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Shareholder value has become the widely accepted corporate objective nowadays and
many leading companies world over have adopted value creation as the base for business
planning and financial monitoring. Companies focus on building, operating and
harvesting new businesses and/ or products that will provide a greater return than the
firm’s cost of capital, thus maximizing the shareholder value. Thus, corporate world’s
need for a tool to measure value creation has been filled with the emergence of a new
concept namely, economic value added i.e. EVA. EVA coined and registered by US-
based Stern Stewart & Company is one of the most prominent value based management
technique. Fortune magazine has termed it as the “Today’s hottest financial idea”, “The
real key to creating wealth” and “A new way to find bargains”.

EVA is net operating profits minus an appropriate charge for the opportunity cost
of all capital invested in an enterprise. As such, EVA is an estimate of ‘true economic
profit’, or the amount by which earnings fall short of the required minimum rate of return
that shareholders and lenders could get by investing in other securities of comparable risk
(Bennet Stewart, 2000). EVA is superior to all other performance measures because it
takes all capital costs into account, including the cost of equity. Thus, EVA is nothing but
accounting for the cost of capital and determining the sufficiency or insufficiency of
earnings generated by the firm to cover the cost of capital, i.e. whether a firm is a value
generator or a value diluter. EVA measures whether the operating profit is enough as
compared to the total cost of capital employed and identifies that if shareholders are
getting the return that compensates the risk taken by them.

COMPUTATION OF ECONOMIC VALUE ADDED

Operationally defined, EVA is the difference between NOPAT and the stakeholder’s
expectations, which is the capital charge for both debt and equity i.e. overall cost of
capital.

EVA = NOPAT – Capital charge

= NOPAT – WACC × IC

Where, NOPAT is Net Operating Profits after adjusting for non-operating items, non-
recurring events and other economic adjustments to compute economic profits from
accounting profits.
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NOPAT = (PAT + non-recurring expenses + revenue expenditure on R & D + interest

expense + goodwill written off + provision for taxes ) - non-recurring income

- R & D amortization – cash operating taxes.

WACC = Weighted average cost of capital.

= Cost of equity × proportion of equity in total capital + Cost of debt ×

proportion of debt in total capital (1 – tax rate) + Cost of preference capital ×

proportion of preference capital in total capital.

IC = Invested capital at the beginning of the year.

The idea behind EVA is that shareholders must get a return that compensates the risk
taken. Now, if NOPAT exceeds CC i.e. capital charge, it means that return is more than
cost and hence company’s EVA is positive. It indicates that company has generated value
for its shareholders. In the same way, if NOPAT is less than CC, EVA is negative and
company is wealth destroyer. On the other hand, if NOPAT is equal to CC, it means EVA
= 0, but this should be taken as sufficient achievement because shareholders have earned
a return that compensates the risk taken by them. Hence, EVA as an absolute measure of
financial performance answers the query that whether company is creating ‘real value’
for its shareholders or not. In view of this, the present study is based on the following
specific objectives:
 To study and analyze the EVA statement of Infosys Technologies Limited (ITL).
 To compare the performance of the company as disclosed by traditional financial

performance measures such as ROCE, RONW, EPS, Growth in EPS with that of
new value based measure called EVA.

 To examine the relationship between ROCE and EVA as a percentage of ACE i.e.
average capital employed.

 To examine whether the Infosys Technologies Ltd. has created value for its
shareholders or has destroyed it over the period of study.

The study has been divided into five sections. Section-I deals with the database and
methodology. Section-II analyzes the EVA statement of Infosys Technologies Limited.
Section-III compares the traditional performance indicators with EVA in context to ITL
while Section-IV deals with the data analysis. Finally, Section-V summarizes the
conclusions and suggestions.

Section-I

DATA BASE AND METHODOLOGY

The present study is based on the secondary data and covers a period of 8 years ranging
from 1997-98 to 2004-05. Six variables have been chosen for the purpose of study, of
which four are traditional financial performance measures and two are new value based
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performance measures. Traditional performance measures include ROCE, RONW, EPS
and Growth in EPS. EVA and EVACE (%) are the two value based performance
measures. The financial data of Infosys Technology Ltd. regarding above variables has
either been calculated or collected from the published annual reports of the company for
the respective years.

