®iHaHCK Ta ONOAATKYBAHHA

VJIK 330.14

C. roEn

(Incmumym pozsumxy menedxcmenmy, Iypraon, Inois)

JlogaHa eKOHOMIYHA BAPTICTh K MOKA3HUK CTBOPCHHS
aKIIOHEPHOI BapPTOCTI

Cmammsi npucesuena 00CIiONCeHHIO MeHOeHYIL 3MIHU 000amKo80i ekonomiunol eapmocmi (EVA) ma 36 ’s3ky
Yb020 NOKASHUKA [3 CMEOPEHHIM AKYIOHEPHOI eapmocmi 6 Kopnopamuenux nionpuemcmeax Inoii. Maxcumizayiro
AKYIOHEPHOT 8apmMoOCmi MOJICHA NPOCTNENCUMU ULIXOM BUGHEHHSI PUHKOBUX NOKA3HUKIG. B yvomy acnexmi 3agosiku
BUKOPUCMAHHIO MemOoOi8 JIHIHOL pezpecii, Koepiyichma Koperayii asmopom 30iUCHEeHO aHAli3 6NaU8y 000amKo80i
EeKOHOMIYHOL 8apmocmi HA OPMYSaHHs. PUHKOBOL Yiku npomscom Oes ’smu pokis (3 2004-co no 2012-11). Pezynomamu
NPOBEOEH020 OOCTIONCEHHS NOKAZVIOMb, WO NOKASHUK 000AMKOB0T eKOHOMIYHOI 6apMOCI YUHUMb NOZUMUGHUL 6NIUE
Ha CMBOpeHHs aKyionepHoi eapmocmi. A6mop GuUci06110€ cnodieanhs, wo dana cmamms 6yoe Yikago ma KOPUCHOIO
0131 IHBeCmOpI6 NPU NPULHAMMI PiULeHb I 00NOSHUMb ICHYIOUL OOCTIONCEHHSL 6 2AJlY3i IHBECMY6AHHSL.

KirouoBi cioBa: dodamkosa ekonHomiuna eapmicme, aKyiOHepU, CEPeOHbO36ANCEHA 8aAPMICMb Kanimay,
NOKA3HUKU (DYHKYIOHYBAHHS PUHKY, 6APMICHIbL CHIBOPEHHSL.
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JloOaBJIeHHAasi 7KOHOMHUYECKAsl CTOUMOCTh
KAaK M0KAa3aTeJIb CO3AaHUSA AKIIMOHEPHOU CTOUMOCTH

Cmamus nocesujena uccie008aHul0 MeHOeHYUU UIMEHeHUs. OONOTHUMENbHOU IKOHOMUYECKOU CMOUMOCMU
(EVA) u cészu amozo nokazameisi ¢ CO30aHuUeM aKYUOHEPHOU CMOUMOCMU 8 KOPROPAMUBHBIX npeonpusmusix Muouu.
Maxcumuzayuro akyuoHepHoll CImouMOCu MOJICHO NPOCIEOUMb NYMeM U3YYeHUusi PLIHOYHbIX noKasameneu. B amom
acnekme 01a200apsi UCHOTb308AHUIO MEMOO008 JUHEUHOU pezpeccul, Koddduyuenma Koppersyuyu asmopom
ocyuecmenen anau3 GUsHUsL OONOIHUMENbHOU IKOHOMUYECKOU CMOUMOCIU HA (OpMUPOBAHIUE DbIHOYHOU YeHbl 8
meuenue Oeesimu nem (¢ 2004-c0 no 2012-11). Pesymvmamvl npoedeHH020 UCCIeO068aHUs NOKA3bIEAIOM, YMO
nokazameib OONOTHUMENLHOU IKOHOMUHECKOU CMOUMOCMU OKA3bl6aem NONONCUMENbHOe GIUAHUE HA CO30aHUe
akyuorepHou cmoumocmu. Aemop svipadicaem Haoexcoy, Ymo OanHas cmamvs 6yoem UHMEPECHOU U NOJIe3HOU OJis
UHBECMOPO8 NPU NPUHAMUU PEUeHULl U OONOTHUM CYUeCmeylouue Ucciled08anus 6 001acmu UHEeCmupOBanUsl.

