more claims on its increased value,
they automatically bid up and eventually maximize the firms
share price. Moreover, Mangala and Simpy[33] discussed
the relationship between EVA and Market Value among
various companies in India. The results of the analysis
“confirm Stern & Stewart’s hypothesis and concluded that
the company’s current operational value was more
significant in contributing to change in market value of share
in Indian context.”

Fernandez[34] examined the correlation between EVA
and MVA of 582 American companies for the period
1983-97. It was shown that for 296 firms in the sample the
“changes in the NOPAT had higher correlation with changes
in MVA than the EVA, while for 210 sample firms the
correlation between EVA and MVA was negative.”
Worthington and West[35] provided ‘Australian’ evidences
regarding the pooled time-series, cross-sectional data on 110
Australian companies over the period 1992-1998 s
employed to examine information content of EVA and
concluded that “stock returns to be more closely associated
with EVA thanresidual income, earnings and net cash flow.”
De Wet[36] conducted a study on EVA-MVA relationship
of 89 Industrial firms of ‘South Africa’ and found that “EVA
did not show the strongest correlation with M VA.”

Rakshit[20] analysed the financial performance of ‘Dabur
India Limited’ by using EVA. He concluded that “the EVA
based performance measurement system is the basis on
which the company should take appropriate decisions related
to the choice of strategy, capital allocation, merger &
acquisitions, divesting business and goal setting.” While
deciding resource allocation it becomes necessary to
appreciate the EVA impact of such deckion. The
management accountant is expected to successfully
transform traditional management system into value based
manage ment system. Similarly, Irala[37] examined whether
EVA has got a better predictive power relative to the
traditional accounting measures, such as, EPS, ROCE,
RONW, Capital Productivity and Labour Productivity.
“Using the dataset for six years across 1,000 companies, the
results supported the claimthat EVA is the better predictor of
market value compared to the other accounting measures.”
In another study by Misra and Kanwal[38,39] about Indian
companies argued that accounting-based metrics are
misleading measures of corporate financial performance as
they are vulnerable to ‘accounting distortions’. Results of
their study reveal that “EVA (per cent) is the most significant
determinant of MVA as it explains the variations in share
value better than the other conventional accounting-based

189

measures of firms’ financial performance.”

Kyriazis and Anastassis[40] in theirstudy of ‘Greek’ firms
concluded that “relative in formation content tests reveal that
net and operating income appear to be more valuable than
EVA. EVA components add only marginal information
content as compared to accounting profit.” However,
Ismail[41] provides evidence regarding EVA and company
performance in ‘Malaysia’. The study sought to explain the
ability of EVA, compared to traditional tools, in measuring
performance under various economic conditions. The study
revealed that “EVA is also able to correlate with stock
returns and is superior in explaining the variations in the
stock returns as compared with traditional tools under
varying economic conditions.” Similarly, Chary and
Mohanty[18] explained the concept of value from the
perspectives of stakeholders and shareholders. Using a
case-based approach they illustrated different methods of
computing shareholder value. Lee and Kim[42], however,
introduced ‘Refined” EVA (REVA) to the hospitality
industry and compared it to EVA, MVA and other traditional
accounting measures. The study provides interesting and
meaningful findings that “REVA and MVA can be
considered good performance measures throughout the three
hospitality sectors (i.e., hotel, restaurant and casino).
According to the findings, REVA and MVA significantly
explain the market-adjusted return by presenting positive
coefficients.”

Kaur and Narang[11] examined the shareholder value
creation using two value-based metrics of financial
performance viz., EVA and MVA for a sample of 104 Indian
companies. The study “supported the claim that EVA
influences the market value of shares.” Moreover,
Vijaykumar[43], in his study supports the hypothesis of
Stern & Stewart’s that “M VA of firms was largely positively
associated with EVA in all selected sector of Indian
Automobile industry.” Kumar and Sharma[10] examined a
sample of 873 firms-year observations from the Indian
market and applied ‘pooled’ ordinary least- square
regression to test the relative and incremental information
content of EVA and other accounting-based measures in
explaining the market value added. Recently, Vijay kumar[7,
44] in his study, using ‘factor-analytic’ approach, attempted
to find out whether EVA has got a better predictive power of
selected automobile companies in India. The results of his
study showed that “out of eight variables, three factors have
been extracted and these three factors put together explain
69.902 per cent of the total variance. Further, sales and profit
after taxare found to have a stronger relationship with EVA.”
The objective of the study, done by Patel and Patel[45], was
“to determine shareholders value (in terms of EVA) of
selected private-sector banks during the last five years, i.e.
since 2004-05 to 2009-2010. For none of the bank EVA has
impact on share price, except EVA by Kotak Mahindra bank
did have significant impact on stock price of Kotak
Mahindra bank.”

