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SYNOPSIS

          The study entitled Wealth Maximization is done at ACC Limited, Coimbatore. ACC limited is a manufacturing firm, which engages in business by providing all types of cement to the customers. The study was carried out with a limited data collected from the concern.

          The study is based on secondary data from published Annual report and past five financial years of the concern. The study mainly aimed to identify and to pay attention on Market value and Economic value.

     The study reveals that the firm can be said to have earned profit without meeting financial costs of the source of finance. The EVA approach is in with the basic financial tenet of cost to have true profits.
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CHAPTER – I

INTRODUCTION

         
A study on “Wealth Maximization” was carried out in ACC Limited, Coimbatore. This chapter provides an introduction to

· The Cement Industry

· ACC Limited and

· Wealth Maximization concepts

1.1 CEMENT INDUSTRY

         The Indian cement industry has seen an extended upturn on the back of the Government’s thrust on infrastructure development. While the industry has sustained a growth of 8 per cent (CAGR) for the last one and half decades, projects such as the National Highway Development Programme (NHDP) and the construction boom in several metros have only buffeted cement demand.

Robust demand to continue
        The industry on the whole has witnessed good demand growth across the country in the nine months from April-December 2005 with South India having recorded highest growth. This is largely due to the glut of developmental work in progress and also the low base in the previous year. Eastern India has been quite good followed by North India, which has seen normal growth.

Infrastructure-driven demand push

        The bulk of cement demand is from housing and commercial development of which metros account for a significant amount. It is estimated that Mumbai, which consumes almost six million tonnes, along with pune, accounts for 45 per cent of Maharashtra cement consumption. Bangalore consumes four million tones and Chennai around three million tones. “These are really the growth clusters. Today bulk of the demand is driven by housing and commercial construction and as infrastructure picks up.

Narrowing demand-supply gap

     
  The industry has been adding capacity of 6-7 million per annum by brown field expansion and de-bottlenecking which is expected to partly cater to the requirement because it is growing by around 10 million tonnes per annum. There is a couple of million tonnes capacity coming up so although the situation will remain tight, there is unlikely to be a shortage.

Challenges before the industry
       The last few years have seen the cement industry pushing hard to cope with rising costs. While on the one hand, costs from the energy side have been rising the industry has also had to cope with logistical issues and has many issues with the current tax structure. Energy costs account for half of the cost of production of cement.

Freight/logistics problems

       The importance of freight for the cement industry cannot be emphasized enough. While in the last few months, railways have been steadily losing freight to road sector they have been confined to long distances. This wought only reach the first level of sale and additional costs are involved to take it further.

High taxes

       According to the Cement Manufactures Association (CMA), total taxes and duties on cement come to around Rs.900 a tonnes or Rs.45 a bag. “So at a price of Rs.150 a bag in the market, one third is accounted for by taxes and duties; which is high for such a basic product. This includes excise duty. sales tax and royalty on limestone which is one of the highest as a percentage of the pithead cost”.

      The industry has strategically located plants, particularly in Gujarat, which can access the gulf market. The key factors are proximity to market, good cost structure and infrastructure and also now, attractive prices. The key determinant is location because plants far from seaports lose the advantage of freight costs.

1.2 ACC Limited

ACC Limited is India's foremost manufacturer of cement and concrete. ACC's operations are spread throughout the country with 14 modern cement factories, more than 30 Ready mix concrete plants, 20 sales offices, and several zonal offices. It has a workforce of about 10,000 persons and a countrywide distribution network of over 9,000 dealers. ACC's research and development facility has a unique track record of innovative research, product development and specialized consultancy services. 

Since its inception in 1936, the company has been a trendsetter and important benchmark for the cement industry in respect of its production, marketing and personnel management processes. Its commitment to environment-friendliness, its high ethical standards in business dealings and its on-going efforts in community welfare programmes have won it acclaim as a responsible corporate citizen. ACC has made significant contributions to the nation building process by way of quality products, services and sharing its expertise.

In the 70 years of its existence, ACC has been a pioneer in the manufacture of cement and concrete and a trendsetter in many areas of cement and concrete technology including improvements in raw material utilisation, process improvement, energy conservation and development of high performance concretes.

