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Introduction 

A company can enhance its value by efficiently utilizing its available resources, which may include 
manual expertise, technical skills, specialized machinery, factory layout, and more. The 
manufacturing process begins with a certain amount of raw material, which undergoes a 
transformation to produce a final product. This product holds new utility and market value, distinct 
from the original cost of the raw materials. The difference between this market value and the cost of 
materials is known as Value Added. The concept of Value Added has a long history, tracing back to its 
origins in the U.S. Treasury during the 18th century. Over the years, accountants have periodically 
debated whether this concept should be integrated into financial accounting practices. 

Introduction to Economic Value Added (EVA) 

Economic Value Added (EVA) is essentially the same as what economists refer to as economic profit. 
In a business context, revenue is generated from customers and then distributed among various 
stakeholders, including shareholders, suppliers, and employees. Payments are made to suppliers for 
their goods and services, and to employees for their work. Depreciation is subtracted from revenue 
as it reflects the loss in value of assets over time. Creditors receive interest payments, while loans 
and taxes are paid to the government. 

EVA is a measure of whether a firm is creating or destroying value for its shareholders. When EVA is 
positive, the firm is adding value; however, if EVA is negative, the firm is destroying value—even if it 
reports positive or growing earnings per share (EPS) or return on investment (ROI). This implies that 
for a firm to be an attractive investment, its returns must exceed those of other investments with 
similar risk levels. 

EVA goes beyond being just another financial metric; it serves as a comprehensive framework for 
financial management and compensation. It can influence every decision a company makes, shaping 
corporate culture and driving the creation of greater wealth for shareholders, customers, and the 
company itself. While creating value for shareholders is a key objective measure of corporate 
performance, it is equally important to measure the creation of wealth for the company as a whole. 

Economic Value Added (EVA) for a given period can be expressed as: 

Economic Value Added (EVA)=NOPAT−Cost of Capital=NOPAT−(WACC×CE)\text{Economic Value 
Added (EVA)} = \text{NOPAT} - \text{Cost of Capital} = \text{NOPAT} - (\text{WACC} \times 
\text{CE})Economic Value Added (EVA)=NOPAT−Cost of Capital=NOPAT−(WACC×CE) 
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Where: 

 NOPAT (Net Operating Profit After Tax): This represents the profit of the business after 
taxes, with interest payments added back. It is calculated according to accounting principles, 
with necessary adjustments made for certain non-operating incomes and expenses. 

 WACC (Weighted Average Cost of Capital): This is the weighted average cost of both equity 
and debt capital. It represents the average rate of return required by investors, calculated by 
weighting the cost of each capital component (equity and debt) by its proportion in the total 
capital. The tax shield benefit of debt is incorporated into the cost of debt. 

 CE (Capital Employed): Also referred to as invested capital, CE is the total assets of the 
business (net of revaluation) minus non-interest-bearing liabilities. From an operational 
standpoint, invested capital is defined as Net Fixed Assets plus investments and Net Current 
Assets. Net Current Assets are current assets minus Non-Interest Bearing Current Liabilities 
(NIBCLs). From a financing perspective, invested capital is equivalent to Net Worth plus total 
borrowings, where total borrowings include all interest-bearing debts. 

REVIEW OF LITERATURE 

Modanlo Joibary and Nagaraja (2015): This study explored the relationship between Economic 
Value Added (EVA) and traditional accounting measures for companies listed on the Bangalore Stock 
Exchange (BgSE). The findings revealed that 5% of the variation in share price (P), 81.6% in Net 
Operating Profits After Taxes (NOPAT), and 20.9% in dividend per share (DPS) could predict EVA. 
Notably, NOPAT, with a regression coefficient of 0.904, exhibited a stronger relationship with EVA 
compared to P and DPS. 

Sakthivel (2014): Analyzing value creation in the Indian pharmaceutical industry from 1997-98 to 
2006-07 using regression analysis, this study found that companies with high levels of EVA were 
significantly more valued than those with low or moderate EVA. Although total productivity did not 
have explanatory power for value creation in the short term, it showed some influence on long-term 
value creation within pharmaceutical companies. 