KnwueBble caoBa: OononnumenvHas 3KOHOMUYECKAs CMOUMOCHIb, AKYUOHEPbl, CPeOHe36CUleHHAs
CMOUMOCTG KANUMAAA, NOKA3AMeny GYHKYUOHUPOBAHUS PLIHKA, CIMOUMOCHb CO30AHUSL.
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EVA as an Indicator of Shareholders’ Value Creation

The present paper investigates the EVA trend and its relationship with shareholders’ value creation in
corporate enterprises in India. Shareholders’ value maximization is reflected in the market performance. The impact
analysis of EVA on market price has been tested for nine years (2004-05 to 2012-13) with the help of linear regression,
correlation coefficient and adjusted R-square. Results show that EVA has a positive impact on shareholders’ value
creation. It is hoped that it will be useful to the investors for decision-making and contribute to the value investing.
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Introduction

Shareholder's value creation has been the universal
standard for corporate. In India, it becomes all the more
relevant where capital is still costly. A company should
focus not only on profit maximization but also on
creating enough profit to cover the cost of its capital,
including equity, which is quite important for the
company’s survival. The idea of EVA was given in 1982
by Stern Stewart & Co — a New York based global
financial consultant. Economic Value Added (EVA) is an
improved measure of checking the company's
performance so that the shareholders can decide that the
company is generating or destroying their wealth.

Companies generally consider traditional measures
like Return on Equity and Return on Assets. But they do
not reveal the true profitability of a company because
they don’t consider equity as a cost. EVA is the financial
performance measure that comes closer to capturing the
true economic profit of an enterprise and that’ why it is
directly linked to the creation of shareholder wealth
(value).

EVA has been gaining importance worldwide and
several international companies have been adopting EVA
as a tool for performance measurement for example, Coca
Cola, Eli Lily, ANZ, HLL, etc.

The Importance of EVA

EVA is considered as a superior measure because of
the following reasons:

1) Itreflects the economic performance of the entity;

2) It has a higher correlation with the market value
of the firm;

3) It aligns both shareholders as well as managers’
interests together, and

4) Companies reporting EVA generally rank high
on investor trust.

Despite the significance, EVA is not a very popular
discourse by the companies. Goel (2012) in his study had
studied EVA reporting practices of the constituents of
SENSEX (Mumbai Stock Index comprising of 30 large,
well-established and financially sound companies across
key sectors). T was found out that only five companies
out of thirty companies were reporting EVA in their
annual reports.

Economic Value Added - The Concept
Economic Value added is an indicator which
measures economic profit of the company as follows:

EVA =Net Operating Profit after Tax (NOPAT) - WACC
(Cost of Debt +Equity)

IfNOPAT > WACC — +EVA

IfNOPAT < WACC — -EVA

Literature review
Value creation

(Fernandez, 2001) stated that a firm creates value for
shareholders when the shareholder return exceeds the cost
of equity. If opposite happens, firm destroys value.
(Albouy, 1999) propounded that there is a ‘good’
correlation between value creation and changing futures
market price. So, the companies concerned with the
shareholders’ interest have good performance.

(Vijaykumar, 2011) mentioned that an appropriate
measure of corporate performance should not only be
highly correlated to shareholder return and, but also be
able to signal the extent of periodic wealth creation

EVA: The background

Stern Stewart & Co introduced EVA as its trademark
in 1990°s which was subsequently adopted by various
companies. It gained its popularity since the late 1980s
(Rappaport, 1986; Stewart, 1991).

EVA and market performance

EVA is the only performance measure that links
directly to stock’s intrinsic value (Stewart, 1991). (Luber,
1996) confirmed that ‘a positive EVA over a period of
time will also have an increasing MVA, while negative
EVA will bring down MVA as the market loses
confidence in the company’ (Chen and Dodd, 1997)
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.

(Lefkowitz, 1999) analyzed the US companies and
the results supported Stern- Stewart hypothesis, i.e., EVA
is better correlated with stock returns as compared to
traditional performance measures. (Turvey, et al., 2000)
examined performance of food companies stock market
values compared EVA to ROA ROE and CAPM.