The statistical technique of correlation has been used to identify the degree of
relationship between the two related variables i.e. EVACE (%) and ROCE (%). It is
worth mentioning that the relative value of EVACE (%) is taken instead of absolute EVA
figure (in Rs.) because relative measure of financial performance depicts a better picture
than the absolute measure. It checks whether the proportionate increase in EVA is due to
the additional capital investment or is the result of more efficient use of the same amount
of capital. In the similar way ROCE (%) has been chosen as the traditional performance
measure because it identifies the productivity of overall capital employed by the company.
Further, the technique of regression has been used to estimate the values of EVACE
taking ROCE as an independent variable. Thereafter, chi-square test of goodness has
been applied to test whether there is a significant difference between observed and
estimated values of EVACE. The formula of χ2 is:

(Observed value – Expected value) 2

χ2 =

Expected value

Section-II

ECONOMIC VALUE ADDED (EVA) IN INFOSYS TECHNOLOGIES LIMITED

(ITL)

Infosys Technologies Ltd, known for its transparency in financial statements may be
considered as a pioneer in reporting EVA in its annual report as an additional information
to shareholders. According to the CEO of ITC, “The concept of EVA has been followed
as it enables the company to clearly identify the value drivers from the perspective of the
capital market and once they are identified, it becomes possible for the company to focus
their internal processes on them and take every strategic decision in a manner that
contributes to the enhancement of shareholder value”. The EVA computations of Infosys
are based upon Indian GAAP financial statements so these need to be qualified as:

(a) Economic book value of assets at place is not considered, the effect of which is
the overstatement of EVA figures and

(b) Profits after taxes (PAT excluding extraordinary income) in place of NOPAT
(defined earlier) have been considered, the effect of which is the understatement
of EVA figures.
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(c) Beta variant used for the calculation of EVA is also objectionable as it is a very
rare situation to have constant beta variant even for two years.
Through this study an attempt has been made to analyze the EVA statement

reported by ITL in its annual published reports. Table 1 presents the EVA statement of
ITL for a period of 8 years from 1997-98 to 2004-05. It depicts the calculations made by
the company to find out its EVA figures. The graphical presentation of the same is given
in figure 1 that shows an increasing trend in EVA values of ITL since 1997-98. Further,
table 2 explains EVA/ACE in context to Infosys Technologies Limited where, the
economic value added as a percentage of capital employed is the excess of net operating
profits after taxes as a percentage of capital employed over weighted average cost of
capital. Mathematically it can be defined as;

EVA= NOPAT- (WACC* IC)

(EVA / IC) * 100 = (NOPAT / IC) * 100 – WACC

The graphical presentation of the same is given at figure 2.
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Table-1: EVA Computations of Infosys Technologies Limited
Particulars 1998 1999 2000 2001 2002 2003 2004 2005
1) Average Capital Employed (Rs. in crores) 142.90 245.42 703.87 1111.47 1734.97 2470.48 3124.82 4330.95
2) Average Debt/ Total Capital (%) – – – – – – – –
3) Beta Variant 1.48 1.48 1.48 1.54 1.41 1.57 1.27 0.98
4) Risk-free Debt Cost (%) 12.15 12.00 10.45 10.30 7.30 6.00 5.20 6.80
5) Market Premium 10.00 9.00 8.00 7.00 7.00 7.00 7.00 7.00
6) Cost of Equity (%) 26.95 25.32 22.29 21.08 17.17 16.99 14.09 13.63
7) Cost of debt (post tax) (%) NA NA NA NA NA NA NA NA
8) Weighted Average Cost of Capital (WACC) (%) 26.95 25.32 22.29 21.08 17.17 16.99 14.09 13.63
9) PAT as percentage of Average Capital Employed