ACC’s brand name is synonymous with cement and enjoys a high level of equity in the Indian market. It is the only cement company that figures in the list of Consumer Super Brands of India.

The company's various businesses are supported by a powerful, in-house research and technology backup facility - the only one of its kind in the Indian cement industry. This ensures not just consistency in product quality but also continuous improvements in products, processes, and application areas. ACC has rich experience in mining, being the largest user of limestone, and it is also one of the principal users of coal. As the largest cement producer in India, it is one of the biggest customers of the Indian Railways, and the foremost user of the road transport network services for inward and outward movement of materials and products.

ACC has also extended its services overseas to the Middle East, Africa, and South America, where it has provided technical and managerial consultancy to a variety of consumers, and also helps in the operation and maintenance of cement plants abroad. 

ACC is among the first companies in India to include commitment to environmental protection as one of its corporate objectives, long before pollution control laws came into existence. The company installed pollution control equipment and high efficiency sophisticated electrostatic precipitators for cement kilns, raw mills, coal mills, power plants and coolers as far back as 1966. Every factory has state-of-the art pollution control equipment and devices. 

ACC demonstrates the practices of being a good corporate citizen undertaking a wide range of activities to improve the living conditions of the under-privileged classes living near its factories. 
PRODUCTS

· ACC’s range of cement and blended cements are marketed through a network of 11 regional marketing offices, 16 area offices and 160 warehouses.

· This is backed by a countrywide network of over 9,000 dealers.

· Such an all pervasive Marketing network has enabled ACC to consolidate itself with a national presence and the customer is assured of being able to get quality ACC products when and where he wants them.

· Complementing this is a unique customer services cell comprising qualified civil engineers who assist and advice customers with prior and post sales services.

· Keeping pace with changing times and an ever-growing need for specialized services. ACC has begun offering its Marketing expertise and distribution facilities to other producers in cement and related areas.

· ACC has franchising agreement for cement marketing with Alcona cement company Goa.

· ACC also export cement to SAARC nation especially Nepal and Bangladesh on a regular basis. 

ACC manufactures the following types of cement in addition to which it provides bulk cement and ready mix concrete.

· Ordinary Portland Cement

· Composite Cement

· National Brands

· 43 Grade Cement (OPC 43 Grade)

           ACC Cement is the most commonly used cement all constructions including plain and reinforced cement concrete, brick and stone masonry. Floors and plastering.

         ACC cement is marketed in specially designed 

50 kg bags with golden yellow bands along the sides.

STRATEGIES AND POLICES

Safety Policy 

· Madukkari cement works has secured may state level and national awards for safety purpose. 

· National Safety day is celebrated every year with long programmes and various competitions.

· The year 1997 was “An Accident Free Year”.

Aim’s of ACC

         “Work Safety all the while goes home happily with a smile”.

ACC’s Vision Statement: (Five Diamonds)

· It’s a leading organization 

· It’s a Customer driven organization

· It’s a great place to work 

· It’s the most efficient cement producer

· All inspires Trust and Respect.

The Zero Targets

Zero defects        – In Production

Zero Complaints – From Customer

Zero Breakdown - In machinery  

Zero accidents     - In the unit are being aimed.

Company Policies 

Quality Control System Policy

· Build quality in do not sort bad quality out

· Quality improvement is limitless and therefore is continuous.

· Concern for the quality is for the entire organization and not just for product.

Environment Management System Policy

· Prevent pollution and minimize fugitive emission from all activities of the works. 

· Comply with all relevant Legal and regulatory requirements

· Conserve key resources such as water and energy. Minimize generation of solid waste arid take appropriate action for reuse.  

Welfare Measures at ACC

· Housing 

· Colony Maintenance

· Sports Club

· Uniforms

· Safety measures @ Acc

· For all employees safety equipment like helmet book and raincoat is given 

· School bus 

· Swimming pool 

1.3 Wealth Maximization Concepts

The term valuation implies the task of estimating the worth/value of an asset, a security or a business .The price an investor or a firm (buyer) is willing to pay to purchase a specific asset/security would be related to this value. Obviously, two different buyers may not have the same valuation for an asset/business as their perception regarding its worth/value may vary. One may perceive the asset/business to be of higher worth (for whatever reason) and hence may be willing to pay a higher price than other. A seller would consider the negotiated selling price of the asset/business he is selling.