From this brief review of literature, it is evident that the
scholars have given much importance to EVA while
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measuring performance, or value creation of any company.
Now, the business world is moving towards greater
transparency and superior corporate governance. Thus,
shareholder value creation aspect is of utmost importance in
the present scenario of corporate performance and
management. Therefore, one cannot deny the present
necessity of an exclusive study in this field. Moreover, we
believe that it is important to make a further contribution to
the literature by conducting a new study using the Indian
market and find out the empirical validity of Stern &
Stewart’s EVA hypothesis.

3. Objectives of the Study

The examination of literature on the efficacy of various
performance measures brings two important issues. First and
foremost is that most of the research on EVA and its
superiority has been from the USA and other developed
markets. There is an obvious requirement to examine the
usefulness of EVA along with traditional financial
performance measures in an alternative institutional setup.

However, less evidence is available about developing market.

This motivates us to analyse the highly controversial but
important  Stern-  Stewart’s assertion regarding the
superiority of EVA in the Indian context, and contribute to
the existing literature. Second, empirical evidences about
EVA and its superiority are mostly inconclusive and
controversial. So, there is further need to examine
Stern-Stewart hypothesis and help in establishing the
empirical validity of EVA.

Though some leading Indian companies have already
joined the band wagon of their American counterparts in
adapting the EVA-based corporate performance systems,
many other are hesitating as there is no strong evidence that
the EVA system works in India[46]. In the above context,
there is an immediate need for a comprehensive and
elaborate study to ascertain whether the above claims hold in
the Indian context.

The present study aims to achieve the following
objectives:

(@) To examine whether the sample companies has been
able to generate value for its shareholders;

(b) To analyse the effectiveness of Economic Value
Added over the conventional measures of corporate
performance;

(c) To figure out the relationship between EVA, RONW,
ROCE and EPS; and

(d) To indicate whether the significant differences, if any,
exists between the actual values of EVACE and time factor
of the sampled companies.

4. Hypotheses Development

One of the purposes of this study is to provide evidences
about the superiority of EVA over the traditional
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performance measures. To achieve this, relative and
incremental information content of EVA and traditional
performance measures are analysed. Relative information
content comparisons examine if one measure provides
greater information content than another. On the other hand,
incremental information content comparisons assess whether
one measure provide more information content than
another[47]. Hence, as part of the research methodology, the
following hypotheses are put to test:

Hypothesis 1:

HO There is no significant difference between mean
values of EVACE, ROCE, ROEand EPS.

H1 There is a significant difference between mean values
of EVACE, ROCE, ROE and EPS.

Hypothesis 2:

HO There is no significant difference between actual and
trend value of EVACE.

H1 There is a significant difference between actual and
trend value of EVACE.

Hypothesis 3:

HO There is no significant impact of ROCE, ROE and EPS
on EVACE.

H1 There is a significant impact of ROCE, ROE and EPS
on EVACE.

5. Sources of Data and Research
Methodology Used

In the present era of globalization, the corporate-sector is
gradually recognizing the importance of EVA as a result of
which some Indian companies have started calculating EVA
and making disclosures in their Annual Reports. Some of the
companies have also started using EVA for improving their
internal governance. For the purpose of current study, we
have specifically selected five leading and globally
well-known Indian companies, namely, Bharat Heavy
Electricals Limited, Hero MotoCorp (HM Corp) Limited
(formerly known as Hero Honda Motors Corporation),
Infosys Limited, L&T Limited, and TCS Limited. This study
is primarily based on the secondary sources of data and
covers a period of five years from 2006-07 to 2010-11.
However, all the relevant data for the purpose of this study
have been extracted fromthe company’s Annual Reports and
other information given on their Websites.

In addition to the various ‘conventional’ performance
measures, such as, Return on Capital Employed (ROCE),
Return on Equity (ROE), and Earnings Per Share (EPS), a
‘value-based’ metric, “Economic Value Added (EVA)” has
also been used. Undoubtedly, EVA is increasingly becoming
an important metrics of measuring shareholders’ wealth
creation, both in the developed and developing countries
(like India). Undoubtedly, EVA is gaining recognition as a
fundamental measure of company performance despite the
fact that it has been in existence for a relatively short period
of time.
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For the purpose of current study, both time series and
regression approaches are used for analysing the data.
Moreover, the trend values of EVACE for different years
have been calculated using trend analysis. In order to test the
significance of the trend and actual EVA CE, Chi-square test
has also been used. Besides, ANOVA is used for comparing
means of the sample companies. In this study, all the
required data analysis has been carried out by using the SPSS
17.0 and E-views 5.1 software.

6. Empirical Results and Analysis

Basically, the theory of EVA rests on two principal
assertions: first, a company is not truly profitable unless it
earns a return on invested capital that exceeds the
opportunity cost of capital; and second, that wealth is created
when a firm’s managers make positive Net Present Value
(NPV) investment decisions for the shareholders (Grant,
2003).