(%) 42.24 54.16 40.63 56.08 46.57 38.78 36.16 39.78
10) Economic Value Added (EVA ); (in Rs. Crores)

Operating profit (PBT excluding extraordinary
income)

Less: Tax
Less: Cost of capital

Economic Value Added (EVA)

65.86 155.86 325.65 696.03 943.39 1158.93 1357.46 2048.09

5.50 22.94 39.70 72.71 135.43 201.00 227.54 325.58
38.51 62.14 156.89 234.30 297.90 419.73 440.29 590.40
21.85 70.78 129.06 389.02 510.06 538.20 689.63 1132.11

11) Enterprise Value; (in Rs. Crores)
Market value of equity

Less: Cash and cash equivalents
Add: Debt

Enterprise value

2963.42 9672.80 59338.17 26926.35 24654.33 26847.33 32908.69 61073.00
51.14 416.66 508.37 577.74 1026.96 1638.51 2872.77 2998.01

– – – – – – – –
2912.28 9256.14 58829.80 26348.61 23627.37 25208.82 30035.92 58074.99

12) Ratios;
EVA as a percentage of average capital
employed (%)
Enterprise value / Average Capital Employed

15.29 28.84 18.34 35 29.40 21.79 22.07 26.14

20.38 37.72 83.58 23.71 13.62 10.20 9.61 13.41
Source: Annual reports of infosys technologies from 1997-1998 to 2004-2005.



7

 
Figure-1: Trends in Economic Value Added 
(EVA) 
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Table-2: EVA / ACE of Infosys Technologies Limited

Particulars 1998 1999 2000 2001 2002 2003 2004 2005
1) Average Capital Employed

(Rs. In crores)

142.9 245.42 703.87 1111 1735 2470 3125 4331

2) WACC (%) 26.95 25.32 22.29 21.08 17.17 16.99 14.09 13.63

3) NOPAT as a percentage of

Average Capital Employed

42.24 54.16 40.63 56.08 46.57 38.78 36.16 39.78

4) (NOPAT / ACE) * 100 – WACC

(3 - 2)

15.29 28.84 18.34 35 29.40 21.79 22.07 26.14

5) Economic Value Added (EVA) 21.85 70.78 129.06 389 510.06 538.20 689.60 1132.1

6) (EVA / ACE) * 100 15.29 28.84 18.34 35 29.40 21.79 22.07 26.14
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Figure-2: EVA / ACE of Infosys Technologies 
Limited 
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Section III

TRADITIONAL PERFORMANCE INDICATORS VS EVA

Lay investors and even most companies tend to focus too much on size and income based
metrics such as share price (market value or market capitalization), earnings, growth in
earnings, EPS, ROCE and ROE. Such metrics do not take into account how much capital
has been poured into the business to generate the additional income, so it is relatively
easy to improve such measures simply by investing more. However, to add wealth,
managers should focus on increasing the value added to the shareholders’ investment, a
perspective provided by MVA (market value added). But MVA also is an ideal measure
of wealth creation in the long run, as it suffers from the short term vagaries of stock
market sentiments. Over the long term, it is an improvement in EVA- not accounting
results- that derives wealth creation. Mathematically, the EVA of a company is the net
present value (NPV) of all its future EVAs. Thus, a company that continues to improve
economic value added, year after year, will sooner than later, find favor with investors.
That is one reason why companies should focus on improving their fundamental
economic performance as measured by EVA.

Infosys Technologies Limited uses both traditional parameters (like ROCE,
RONW, EPS, growth in EPS) and new value based parameters (like EVA and EVA as a
percentage of capital employed) to evaluate the financial performance of the company. A
brief description of these ratios is given below:

1) Return on capital employed (ROCE): This ratio measures the profit which a
firm earns on investing a unit of capital. It further tells whether the company’s borrowing



9

policy was wise economically and whether the capital had been employed fruitfully. The
ROCE is determined by the formula:

Adjusted Net Profit

ROCE = × 100

Capital Employed

ROCE has two components – profit as a percentage of sales and sales as a
percentage of capital employed. Alternatively, it can be defined as:

PAT × Sales × 100

Sales ACE

A firm can increase its ROCE either by increasing its profit margin i.e. (PAT /
Sales) or by improving the productivity of its capital employed (Sales / ACE) or by a mix
of both the above measures. It also indicates that a company with higher operating profit
margin may have a lower ROCE if its asset efficiency is poor.