Evidently there are unavoidable subjective considerations involved in the task of business valuation is more awesome than that of an asset or an individual security. In the case of business valuation, the valuation is required not only of tangible assets(such as plant and machinery, land and buildings, office equipments, and so on) but also of intangible assets(like good will, brands, patents, trademark and so on) as well as human resources that run/ manage the business. Likewise there is an imperative need to take into consideration recorded liabilities so that the buyer is aware of the total sums payable, subsequent to the purchase of business.

     Thus, the valuation process is affected by subjective consideration. In order to reduce the element of subjectivity to a market extent, and help the finance manger to carry out a more credible valuation exercise in an objective manner the following concepts of value are explained in this section.

i) Book value

ii) Market value

iii) Intrinsic value

iv) Liquidation value

v) Replacement  value

vi) Salvage value

vii) Value of goodwill

viii) Fair value

Book value

          Book value of an asset refers to the amount at which an asset is shown in the balance sheet of a firm.

          Book value of a business refers to total book value of all valuable assets (excluding fictitious assets, such as accumulated losses and deferred revenue expenditures, like advertisement, preliminary expenses, cost of issue of securities not written off) less all external liabilities (including preference share capital). It is also referred to as net worth.

Market value

          Market value of a business refers to the aggregate market value (as per stock market quotation) of all equity shares outstanding. The market value is relevant to listed companies only.

Intrinsic/Economic value  

          Asset is equal to the present value of incremental future cash inflows likely to accrue due to the acquisition of the asset; discounted at the appropriate required rate of return (applicable to the specific asset intended to be purchased) it represents the maximum price the buyer would be willing to pay for such an asset. The principle of valuation based on the discounted cash flow approach (economic value) is used in capital budgeting decision.

Liquidation value

          Liquidation value represents the price at which each individual asset can be sold if business operations are discounted in the wake of liquidation of the firm. In operational terms, the liquidation value of a business is equal to the sum of (i) realizable value of assets and (ii) cash and book balances minus the payments required to discharge all external liabilities. In general among all measures of vale the liquidation value of an asset/ or business is likely to be the least.

Replacement value

          The replacement value is the cost of acquiring a new asset of equal utility and usefulness. It is normally useful in valuing tangible assets such as office equipment and furniture and fixtures, which do not contribute towards therevenue of the business firm.

Salvage value

          Salvage value represents realizable/scrap value on the disposal of assets after the expiry of their economic useful life. It may be employed to value assets such as plant and machinery. Salvage value should be considered net of removal costs.

Value of goodwill

          The value of goodwill in terms of the present value of super profit method can serve as a useful benchmark in terms of the amount of goodwill the firm would be willing to pay for the acquired business.

Fair value

          Fair value is the average of book value, market value and intrinsic value.

Method of valuation

          The various approaches to valuation of business with focus on equity share valuation are examined. These approaches should be viewed as providing a range of values catering to varied needs, depending o the circumstances. The major approaches namely the,

i) Asset- based approach to valuation 

ii) Earnings based approach to valuation

iii) Market value based approach to valuation

iv) The fair value method to valuation

v) Market value added approach (MVA)

vi) Economic value added approach (EVA)

Asset- based approach to valuation

          Asset-based approach focuses on determining the value of net Assets from the perspective of equity share valuation.

          The net assets value, total external liabilities (including preference share capital payable are deducted from total assets (excluding fictitious assets). The company’s net assets are computed as per equation.Net worth or equity/ ordinary shareholders funds. 

Earnings based approach to valuation

          The P/E ratio (also known as the P/E multiple) is the method most widely used by finance managers, investment analysts and equity shareholders to arrive at the market price of an equity share.

Market value based approach to valuation

           The net earning/profits is after deducting taxes, preference dividend and after adjusting for exceptional and extraordinary items (related to both income and expenses/losses) and minority interest. The EPS is to be multiplied by the P/E ratio to arrive at the market price of equity share.
The fair value method to valuation

          Variant of cash flow approach is to discount free cash flows to the firm (FCFF) instead of operating cash flows. The FCFFS are computed by deducting incremental investments in long-term assets as well as investment in working capital from operating cash flows.