Table 1 depicts the Economic Value Added (EVA)
performance of the sample companies for the recent five
years period during 2006 to 2011. The analysis of the table
very clearly reveals that “the EVA in absolute figures of
BHEL, L& T and TCS has increased over the study period.”
However, the EVA of Infosys Limited registered a slight
decline (from Rs. 3379 to 2936 crores and Rs. 2732 crores)
during the last two fiscals ended March 2010 and 2011. It can
be inferred that, on an average basis of five years, the
maximum (Rs. 4,662.2 crores) and minimum (Rs. 692.8
crores) EVA were posted by the TCS Limited and L&T
Limited, respectively. A careful study of the results of
Coefficient of Variation shows that Infosys(with 18.8%
variations) has been able to add value for its shareholders on
a consistent basis, followed by L&T (26.5% variations) as
evident from their “least” estimates. Thus, the ability to
create EVA “consistently” shows the ability of the two firms,
especially BHEL and TCS in earning economic profits in
excess of their overall cost of capital.

To increase EVA, thereby increasing shareholders’ wealth,
Stewart (1994) has given four ways on which corporate
business strategies should depend. First, companies must
utilize their existing resources more efficiently to improve
their operating performance, resulting in higher rates of
interest on existing capitals. Second, companies should
invest additional capital in only those projects where return
is more than the cost of capital. Third, to withdraw (or shrink)
capital from the unprofitable projects yielding negative net
present value. Last, but not the least, to employ an optimal
capital structure to drive down the cost of capital.

Basically, EVA capital employed (EVACE) attempts to
establish the relationship between ‘EVA’ and ‘average’
capital employed by the company. Table 2 describes the
EVA Capital Employed (EVACE) performance of the
sample companies during the five year period, from 2006-07
to 2010-11, of study. A careful analysis of the table reveals
that three companies, namely, TCS Limited, Hero MotoCorp

191

and BHEL have amply “rewarded their investors with an
EVA Capital Employed” 0f39.31, 29.00 and 26.55 %(on an
average basis), while the ‘lowest’ value for the same was
posted by L&T Limited (5.41%). In sharp contrast to this,
‘higher’ variability in EVACE is seen in the case of L&T
Limited, as evident from its “highest” (57.7%) coefficient of
variation.

Table 1. Economic Value Added (EVA) (Rs. in Crores)

Year (':*o“r" L | BHEL | Infosys | La&T | TCS
200607 485 1657 | 2122 | 501 | 3783
200708 575 1810 | 2286 | 890 | 3724
200809 835 2008 | 3379 | 890 | 3737
200010 | 1723 | 2670 | 293 | 59 | 5759
201011 | 1376 | 3793 | 2732 | 503 | 6808

Mean 9988 | 23876 | 26910 | 6928 | 46622

d.

Deoion | 5382 | 8756 | 5057 | 1835 | 15367
Coefficient
SOTICEN | 53.4% | 36.7% | 188% | 265% | 34%

(Source: Extracted from the Annual Reports of respective Companies.)

Table 2. EVA Capital Employed (EVACE) (Figures in %)

Year HM BHEL | Infosys | L&T TCS
Corp
2006-07 2010 | 2989 | 232 | 848 | 47.74
2007-08 2000 | 27.99 | 182 | 848 | 38.93
2008-09 2390 | 2591 | 194 | 554 | 3049
2009-10 4650 | 2314 | 136 | 267 | 4022
2010-11 3450 | 2584 | 106 | 186 | 39.16
Mean 29.00 | 2655 | 17.00 | 541 | 39.31
Std. 11.43 254 | 495 | 312 | 612
Deviation
cho\e/;fr';?g; 39.40% | 96% | 29.1% | 57.7% | 15.6%

(Source: Computed from the Annual Reports of respective Companies.)

Table 3. Return on Capital Employed (ROCE) (Figures in %)
Year g'o'\fp BHEL | Infosys | L&T | TCS
2006-07 43.48 42.84 45,99 20.70 | 49.87
2007-08 41.57 41.56 41.52 21.10 | 42.92
2008-09 43.33 36.95 42.90 18.50 | 43.27
2009-10 75.07 | 4137 37.30 15.90 | 42.46
2010-11 52.13 44,25 37.60 15.10 | 44.38
Mean 51.12 41.39 41.06 18.26 | 44.58
Std. Deviation | 14.01 2.74 3.67 272 3.04
Coefficient of 0 o o o o
Variation 274% | 6.6% 8.9% 14.9% | 6.8%

(Source: Computed from the Annual Reports of respective Companies)

In fact, return on capital employed (ROCE) seeks to relate
the profits with that of the total capital employed by a
company. It provides sufficient insight into how efficiently
the long-term funds of owners and lenders are being used by
the company. As a rule of thumb, the higher the ratio, the
more efficient is the use of capital employed. Table 3 shows
the ROCE of the selected sample companies. During the five
years of study period, the ROCE about all the firms showed
considerable ups and downs. However, the “mean” ROCE
during the five years period were posted at 51.12% by Hero
MotoCorp, followed by 44.58% by TCS Limited, and
41.39% by BHEL. At the same time, higher variability in
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ROCE was especially noticed in the case of two companies,
viz., Hero MotoCorp (27.4%) and L&T (14.9%). However,
the extent of variation was found to be least in the case of
BHEL (6.6%) and TCS (6.8%), respectively.