2) Return on net worth (RONW): This ratio measures the relationship between
net profits and proprietor’s funds and hence it reveals how well the resources of a firm
are being used. It is calculated by the formula:

Net profit after interest and taxes

RONW =

Net worth

Where,

Net worth = Equity Capital + Reserves and surplus + Preference share capital –
Accumulated losses

Higher the ratio better are the results. The inter- firm comparison of this ratio
determines whether the investments in the company are attractive or not as the investors
would like to invest only where the return is higher.

3) Earning per share (EPS): EPS is an absolute measure of profitability and
identifies that how much each share has earned for the shareholders. Investors, in general,
look upon the EPS as the best yardstick to analyze their investment decision. It is
calculated by the formula:
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Net profit after tax – Preference dividend
EPS =

Total number of Outstanding Equity shares

This measure helps in determining the market price of the equity shares of the
company. Further it also helps in estimating the company’s capacity to pay dividend to its
equity shareholders.

4) Growth in EPS: It is a relative measure of financial performance that indicates
the growth in per share earning in the current year over the previous year’s earning per
share and is determined by the formula:

EPS of the current year – EPS of the previous year
Growth in EPS = × 100

EPS of the previous year

Higher this ratio, better it is.

5) EVA as a percentage of capital employed (EVACE): It indicates that how
much value has been added by the company at given level of capital employed and is
determined by the formula:

EVA

EVA as a % of capital employed =

Invested capital

Financial Performance of Infosys Technologies Limited

The financial performance of Infosys based upon the traditional parameters as well as
value-based measures is presented in table 3.

Table 3: Traditional Versus Value based performance indicators of ITL

Ratios

Years

ROCE (%) RONW (%) EPS EPS Growth (%) EVACE (%)

1997-98 46.09 42.24 9.13 79.37 15.29

1998-99 63.51 54.16 20.71 126.84 18.84

1999-00 46.27 40.63 43.23 108.74 18.34

2000-01 62.62 56.08 94.23 117.97 35.00

2001-02 54.37 46.57 122.12 29.60 29.40

2002-03 46.91 38.78 144.68 18.47 21.79
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2003-04 48.10 40.68 187.38 29.51 22.07

2004-05 51.43 43.77 276.95 47.80 26.14

Source: Annual reports of infosys technologies from 1997-1998 to 2004-2005

Table 3 shows a fluctuating trend in both ROCE (%) and RONW (%) over the
period under study. ROCE was 46.09% in 1997-98 and it increased to 62.62% in 2000-01
and 51.43% in the year 2004-05. Highest ROCE can be seen in the year 1998-99 and a
little less in the year 2000-01. But overall, it is more than 45% in all the years. Similarly,
RONW has also shown a fluctuating trend during the period under study. It reduced to
40.63% in the year 1999-2000 as compared to 54.16% in 1998-1999 and then shot up and
reached to 56.08%, the highest, during the year 1998-99. Then it reduced to 38.78% in
the next two years and then following an increasing trend it finally reached at a level of
43.77% in 2004-05.

EPS shows an upward trend during the period under study. It increased from Rs.
9.13 in 1997-1998 to Rs. 122.12 in 2000-02 and finally to 276.95 in 2004-2005. EPS
growth (%) on the other hand showed an increasing trend for the first four years i.e. from
1997-98 to 2000-2001 and then it reduced to 18.47% in 2002-03. During the last two
years of study, EPS growth rate again showed an increasing trend. So, an analysis of the
financial performance of ITL indicates that all the parameters like ROCE, RONW, EPS
and EPS growth indicated the impressive performance of the company during the period
under study except in the years 1999-2000 and 2000-01, which was due to some
unprecedented instability in the technology sector in the US which contributed a
slowdown in overall world economy.