Market value added approach (MVA)

Market value added approach measures the change in the value of the firm from the perspective of all the providers of funds (i.e., Shareholders as well as debenture holders)
Economic value added approach (EVA)

 Economic value added approach measures the true profit position of the firm. Economic principle in this method is to determine whether the firm is earning a higher rate of return on the entire invested funds than the lost of such funds.
Return on Investment (ROI)

  A performance measure used to evaluate the efficiency of an investment or to compare the efficiency of a number of different investments. To calculate ROI, the benefit (return) of an investment is divided by the cost of the investment; the result is expressed as a percentage or a ratio.  
 Return on investment is a very popular metric because of its versatility and simplicity. That is, if an investment does not have a positive ROI, or if there are other opportunities with a higher ROI, then the investment should be not be undertaken.

Return on Capital Employed (ROCE)

ROCE is a ratio that indicates the efficiency and profitability of a company's capital investments. 
1.4 OBJECTIVES OF THE STUDY

The objectives of the study are as follows

Primary Objective

· To study the performance of the company during the study period.

Secondary Objective
· To calculate EVA for a period of 5years.
· To calculate MVA for a period of 5years.
· To compare EVA with traditional measures like ROI, ROCE.
1.5. LIMITATIONS OF THE STUDY 

· The study has been undertakes for 5 financial years only i.e., (2003 to 2007).

· The validity of analysis and suggestions depends on the financial statements and reports provided by the company.

· The results of the study rely only on the secondary data.

1.6. Scope of the Study

· The Study could help in identifying specific areas in the business that might need managerial attention.

· The study will be useful for improving the financial health of the company

· The study will help to know the relationship and influence of different internal factors of a company over the price of equity share.

· The Study could help the investors to understand the overall performances of the company.

CHAPTER-III

RESEARCH METHODOLOGY

 Methodology is the structural framework that regulates process of research. It is a science of studying how research problems along with the logic behind them.

Research design

                 A research design consists of the blue print for the collection, measurement and analysis of data.

Analytical Research

            The research design used in the study is Analytical Research and in this research the researcher has to use facts or information already available and analyze these to make critical evaluation of the material.

Nature of Data

          The nature of data collected is secondary one. Secondary data are collected from the company’s balance sheet (2003-08)  and other records.

Statistical Tool used for Data Analysis

1. Asset-based approach to valuation

2. Earnings based approach to valuation

3. Market value based approach to valuation

4. Fair value Method to valuation

5. Market value added approach(MVA)

6. Economic value added approach(EVA)

7. Correlation

CHAPTER - III

REVIEW OF LITERATURE
             Literature survey is prepared depending on the study conducted that is reviewing of research already undertaken on related problem. All available literature concerning the problem at hand must necessarily be survey and examined before a definition of the research problem. This is done to find out what data and other materials, if any, are available for operational purpose. “Knowing what data are available often serves to narrow the problem itself as well as the technique that might be used. This would also help a researcher to know if there is certain gap in the theories, or whether the existing theories applicable to the problem under study are inconsistent with each other, or whether the findings of the different studies do not follow a pattern consistent with the theoretical expectations and so on. All this will enable a researcher to take new strides in the field for furtherance of knowledge i.e., he can move up starting from the existing premises. Studies on related problem are useful for indicating the type of difficulties that may be encountered in the present study as also the possible analytical shortcomings. At times such studies may also suggest useful and even new lines of approach to the present problem.  

Charles J. Fausold and Robert J. Lilieholm (1996)1.This study reviews several approaches for measuring and expressing the economic value of open space, and summarizes examples of each from published reports and research findings. Included are fiscal impact studies, market and enhancement value, natural system value, use and nonuse value, production value, the revenue generated by open space-related activities, and various intangible values. These values are not universally present within a given community, nor are they quantitatively additive. However, a comprehensive consideration of the multiple values of open space will better inform community decisions about land conservation and development.

Andrew Worthington, Tracey West (2000)2 . The increasing pressure on firms to deliver shareholder value, there has been a renewed emphasis on devising measures of corporate financial performance and incentive compensation plans that encourage managers to increase shareholder wealth. One professedly recent innovation in the field of internal and external performance measurement is a trademarked variant of residual income known as economic value-added (EVA). This study attempts to provide a synoptic survey of EVA’s conceptual underpinnings and the comparatively few empirical analyses of value-added performance measures. Special attention is given to the GAAP-related accounting adjustments involved.