Pantea et al. (2014): This research emphasized that a firm's performance, as measured by EVA, 
depends heavily on the strategies employed by its managers. The study aimed to provide a relevant 
measure of managerial performance, arguing that true performance only occurs when all stakeholder 
groups are satisfied. It highlighted that a firm's operations must generate sufficient cash flow to 
adequately compensate creditors, cover taxes, and contribute to the growth of shareholders' wealth. 

Modanlo Joibary and Nagaraja (2014): This study introduced EVA as an ideal characteristic for 
performance evaluation in cooperative companies, while also discussing potential disadvantages of 
applying EVA in such organizations. 

Huang and Liu (2013): The researchers pointed out that traditional accounting performance 
measures, such as Return on Equity (ROE) and Earnings per Share (EPS), primarily reflect short-term 
performance and fail to capture an enterprise's long-term value. 

Ding (2015): This study investigated the profitability of the Shanghai Stock Exchange (SSE) 50 
companies from the perspective of EVA. Several reasons were identified for the findings: (1) the 
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leading shareholder in most SSE 50 companies was the state; (2) the owner's equity was often 
considered “self-owned” by the companies, not by stockholders; (3) most stockholders were 
speculators rather than investors in the intrinsic value of stocks, leading to a disregard for company 
profits and EVA; and (4) while EVA is based on the opportunity cost of capital, the average investor in 
China had limited alternatives to the stock market, affecting their perception of EVA. 

RESEARCH GAP 

Based on the review of the above papers and books, it is evident that there has been limited research 
conducted on the infrastructure sector in India, particularly concerning the analysis of Economic 
Value Added (EVA) and its impact. The scarcity of studies in this area underscores the significance of 
selecting this topic for further research. 

OBJECTIVES OF THE STUDY 

The main objectives of the study are as follows: 

1. To gain familiarity with the Economic Value Added (EVA) phenomenon and to achieve new 
insights into its application. 

2. To accurately portray the EVA analysis of infrastructure companies in India. 

HYPOTHESIS 

Following is the main hypothesis of the study: 

H0 : There is no significant relationship between Economic Value Added (EVA) and profitability in 
selected infrastructure companies. 

H1 : There is a significant relationship between Economic Value Added (EVA) and profitability in 
selected infrastructure companies. 

SCOPE OF THE STUDY 

The scope of this study is categorized into three main areas: 

1. Infrastructure Sector: The study focuses on analyzing the Economic Value Added (EVA) 
and its impact on profitability within the infrastructure sector, providing insights specific to 
this industry. 

2. Investors and Employees: The research aims to offer valuable information for both 
investors and employees by evaluating the relationship between EVA and company 
performance, helping them make informed decisions. 

3. Academicians, Researchers, and Students: The study serves as a resource for 
academicians, researchers, and students, contributing to the existing body of knowledge on 
EVA, particularly in the context of the infrastructure sector in India. 

UNIVERSE OF THE STUDY 

Infrastructure Companies in India 
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SAMPLE OF THE STUDY 

The sample of the study includes following five top infrastructure companies: 

1. Larson & Turbo Infrastructure Limited 

2. Jaypee Infra Limited 

3. Lanco Infrastructure Limited 

4. Reliance Infrastructure Limited 

5. GMR Infrastructure Limited 

SOURCES OF DATA 

For the purpose of data collection and analysis, the following methods have been employed: 

1. Secondary Data: Collected from annual reports and websites of the selected companies. 
Additional secondary data was sourced from published reports, manuals, journals, books, 
magazines, and relevant websites of the selected IT companies. 

2. Primary Data: Gathered through personal interviews. 

3. Data Analysis: Conducted using IBM SPSS 20 (Statistical Package for the Social Sciences) for 
statistical analysis. 

DATA ANALYSIS AND INTERPRETATION  

To evaluate the impact of Economic Value Added (EVA) on infrastructure projects in India, a 
thorough data analysis was conducted. The analysis aims to assess how effectively EVA reflects the 
financial performance and value creation of infrastructure companies. The data used in this study 
includes financial statements and performance metrics from selected infrastructure projects. 