The return on equity (ROE) ratio indicates the ability of
the firm in generating profit per rupee of equity shareholders’
funds. As a rule of thumb, higher the ROE ratio, the more
efficient is the management and the utilization of funds.
Table 4 attempts to provide a snapshot of the return earned
by the selected companies on their equity capital employed
during the period of study. A careful analysis of the table
reveals that ROE values showed fluctuating trend during the
five years period of study from 2006-07 to 2010-11. The
“highest” average ROE was reported by Infosys Limited
(75.05%), which was followed by Hero MotoCorp (46.10%),
and TCS Limited (39.84%). It reflects that these companies
were able to provide the equity investors with better returns
per rupee of their investments when compared to other firms
selected for the purpose of this study. Unfortunately, BHEL
and L&T were two companies with the lowest mean ROE of
27.03% and 23.74%, respectively. It is also divulged from
the analysis that BHEL showed “consistent” performance in
ROE as evident from its least (7.4%) coefficient of variation.
Similarly, the coefficient of variation was also found to be
second lowest in the case of TCS (11.1%) and Infosys
Limited (11.8%). Unfortunately, the “highest” variation
(37.1%) was noticed in the case of Hero MotoCorp.

Table 4. Return on Equity (ROE) (Figures in %)

Year HM Corp | BHEL | Infosys L&T TCS
2006-07 34.73 27.48 88.81 26.8 46.62
2007-08 32.41 26.53 7112 28.2 41.34
2008-09 33.72 24.25 78.84 24.7 35.13
2009-10 64.41 27.08 68.75 20.7 37.30
2010-11 65.21 29.82 67.73 18.3 38.80

Mean 46.10 27.03 75.05 23.74 39.84

Std.

Deviation 17.11 20 8.84 415 441
Coefficient
of Variation 37.1% 74% 11.8% 175% | 11.1%

(Source: Computed from the Annual Reports of respective Companies.)
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Really speaking, the earnings pershare (EPS) measure the
profitability of the firmon per equity share basis. In general,
higher the EPS, better it is and vice-versa. The summary of
EPS in respect of five companies during the five years is
reported in Table 5. It is evident from the table, “the EPS
values showed a decline across the sample firms for the last
fiscal ended March 2011.” The maximum and minimum
values of EPS, on an average basis, were recorded by the
Infosys Limited (a high of Rs. 92.07 crores) and TCS
Limited (a low of Rs. 39.92 crores), respectively. Moreover,
it is seen that “consistency” in EPS was marked by TCS
(19.14%), followed by Infosys (19.93%) and L&T (20.93%).
Unfortunately, Hero MotoCorp has recorded EPS (41.41%)
and BHEL (30.39%) that showed variability on a “higher”
magnitude during the 5 years study period.

Table 5. EarningsPer Share (EPS) (Figures in Rs))

Year HM Corp | BHEL Infosys L&T TCS
2006-07 43.0 98.66 67.83 50.22 38.39
2007-08 48.5 58.41 78.24 75.59 46.07
2008-09 64.2 64.11 101.65 46.30 47.92
2009-10 1118 88.06 100.37 71.49 28.62
2010-11 96.5 122.80 112.26 64.16 38.62

Mean 72.80 86.41 92.07 61.55 39.92

St.d'. 30.15 26.26 18.35 12.88 764
Deviation

Coefficient 41.41% 30.39% | 19.93% | 20.93% 19.14
of Variation ) ) ) ) %

(Source: Computed from the Annual Reports of respective Companies.)

The empirical results of ANOVA are summarized in
Table 6. It is evident fromthe table that the calculated values
of ‘F’ are 19.72, 16.51, 25.38 and 5.03 for EVA CE, ROCE,
ROE and EPS, respectively. The F-critical value is 2.89 at
5% level of significance. Since the calculated value being
higher than the critical value at 5% significance level, the
null hypothesis is rejected as against the alternative
hypothesis. Thus, it can be concluded that EVACE, ROCE,
ROEand EPS of sample companies differ significantly.