Andon , Paul; Baxter, Jane, Bradley. (2001)3Three case studies from Australasian service organizations explore the economic value of customers to an organization (EVCO). Customer lifetime valuation, a form of discounted cash flow analysis, was used in two of these organizations. Customer profitability analysis, a form of activity-based costing, was used in the third. Insights arising from the measurement of EVCO changed the management of customer relationships -- new pricing strategies were introduced and loyalty and product cross-holdings were rewarded.

Karam Pal, Jasvir S.Sura (2008)4.The role of a manager is to maximize the wealth of shareholders by the efficient allocation of resources. With increasing pressure to operationally, this objective or to deliver shareholder value, there has been a renewed emphasis on devising new measure of corporate financial performance. One recent innovation in the field of internal and external financial performance measurement is trade marked variant of residual income known as Economic Value Added (EVA). This study attempts to provide a review of research studies on EVA's conceptual underpinnings and its empirical and theoretical analysis and traditional performance measures with the aim of finding the relationship between shareholders value and various performance measures and plugging the gap, if any. The result of this study offer that according to practitioners EVA dominates traditional measures in explaining stock return and firm value; but academician found traditional measures too equally important in explaining market value of shares. 

Ahindra Chakrabarti(2006)5 . The concept of Economic Value Added (EVA) has got wide acceptance as the key indicator of performance ever since industry started shifting from the product-centric world of the past to the value-centric world of the future. Economic Value Added estimates a particular type of economic profit, which states that in order to earn genuine profits, it is not only necessary for a company to earn sufficient profit to cover the firm's operating costs, but also to cover the cost of capital. A positive EVA indicates that value has been created for shareholders by the company, and a negative EVA signifies that value has been destroyed by the firm during the period of operation. The study also suggests that capital charge is not the only deciding factor of EVA, better management of operating costs will also help the companies to contribute to positive EVA.

Dr. Lokanandha Reddy Irala , Raghunatha Reddy (2006)6 . For the past two decades many countries started transforming their economies from traditional protected ones to those of more liberalized, globalize and market driven. This period has also seen the economies becoming more knowledge oriented and Human Resources started assuming more prominence in the growth of the economies and businesses posing a greater challenge for companies to acquire and retain talented workforce (especially at the strategic & managerial levels). 
            

 The knowledge economy also started witnessing the rapid rise of the agency problem- conflict of interest between managers and owners. So it is very essential to align the interests of the mangers and shareholders or at least reduce the difference between them. In this regard Economic Value Added has been seen as better alternative to the stock price and traditional performance measures. 

While successful EVA stories in the west are quite encouraging, Corporate India is slowly catching up the EVA adoption. Although not a panacea, EVA based compensation plans will drive managers employ a firm's assets more productively and EVA should help reduce the difference in the interests of the managers and shareholders, if not perfectly align them.

XUE Y, BREMER M (2003)7 . This study examines whether Economic Value Added (EVA) has a stronger correlation with a firm's stock market value than Net Operating Profit after Taxes (NOPAT) and other financial performance measures with data from the Tokyo Stock Exchange. EVA is a modern measure of economic profit that can be used by managers to measure financial performance; it is the difference between the return on a company's invested capital and the weighted average cost of capital multiplied by the amount of invested capital. In general NOPAT has a higher correlation with market value than EVA. Yet, when measured in terms of changes, EVA has relatively more information than NOPAT and other performance measures, and is able to explain more of the change in firm value. Furthermore, companies that incorporate EVA in their business decisions tend to perform better than their non-EVA adopting industry peers. They conclude that EVA is an effective management tool for Japanese firms. Japanese firms that use EVA in their business decisions and performance evaluation do create more value.

Andrew C. and West, Tracey A. (2001)8 .The increasing pressure on firms to deliver shareholder value, there has been a renewed emphasis on devising measures of corporate financial performance and incentive compensation plans that encourage managers to increase shareholder wealth. One professedly recent innovation in the field of internal and external performance measurement is a trade-marked variant of residual income known as economic value-added (EVA). This study attempts to provide a synoptic survey of EVA’s conceptual underpinnings and the comparatively few empirical analyses of value-added performance measures. Special attention is given to the GAAP-related accounting adjustments involved in EVA-type calculations.