(Haquel, et al., 2013) investigated the impact of EVA
on share price of Advanced Chemical Industries Ltd
(ACIL) one of the leading pharma company in
Bangladesh and come to the conclusion that EVA has
significant positive impact on market price of shares

Research design

The present study analyses impact of EVA
performance on the market performance of the Indian
companies for shareholders’ wealth maximisation. Total
7 companies have been taken into consideration for
analysis according to the EVA reporting.

The data for closing price was taken from Bombay
Stock Exchange (BSE). To study the impact of EVA on
market price, linear regression, correlation coefficient and
Adjusted r-square are applied for a period of nine years,
2004-05 to 2012-13. It will cover the trend, both pre-
recession and post-recession of the companies.

Analysis
EVA & its impact on SWM of the companies is
analyzed below.
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Figure 1. EVA trend & SWM performance of TCS

Correlation: 0.9413

Adjusted R*= 0.87

CP=0.16EVA —25.26

Thus we see a high correlation between the market
price and EVA. In 2007-08, there was an opposite trend
between EVA and share price of TCS in the year 2007-
08. This was because of the recession in US when Indian
market was at an all-time low and the share prices

dropped. TCS having its major business with US also saw
its share prices going down. But still, the company
managed to pose profit and thus increase its EVA. But
when the share prices went down for the consecutive year
in 2008-09, its EVA also became almost stagnant.

Later on when the market recovered, EVA and share
prices again went hand to hand as clear from the graph
after the period of 2008-09.
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Figure 2. EVA trend & SWM performance of HUL

Correlation: 0.84
Adjusted R*= 0.67
CP=0.144EVA +12.13

We see a decent correlation between the market price and EVA.

600 350

500 300
; 400 250
o 200 o
® 300 = ) .
g 150 W == Closing Price
T 200 100 —m—EVA

100 50

0 o0
2007-08 2008-09 2009-10 2010-11 2011-12
Years

Figure 3. EVA trend & SWM performance of GCPL

Correlation: 0.99

Adjusted R*= 0.98

CP=1912EVA - 126.53

Thus we see very high correlation between market
price and EVA almost close to 1. The reason for this high

correlation can be attributed to the fact that GCPL was
the first company to come out with the concept of EVA in
their annual reports.
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Figure 4. EVA trend & SWM performance of Hero Motocorp

Correlation: 0.99

Adjusted R*=0.99

CP=1.09EVA + 104.89

Thus we again see very high correlation between market price and EVA, almost close to 1.

Emami
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Correlation: 0.93
Adjusted R*= 0.90
CP=0.019EVA - 36.58

Figure 5. EVA trend & SWM performance of Emami

Thus we again see a high correlation between market
price and EVA. Also from Adjusted R*we can conclude
that EVA has 90% effect on the price.
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Correlation: 0.92
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Figure 6. EVA trend & SWM performance of Pidilite

investors as an indicator for their investments. Adjusted
R? corroborates this fact as that EVA has 80% effect on
Closing Price.

Thus we again see high correlation between market
price and EVA. Therefore EVA can be considered by
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Figure 7. EVA trend & SWM performance of ACC

Correlation: -0.85

Adjusted R* = 0.63

CP =-0.94EVA + 1421.67

This is the only company which has a negative
correlation between the market price and EVA. So for
ACC, investors shouldn’t take EVA as an indicator for
their investment decisions. Also from Adjusted R*we can
see that EVA has less effect on Closing Price (CP).

Conclusion

It is found that TCS, HUL, Godrej, Hero, Emami and
Pidilite have created value to the shareholders
consistently during the period. Value addition expressed
in terms of EVA has significant positive impact on
market price of shares with ACC being an exception
where EVA has an inverse relation to market price.

So, the companies which report EVAs in their balance
sheet have been able to create values for their
shareholders rather than companies which don’t.
Therefore investors should look for the EVA performance
of the companies before investing. EVA takes into picture
the real financial health of the company. In the EVA
system a company will be a wealth creator if its
operations are as good as it can generate profit more than
the cost of capital which includes the cost of equity as
well. Although EVA has some limitations, still it is a
better performance indicator than any other method and
has a reputation globally because it considers the cost of
equity in the form of shareholder expectations.

Suggestions of the study for future

- EVA disclosure should be made by the companies
in their annual reports & if possible it should be
mandatory.

- The main aim for every investment should be to
create value for the shareholder from that investment. The
managers should not consider their own profit while
making an investment.
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