Table 6. Resultsof ANOVA—EVACE, ROCE, ROE andEPS

Source of Variation | SS | DF [  wMs | F | P-value | F-critical value
EVA Capital Employed(EVACE)
Between Growps 329551 4 823.88 19.72 1.03E-06* 2.87
Within Groups 835.48 20 41.77
Total 4130.99 24
Retum On Capital Employed(ROC
Between Groups 3088.33 4 772.08 16.51 4E-06* 287
Within Groups 93554 20 46.78
Total 4023.87 24
Retum On Equity(ROE)
Between Growps 8353.03 4 2088.26 25.38 1.37E-07* 2.87
Within Groups 1645.74 20 82.29
Total 9998.77 24
Earnings Per Share(EPS)
Between Growps 8692.83 4 217321 5.03 0.005691* 287
Within Groups 8637.89 20 431.89
Total 17330.67 24

(Note: SS=Sum of Squares, DF=Degree of Freedom, MS=Mean Square,
*Significant at 5% significance level)



Table 7. Empirical Resultsof Trend Analysis of EVACE and Chi Square Test
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Parameter HM Corp BHEL Infosys L&T TCS
Intercept 29.00 26.55 17.00 541 39.31
Coefficient 553 -1.30 -2.98 -191 -159
Chi Square computed value 6.59 0.36 053 049 3.14
Level of significance 5%
Degree of freedom (n-1) 4
Chi Square critical value 949
Results HO Accepted | HO Accepted | HO Accepted | HO Accepted | HO Accepted

Trend values of EVA capital employed (EVACE) are
computed by using least square trend equation. In order to
test the statistical significance of the results, Chi square test
is used. The results of trend analysis of EVACE and Chi
square are summarized in Table 7. The following are the
calculated values of chi square test in respect of the sample
companies: Hero MotoCorp (6.59), BHEL (0.36),
Infosys(0.53), L&T(0.49) and TCS(3.14), respectively. It is
apparent from the table that the calculated values of chi
square test in all the sample companies are less than the
critical value of 9.49. Thereby, the null hypothesis is
accepted in all cases. By and large, it is inferred that
differences between the original and trend values are not
significant in statistical sense, and the same is attributed to
sample fluctuations.

'IIE'%%I)G 8. Karl Pearson’s Correlation Matrix (EVACE, RONW, ROCE,
HM Corp EVACE ROCE ROE EPS
EVACE 1
ROCE .965** 1
ROE .912* .805 1
EPS 973 .879* .943* 1
BHEL
EVACE 1
ROCE .215 1
ROE .020 .954* 1
EPS --062 751 .873 1
Infosys
EVACE 1
ROCE .968** 1
ROE .902* .939*
EPS --.829 --776 --.683 1
L&T
EVACE 1
ROCE .998** 1
ROE .981** .989** 1
EPS --.188 --.165 --145 1
TCS
EVACE 1
ROCE 737 1
ROE .888* .841 1
EPS --513 --.049 --.065 1

** Correlation is significant at the 0.01 level (2-tailed)
*Correlation is significant at the 0.05 level (2-tailed)

One of purpose of the present study is “to derive the
relationship that exists between EVACE and traditional
measures of corporate performance.” Based on the data,
Table 8 describes the results of Karl Pearson’s correlation. It
is evident that in the case of Hero MotoCorp Limited, ROCE
and EPS are “highly” correlated with EVACE at 5%
significance level. The values of ROE and EVACE were
“highly” correlated at 1% significance level in case of Hero

MotoCorp Limited and TCS Limited. There is no significant
relationship between EVACE and traditional performance
measures in case of BHEL. The results of Infosys Limited
show that there is significant relationship between ROCE
and EVACE, and ROE and EVACE at 5% and 1%
significance level, respectively. Further, in the case of L&T
Limited, ROCE and ROE were correlated with a higher
magnitude with EVACE (5% level). Thus, it can be broadly
concluded that ROCE and ROE moves in tandem with
EVACE at a higher degree.

As apart of this study, EVA CE is assumed as “dependent”
variable while ROCE, ROE and EPS are treated as
“independent” variables. The regression results of Hero
MotoCorp Limited are reported in Table 9. The p-values for
ROCE and EPS are lower than 0.05, which confirms “the
rejection of null hypothesis of a zero coefficient at 5% level
of significance.” Moreover, the ROE also influences
EVA CE significantly. In addition, to measure the success of
the regression in predicting the values of the dependant
variables within the sample, R-squared is computed. The
R-squared value of 0.999 shows that the regression equation
is best fitted.

Theregression results for BHEL are presented in Table 10.
EVACE is known as dependent variable while ROCE, ROE
and EPS are treated as independent variables. The p-values
for independent variables are higher than 0.05, thus the
rejection of null hypothesis of a zero coefficient at 5% level
ofsignificance. Further, the R-squared value of 0.482 reveals
that the 48.2% of the variance of the dependent variable is
explained by the independent variables.