Andrew Worthington and Tracey West (2000)9 . The increasing pressure on firms to deliver shareholder value, there has been a renewed emphasis on devising measures of corporate financial performance and incentive compensation plans that encourage managers to increase shareholder wealth. One professedly recent innovation in the field of internal and external performance measurement is a trade-marked variant of residual income known as economic value-added (EVA). This study attempts to provide a synoptic survey of EVA’s conceptual underpinnings and the comparatively few empirical analyses of value-added performance measures. Special attention is given to the GAAP-related accounting adjustments involved in EVA-type calculations. 

Johann de Villiers (1998)10. Economic Value Added (EVA) is calculated by subtracting the opportunity cost of the capital from profits generated. This study explains the extent to which EVA is distorted by inflation, and finds that it cannot be used under inflation to estimate actual profitability. The study develops an adjusted EVA (AEVA) calculation procedure which provides a better estimate of actual profitability under inflation. It suggests that AEVA be used instead of EVA for financial decision-making under inflation. AEVA also provides an alternative to inflation accounting, and could be used under inflation to estimate actual profitability from conventional historical cost accounts.

Sullivan, William G, Needy, Kim Lascola (2000)11. This study discusses a measure for estimating the wealth creation potential of capital investments in manufacturing. The measure, called "Economic Value Added," has recently become popular in the United States and can be derived from an after-tax analysis of cash flows generated by a capital investment. A proposed investment in manufacturing capacity is analyzed to illustrate the after-tax cash flow calculations required to determine its EVA potential. 

Salmi, Timo and Ilkka Virtanen (2001)12.The value-based management performance measure EVA® introduced by Stern Stewart & Co. is an incarnation of the underlying residual income (RI) concept. The concept is evaluated and compared with traditional profitability measures within a controlled simulation framework. It is observed that EVA is very sensitive to its cost of equity component, but it is unexpectedly insensitive to its cost of debt component under regular conditions. EVA and its variability are observed to be strongly affected by the firm's growth policies because of leverage effects. EVA is observed to be much more unstable than the traditional return on investment and directly related to the return on equity measure. Methodologically, the paper demonstrates the advantages of using a controlled simulation approach in financial research. 

Shimin Chen (1998)13.Motivated by the popular press´ hailing of Economic Value Added (EVA) as the best performance measure of a company’s value creation, this study examines the value relevance of three profitability measures: operating income (OI), residual income (RI), and EVA. Based on a formal valuation model of stock returns developed by Easton and Harris (1991), we find that all three profitability measures have information content in terms of value-relevance. However, contrary to the claim of EVA advocates, our evidence does not support the assertion that EVA is the best measure for valuation purpose. In contrast, the OI regressions tend to show higher R2 than the RI regressions, which in turn have higher R2 than the EVA regressions, although the differences are statistically insignificant.

Branko Novak (2002)14.Changes in corporate governance bring value creation for shareholders to focus of modern companies. This process expanded from USA to Europe and it is certain that it will have influence on Croatian companies. Economic value added and market value added concept evolved on critics of accounting measures of company performances. To get economic value added that represent real increase of value for owners, numerous adjustments of accounting data are necessary. These adjustments give us net operating profit after taxes and invested capital. Multiplying capital with average cost of capital equals cost of capital expressed in money units. If net operating profit after taxes is greater than cost of capital, economic value is created for the owners. Calculations of economic value added were made for Croatian company that can be considered successful according to accounting performance criteria. According to economic value added criterion this company destroys value for its owners. Economic value added measurement is only first step in changing corporate governance for value creation. Now the companies need value added management that is condition for value creation for owners, customers and employees.

C. Scheel (2005)15.The most effective economic impact of Information, Telecommunications and Computer Technologies (ICTs) on the competitive performance of a company is achieved when technologies are used to enable synergies among companies' core business activities, their supporting industrial structures and their external drivers, all together under a holistic framework and a common strategic vision of high competitiveness performances. Within this framework, it is possible to identify the effective influence of technological enablers over the regional macroeconomic drivers, the attractiveness of industrial sectors, their related and complementary industries, the strategic performance of individual companies, and, finally, over specific core processes of the business units, so as to create unique industrial competitive drivers. The purpose of this study is to identify the ICT mechanisms, systems and strategies capable of creating effective economic value added, wealth and shared prosperity for firms, for their industrial sectors and for the communities of regions mainly of less developed countries.