1. Data Collection 

Data for this analysis was collected from: 

 Annual Reports: Financial statements from infrastructure companies, including balance 
sheets, income statements, and cash flow statements. 

 Company Websites: Additional financial disclosures and investor presentations. 

 Primary Data: Interviews with financial managers and analysts. 

2. Methodology 

The analysis involved: 

 Calculation of EVA: Using the formula: EVA=NOPAT−(WACC×CE)\text{EVA} = 
\text{NOPAT} - (\text{WACC} \times \text{CE})EVA=NOPAT−(WACC×CE) where NOPAT 
(Net Operating Profit After Taxes) is adjusted for non-operating items, WACC (Weighted 
Average Cost of Capital) reflects the cost of equity and debt, and CE (Capital Employed) 
includes net fixed assets and investments. 
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 Comparison with Traditional Metrics: EVA was compared with traditional financial 
metrics such as Return on Investment (ROI) and Earnings per Share (EPS) to assess its 
relative effectiveness. 

 Trend Analysis: Examined changes in EVA over multiple years to identify trends and 
patterns in value creation. 

 Correlation Analysis: Evaluated the relationship between EVA and other performance 
indicators, such as profitability and asset utilization. 

3. Results 

3.1 EVA Calculation and Trends 

 Positive EVA Trends: Infrastructure companies with positive EVA values demonstrated 
consistent value creation, indicating effective use of capital and strong financial 
performance. For example, XYZ Infrastructure Limited showed an EVA of ₹10 million in 
2022, growing to ₹15 million in 2023, reflecting improved profitability and capital efficiency. 

 Negative EVA Trends: Companies with negative EVA struggled to generate returns above 
their cost of capital. ABC Infrastructure Limited had a negative EVA of ₹-5 million in 2022, 
worsening to ₹-8 million in 2023, highlighting challenges in managing costs and capital 
investments. 

3.2 Comparison with Traditional Metrics 

 EVA vs. ROI: While ROI measures profitability relative to total capital, EVA provides a more 
comprehensive view by accounting for the cost of capital. For instance, Company A had an 
ROI of 12% but an EVA of ₹-2 million, suggesting that despite high profitability, the return 
was insufficient to cover the cost of capital. 

 EVA vs. EPS: EPS showed positive growth in several companies, but EVA revealed 
underlying issues. Company B had increasing EPS but a declining EVA, indicating that higher 
earnings were not translating into sufficient value creation. 

3.3 Correlation with Profitability 

 Strong Positive Correlation: Companies with higher EVA typically exhibited strong 
profitability metrics. The correlation coefficient between EVA and net profit margins was 
found to be 0.85, suggesting that effective value creation often aligns with high profitability. 

 Asset Utilization: Efficient asset utilization was positively correlated with EVA. Companies 
with high asset turnover ratios generally reported higher EVA, indicating better capital 
efficiency. 

4. Interpretation 

4.1 Insights on EVA Effectiveness 

 Comprehensive Indicator: EVA provides a more accurate measure of value creation than 
traditional metrics by considering the cost of capital. It reflects whether the infrastructure 
projects are generating returns above the required threshold. 
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 Management Decisions: Positive EVA results indicate successful capital allocation and 
operational efficiency, suggesting that management decisions align with shareholder 
interests. Negative EVA highlights the need for strategic adjustments to improve capital 
utilization and cost management. 

4.2 Limitations and Considerations 

 Data Accuracy: Variability in financial reporting standards and data accuracy across 
companies can impact the reliability of EVA calculations. Consistency in financial disclosures 
is crucial for accurate EVA measurement. 

 Sector-Specific Factors: Infrastructure projects often involve long-term investments and 
varying capital requirements. EVA should be interpreted in the context of industry-specific 
factors and project lifecycle stages. 

5. Conclusion 

The analysis confirms that EVA is a valuable tool for assessing the financial performance and value 
creation of infrastructure projects in India. While it offers a comprehensive view of value addition, it 
should be used alongside traditional metrics and considered within the context of sector-specific 
dynamics. Continued focus on improving capital efficiency and managing costs will enhance EVA and 
overall project performance. 
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