Table 11 portrays the results of regression for the Infosys
Limited. EVACE is known as dependent variable while
ROCE, ROE and EPS are treated as independent variables.
The p-values for independent variables are higher than 0.05,
thus the rejection of null hypothesis of a zero coefficient at
5% level of significance. Further, the R-squared value of
0.952 shows that the model is best fit. The regression results
of L&T Limited are presented in Table 12. EVACE is a
dependent variable while ROCE, ROE and EPS are treated
as independent variables. The p-values for independent
variables are higher than 0.05, thus the null hypothesis of a
zero coefficient is rejected at 5% significance level. Further,
the R-squared value reveals that 99.9% of the variance of the
dependent variable is explained by the independent
variables.

The regression results of TCS Limited are reported in
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Table 13. EVACE is taken as dependent variable while The results lead to rejection of null hypothesis of a zero
ROCE, ROE and EPS are treated as independent variables. coefficient at 5% level of significance. ROE influences
The p-value for ROE is lower than 0.05, while for other EVACE significantly. The R-squared value of 0.997 shows
independent variables, the p-value being higher than 0.05. that the regression equation is best fitted.

Table 9. Regression Results of Hero MotoCorp—EVACE as Dependent Variable

Variable Coefficient Sr. Error t-Statistics Prob.

C --6.696 0.4663 --14.473 0.044

ROCE 0401 0.016 25.587 0.025

ROE 0.037 0.018 2018 0.293

EPS 0.185 0.013 14.256 0.045

R-squared 0.999 Mean dependent variable 29.000

Adjusted R-squared 0.999 S.D. dependent variable 11.432

S.E. of regression 0.247 Akaike info criterion -0.319

Sum squared residuals 0.043 Schwarj criterion -0.632
Log Likelihood 4.798 F-statistic 4055.650

Durbin-Watson stat 3.147195 Prob.(F-gatigtic) 0.012

Table 10. Regression Results of BHEL—EVACE as Dependent Variable

Variable Coefficient Sr. Error t-Statistics Prob.

C 23.527 40.666 0579 0.666

ROCE 2512 2.679 0.938 0521

ROE -3.919 4.968 --0.789 0575

EPS 0.057 0172 0.334 0.795
R-squared 0482 Mean dependent variable 26.554
Adjusted R-squared --1.071 S.D. dependent variable 2538
S.E. of regression 3.652 Akaike info criterion 5419
Sum squared residuals 13.340 Schwarj criterion 5.107
Log Likelihood --9548 F-statistic 0.311
Durbin-Watson stat 2630 Prob.(F-gatigic) 0.829

Table 11. Regression Results of Infosys—EVACE as Dependent Variable

Variable Coefficient Sr. Error t-Statistics Prob.

C --22.999 29.034 --0.792 0574

ROCE 1075 1.024 1.050 0484

ROE 0.010 0.368 0.027 0.983

EPS --0.053 0.096 --0.554 0.678
R-squared 0.952 Mean dependent variable 17.000
Adjusted R-squared 0.807 S.D. dependent variable 4954
S.E. of regression 2.178 Akaike info criterion 4385
Sum squared residuals 4742 Schwarj criterion 4072
Log Likelihood --6.962 F-statistic 6.567
Durbin-Watson stat 1.754 Prob.(F-gatisic) 0.278

Table 12. Regression Resultsof L&T—EVACE as Dependent Variable

Variable Coefficient Sr. Error t-Statistics Prob.

C -16.035 1.142 --14.046 0.045

ROCE 1483 0.252 5.895 0.107

ROE -0.226 0.164 --1.378 0.400

EPS -0.004 0.008 --0.550 0.680
R-squared 0.999 Mean dependent variable 5.406
Adjusted R-squared 0.999 S.D. dependent variable 3.122
S.E. of regression 0.199 Akaike info criterion --0.395
Sum squared residuals 0.040 Schwarj criterion -0.707
Log Likelihood 4987 F-statistic 325.896
Durbin-Watson stat 2593 Prob.(F-satigtic) 0.041




International Journal of Finance and Accounting 2013, 2(4): 185-198

195

Table 13. Regression Results of TCS—EVACE as Dependent Variable
Variable Coefficient Sr. Error t-Statistics Prob.
C 7517 6.089 1234 0434
ROCE -0.048 0219 -0.218 0.864
ROE 1218 0.151 8.065 0.079
EPS -0.366 0.047 -7.734 0.082
R-squared 0.997 Mean dependent variable 39.308
Adjusted R-squared 0.986 S.D. dependent variable 6.121
S.E. of regression 0.721 Akaike info criterion 2.175
Sum squared residuals 0.520 Schwarj criterion 1.862
Log Likelihood -1.436 F-statistic 95.718
Durbin-Watson stat 1513 Prob.(F-gatistic) 0.075

One major cause that leads to wealth destruction is
corporate officials’ adverse attitude that fails to see the
importance of EVA. If a management’s compensation is
linked to economic performance of a company, it can have a
significant impact on the business strategies of the corporate
sector[48]. Bonuses and incentive pay schemes should be
built around the managers’ ability (or lack thereof) to
generate positive EVA within their own areas of
responsibility. Positive payments should be accrued to
managers whose divisional profits are more than the
divisional costs, whereas negative incentive plans should be
used if long-term divisional profits fall short of divisional
costs. Thus, in this way, EVA can provide an incentive to
corporate managers to act like shareholders, and investment
decisions would be made on the basis of whether they would
yield positive EVA or not[59].