Section IV

DATA ANALYSIS

In this section, it has been analyzed whether ROCE and EVACE have any significant
relationship between them. For this purpose, Karl Pearson’s coefficient of correlation has
been used. The result shows r = .88 that indicates a high degree of positive correlation
between ROCE and EVACE.

Regression analysis has been used to establish a cause and effect relationship
between the two variables. For this analysis, EVACE is taken as a dependent variable i.e.
Y and ROCE as an independent variable i.e. X. The Regression equation of EVACE (Y)
on ROCE (X) comes out to be Y = .794X – 17. The estimated values of EVACE on the
basis of above regression equation model and the application of chi-square test are given
below in table 4.

Hypothesis

H0 – Null Hypothesis – There is no significant difference between observed and expected

values of Y i.e. EVACE.
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H1 – Alternate Hypothesis - There is a significant difference between observed and
expected values of Y i.e. EVACE.

Table 4: Calculation of Chi-square with Original and Estimated values of EVACE (%)

Table 4 shows a difference between observed and estimated values of EVACE
(%). In order to identify that whether this difference is significant or not, chi- square test
has been applied. The calculated value of χ2 comes to 2.609 which is less than its table
value i.e. 14.1 at 5% level of significance for 7 degrees of freedom. Hence the null
hypothesis is accepted and fit is considered to be good. It indicates that the divergence
between observed and expected values of EVA as a percentage of capital employed
(EVACE) is not significant and it is attributed to sample fluctuations only. Therefore, it
can be concluded that the shareholders expectations about value creation are being
fulfilled by ITL.

Section V

CONCLUSIONS AND SUGGESTIONS

The trend in EVA figures clearly depicts that the company has been successfully able to
generate value for its shareholders. The objective of shareholder’s value creation is not
only achieved in words but in true spirit, as its earnings are much higher than the overall
cost of capital. Company is using the concept of EVA for fixing the targets, analyzing the
financial performance of the company and while taking various investment decisions.
Moreover, the comparison between traditional and value based performance measures of
the company clearly shows that traditional performance measures like ROCE, RONW,
EPS are overstated when compared to the value based measures because they don’t take
cost of equity into account. So, it can be concluded that traditional parameters have
shown a quite rosy and positive picture of company’s performance in almost all the years
but not so with EVA. Hence, the traditional measures of financial performance seem to
have failed in reflecting the true view of the financial performance of the company.

Year ended
31st March

Original
Value (O)

Estimated
Value (E)

(O - E) (O - E)2 (O - E)2 / E

1998 15.29 19.595 -4.305 18.537 0.946

1999 28.84 33.427 -4.587 21.04 0.629

2000 18.34 19.738 -1.398 1.9555 0.099

2001 35 32.72 2.28 5.1971 0.159

2002 29.4 26.17 3.23 10.434 0.399

2003 21.79 20.247 1.543 2.3823 0.118

2004 22.07 21.191 0.879 0.7719 0.036

2005 26.14 23.835 2.305 5.3111 0.223

196.87 196.92 2.609
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It has been further identified that both ROCE and EVACE are positively correlated. Thus,
this relationship can be applied to establish a cause and effect relationship for forecasting
and decision making purposes. The results of chi-square test also reveal that there is no
significant difference between the expectations of shareholders regarding value creation
and actual value created by the company. Hence, ITL is successful in achieving the goal
of shareholder value creation.

Finally, it can be concluded that ITL, as reflected by traditional parameters and EVA both,
is a financially sound company. Here, the objective of shareholder value creation is being
followed and achieved in true sense. Though Infosys Technologies Limited has not
considered economic adjustments while calculating EVA, it can’t be said that EVA
figures reported are misleading. Rather company can provide a more reliable view of
company’s value addition by taking these adjustments into account. So, not just Infosys
Technologies Limited but other companies must also compute and publish EVA
statement in its annual reports to show the true picture of company’s financial
performance.
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