 In (2006)16 Graham.R&D and patent are viewed as two major proxies of intellectual capital in the literature of industrial economics. Since 80% of a company's value is intangible, conventional accounting measures are insufficient for determining the effect of intellectual capital. Whereas Economic Value Added (EVA) can provide a framework for valuation of intellectual capital, this study applied EVA to evaluate the effect of R&D and patent. Main objective of his study is the valuation of R&D and patent, and clarifies the relative importance of them. Additionally, this study determined whether EVA reflects economic reality of R&D and patent more accurately than conventional measures do. The theoretical basis for this study is a knowledge production function explaining the effects of traditional production factors (including physical capital and labor) and intellectual capital factors (including R&D, international granted patents and national granted patents) on a firm's sales and EVA. Time-series cross-section panel data from 219 Taiwanese electronic manufacturers between (1990-2003) were employed for the fixed effect analysis in the model. Major empirical results show obvious differences among the effects of R&D and patent, and EVA method is proved to be an appropriate proxy of economy reality to capture the value of R&D and patent.
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CHAPTER IV

ANALYSIS AND INTERPRETATION

The data after collection has to be processed and analysed in accordance with the outline laid down for the purpose at the time of developing the research plan. This is essential for a scientific study and for ensuring that we have all relevant data for making contemplated comparisons and analysis. Technically speaking, processing implies editing, coding, classification and tabulation of collected data so that they are amenable to analysis. The term analysis refers to the computation of certain measures along with searching for patterns of relationship that exist among data- groups. Thus, “in the process of analysis, relationships or differences supporting or conflicting with original or new hypotheses should be subjected to statistical tests of significance to determine with what validity data can be indicate any conclusions”.   
          Interpretation refers to the task of drawing inferences from the collection facts after an analytical and/or experimental study. In fact, it is a search for broader meaning of research of findings. The task of interpretation has two major aspects viz., (i) the effort to establish continuity in research through linking the results of a given study with those of another, and (ii) the establishment of some explanatory concepts. “In one sense, interpretation is concerned with relationships within the collected data, partially overlapping analysis. Interpretation also extends beyond the data of the study to include the results of other research, theory and hypothesis”. Thus, interpretation is the device through which the factor that seem to explain what has been observed by researcher in the course of the study can be better understood and it also provides a theoretical conception which can serve as a guide for further researches. 
Asset Based Approach to Valuation


Asset-based approach focuses on determining the value of net Assets from the perspective of equity share valuation.


The value of net assets is also known as net worth or equity/ ordinary shareholders funds. Assuming the figure of net assets to be positive, it implies the value available to equity shareholders after the payment of all external liabilities. 


Net assets = Total assets – Total external liabilities


TABLE 1


NET ASSETS


Rs in Crore

	Year
	Total Assets
	Total External Liabilities
	Net Assets
	Increase/Decrease



	2003-04
	2810.64
	337.70
	2472.94
	_



	2004-05
	3046.22


	375.23
	2670.99
	108

	2005-06
	3613.30


	400.38
	3212.92
	130

	2006-07
	4953.26
	431.45
	4521.81
	            183



	2007-08
	4379.62
	420.72
	3958.90
	160



	Average
	3760.608


	393.096


	3367.51
	


The total net asset has an increasing pace from the year 2003 till 2006. The net asset of the company has increased by 108% in 2004-05, 130% in 2005-06 and 183% in 2006-07. But in the year 2007-08 net asset has decreased by 160%. Thus, there is a drastic increase over period. The average of Net asset is Rs.3367.51 crore.
CHART 1
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Net assets per share

Net assets per share can be obtained, dividing net assets by the number of equity shares issued and outstanding. It indicates the net assets taking per equity share (also known as net worth per share).