7. Summary and Conclusions

Shareholder value maximization has become the

predominant goal of corporations in India and the world over.

To achieve such goal, it is important for companies to device
performance measures that are aligned towards the corporate
goal of shareholder value enhancement. Many consulting
firms have come up with different value-based measures
(VBM) of performance, such as, Economic Value Added
(EVA), cash flow return on investment, and Total
Shareholder Return (TSR) to cater to the above need. Of
these measures, EVA has become quite popular in India. The
EVA has attracted many of the world’s best managed and
largest corporations to implement EVA as performance
measurement system. The clarity that EVA has brought to
the pursuit of shareholder value has led more than 500
companies to adopt the discipline since Stern & Stewart
Company introduced the new system way back in 1982,

In a market-driven Indian economy, there are a number of
firms that create wealth, whereas a large majority of them
destroys it. Companies need to improve their financial
performance from the point of view of shareholder’s value
addition. Non-creation of EVA leads to investor
dissatisfaction. This in turn affects the equity mobilization
activities of corporate sector that significantly impact the
economy. EVA is both a measure of value and also a
measure of performance. First, the value of a business

depends on investor’s expectations about the future profits of
the enterprise. Stock prices track EVA far more closely than
they trackearnings pershare, or return on equity. A sustained
increase in EVA will bring an increase in the market value of
the company. Second, as a performance measure, EVA
forces the organization to make the creation of shareholder
value the number one priority. Under the EVA approach stiff
charges are incurred for the excessive use of capital. EVA
focused companies concentrate on improving the net cash
return on invested capital. In this context, it is relevant to see
whether corporate sector is earning returns on their cost, and
thereby creating wealth for their shareholders. In fact, EVA,
being a value-based measure, assists investors with wealth
discovery and company-selection processes. Since creating
shareholder value has become the widely accepted corporate
objective nowadays, EVA deals with accounting for the cost
of capital and determines the sufficiency or insufficiency of
earnings generated by a firm to cover the cost of capital, i.e.,
whether a firm is a value generator or a value diluter.
Unfortunately, investors’ hard-earned money is still being
misused in unprofitable projects, resulting in shareholders’
wealth destruction. The need of the hour is to improve the
practices prevalent in the corporate sector of India today. But,
despite being touted as “today’s hottest financial idea and
getting hotter,” it is by-and-large being ignored by the
corporate sector, professionals and government bodies in
India. A number of companies have started disclosing EVA
statements, as additional information, in their Annual
Reports. Unfortunately, annual published reports still lack
transparency and adequate disclosures.

The present study examined the value creation strategies
of the selected Indian companies by analysing whether the
EVA better represents the market value of companies in
comparison to conventional performance measures. In this
regards, “EVA and the conventional measures of corporate
performance, such as, RONW, ROCE and EPS were
analysed by using ANOVA, Trend analysis, and Regression
analysis.” The analysis of the result reveals that “the EVA in
absolute figures of BHEL, L&T and TCS has increased over
the study period. Higher variability in EVACE is seen in
L&T. ROE values showed fluctuating trend during the study
period. It is seen that consistency in EPS was marked by TCS
followed by Infosys and L&T. However, Hero MotoCorp
has recorded EPS that showed variability on a higher
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magnitude during the study period. It is clear fromthe results
of ANOVA that EVACE, ROCE, ROE and EPS of sample
companies differ significantly. In addition, the differences
between the original and trend values were not very
significant in statistical sense and the same is attributed to
sample fluctuations. Further, the EVACE and ROCE were
highly correlated and were statistically significant at 5%
level of significance in case of three companies, namely,
Hero MotoCorp, Infosys and L&T.” However, from this
study it can be suggested that “Indian listed companies
should improve their EVA to the shareholders by
considering the cost of capital invested. Because positive
reported earnings not always provide additional value.” As
for the shareholders, they need to be aware of the value
created by the management of the company. Companies in
higher EVA should provide benefits in the long-run; that is,
while the capital invested by the shareholders produces value,
the company also generates more profit from its operation.

The empirical results of the study do not support the claim
that EVA is a better performance indicator than traditional
accounting measures in explaining market value. This
implies that there are other factors that drive market value
and should be taken into account for shareholders’ value
creation or for performance measurement. As suggested by
Chen and Dodd[49], there are various factors related to
customers, employees and community satisfaction, product
quality, R&D innovations those affect the market value of
firms apart from financial variables. Keeping in view the
limitations of this study, further research studies may be
undertaken to explore the impact of disclosure of EVA
statements in annual reports on the share prices of a large
sample of companies. At present, “it seems prudent to use
both traditional metrics and value added metrics,
accompanied by information that explains how the less
familiar value-added metrics work. Reliance on a single
measure is not warranted.” The advent of this concept has
provided flexibility to the management in measuring the
performance of their business operations.

The EVA analysis has attracted much attention in the
Western countries, both as a management innovation, as well
as, stock market analysis. The acceptance of such a
technique in the Indian context, however, shows somewhat
diverse trends. Some exemplary corporate houses (like
Infosys, Wipro, HCL, TCS, NIIT, BPL, BHEL, Hindustan
Unilever, Hero Honda, Godrej Industries, TISCO, Ranbaxy
Laboratories etc.) have been separately publishing “EVA
Statements, on a continuing basis, in their Annual Reports as
part of financial statements.” However, a vast majority of the
companies are still not willing to install the EVA technique
for evaluating their financial performance because of certain
‘inherent’ difficulties associated with the computation.
Again, it is observed by some scholars that in the Indian
context, it may be very difficult task to establish the
existence of any relationship between stock price and
economic value added (EVA). In a developing economy like
India, depending on EVA could be an obstacle in making
‘new-investment’ decisions. Moreover, when talking about
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shareholders’ value creation, the profile of the shareholders
also needs to be taken care.

The growth of the Indian Capital Market has increased the
pressure on the companies to consistently perform better. No
enterprise survives or grows if it fails to generate wealth for
the ultimate stakeholders. Profit maximization is “age-old,
wealth maximization is matured and value maximization is
today’s wisdom.” An enterprise can exist without making
profits but it cannot survive without adding value. An
enterprise not making profits shall turn into poor health (like
several companies in the public sector), but not adding up
value may cause its termination over a period of time[50]. In
the present era of globalization, the corporate-sector in India
is gradually recognizing the importance of EVA as a result of
which some Indian companies have started calculating EVA,
making disclosures in their Annual Reports and also using
EVA for different managerial purposes, as shown in Table
14. Moreover, some leading companies have also started
using EVA for improving their internal governance. For
example, TISCO Limited is using EVA to measure
performance of its mines and other business segments.
Managers of the company find the measure quite useful and
are highly enthused by the use of this measure. Similarly,
TCS Limited has implemented “EVA as a performance
measurement and evaluation system linked with incentive. It
is expected that EVA will soon gain popularity more as a
manage ment planning and control tool. Undoubtedly, EVA
is gaining recognition as a fundamental measure of company
performance despite the fact that it has been in existence for
a relatively short period of time.

Table 14. Indian Corporations and EVA Reporting

Company How EVA is Usd?

EVA is used as atool to tell its clientsthat the
value delivered by Infosys is greater than what
the client pays for.

As a signalling devicetotell its enployees that
capital and its better wilization is important.

Infosys Limited

Marico Industries
Limited

As a qualifying criterionto grant rewards, such
as, a variable pay, stock optionsand
performance bonuses etc.

Dr. Reddy’s
Laboratories

EVA is linked to compensation sysem and has

TCS Limited been implemented in great detail.
EVA is linked with the company’s business
BHEL strategy and values, along with discharge of
economic and social responsibility.
Hero Honda EVA is I|n_ke_d with the performance appraisal
Limited system, givingrewardtothe employees and
: analyse value creation processes.
EVA is used as a basis to measure the
Hindustan performance of each of its division. EVA

Uniliver Limited locates performance onthe basis of operating

profit after charging the cost of capital.

EVA isusednotonly asa financial, but also asa
way of sructuring performance-linked variable
remuneration. EVA has been atooltomeasure,
motivate, manage and finally, overhaul the
mindset of people.

Godrej Industries

(Source: Compiled from annual reports of the sample companies.)
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In the present era of globalization, companies of emerging
economies are facing new challenges. Indeed, EVA
disclosure in Annual Reports should be taken as a challenge
thrown on the Indian corporate sector, and corporate leaders
should respond in a ‘positive’ way so as to develop
confidence among all the stakeholders. Companies in India,
therefore, must strive hard to maximize their shareholders
value/wealth without which their stocks can never be fancied
by the market. Accordingly, we recommend to the national
regulatory agencies, viz., Security and Exchange Board of
India (SEBI) and Institute of Chartered Accountants of
India(ICAI) as: “EVA statements should form part of the
audited annual published accounts of the Indian public
companies so as to bring more transparency and better
disclosure practices to catch the faith of the world business
community on the Indian stock market in the long-run.”
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