Net assets per share = Net assets/ Number of equity shares issued and

                 Outstanding

TABLE 2

NET ASSET VALUE PER SHARE
                                                                                                            Rs in Crore

	Year
	Net Assets
	No of equity shares issued &outstanding
	Net Assets per share
	Increase/Decrease

 

	2003-04
	2472.94
	171.98
	14.37
	_



	2004-05
	2670.99
	178.24
	14.98
	104



	2005-06
	3212.92
	182.32
	17.62
	123



	2006-07
	4521.81
	191.42
	23.62
	165



	2007-08
	3958.90
	188.67
	20.98
	150



	Average
	3367.51
	182.52
	18.31
	



The net asset per share has an increasing pace from 2003 till 2006, of about 65 per cent over the year 2006-07. It has increased from 104% in 2005 to 123% in the year 2006 and then to 165% in the year 2007.  There was a decrease in 2007-08 when compared to previous years. It has decreased from 165% in 2007 to 150% in 2008. The average of Net asset value per share is Rs.18.31 crore

CHART 2

Net Asset per share
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Market price of equity share

The net earning/profits is after deducting taxes, preference dividend and after adjusting for exceptional and extraordinary items (related to both income and expenses/losses) and minority interest. The EPS is to be multiplied by the P/E ratio to arrive at the market price of equity share.

Market Price of equity share = Earning per share *Price Earnings Ratio

TABLE 3

MARKET PRICE OF EQUITY SHARE
                                                                                                      Rs in Crore
	Year
	EPS
	P/E Ratio
	MPS

	2003-04
	9.08
	5.00
	45

	2004-05
	11.68
	5.40
	63

	2005-06
	15.23
	4.41
	67

	2006-07
	12.18
	4.45
	54

	2007-08
	16.72
	3.65
	61

	Average
	12.97
	4.58
	58


Market price equity share has registered increasing trend from 2004-2006. Market price of an equity share has increased from Rs.63 crore in 2005 to Rs.67 crore in 2006. But in the year 2006-07 market price of equity share has decreased by Rs.54 crore. Market price equity share has increased to Rs.61 crore. The average of Market price of equity share is Rs.18.31 crore.
CHART 3

Market price of equity share
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Price Earnings (P/E) Ratio

The P/E ratio (also known as the P/E multiple) is the method most widely used by finance managers, investment analysts and equity shareholders to arrive at the market price of an equity share.

Price Earning Ratio = Market Price of Equity Share

                        Earning per Share

TABLE 4

PRICE EARNING RATIO
                                                                                              Rs in Crore

	Year
	MPS
	EPS
	P/E Ratio

	2003-04
	45.40
	9.08
	5

	2004-05
	63.15
	11.68
	5

	2005-06
	67.18
	15.23
	4

	2006-07
	54.26
	12.18
	4

	2007-08
	61.18
	16.72
	4

	Average
	58.23
	12.97
	4


Price earning ratio as registered increased by the ratio 5 in 2003-04 and remain same in 2004-05 as well. In 2005-06, the ratio decreased to 4 and it remains the same in 2006-07 and 2007-08. The average of Earning per share is Rs 12.97 crore.

CHART 4

Price earning Ratio
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Free cash flows to the firm
Variant of cash flow approach is to discount free cash flows to the firm (FCFF) instead of operating cash flows. The FCFFS are computed by deducting incremental investments in long-term assets as well as investment in working capital from operating cash flows.                        
                   ∞

The value of firm is = ∑       FCFF

                                     t=1     (1+K0) t

TABLE 5

*Calculation of Free Cash Flows to the Firm for the year 2003-04

	PARTICULARS
	Rs. In Crore

	After tax operating earning

(+) Depreciation, amortization and 

      non cash items

(-) Investment

Operating Free Cash Flows (OFCF)

FCFF

Operating Free Cash Flows

(+) After tax non-operating income                     
	     200.24

     101.14

301.38

  86.92

     214.46

     214.46

     103.14

     317.60


	Year
	FCFF
	PV Factor

(0.10)
	Value of the firm

	*2003-04
	*317.60
	0.909
	289

	 2004-05
	 184.06
	0.826
	152

	 2005-06
	 285.98
	0.751
	215

	 2006-07
	 342.47
	0.683
	234

	 2007-08
	 652.30
	0.621
	405

	Average
	356.46
	0.758
	259


TABLE 6

Valuation of firm 

                                                                                                            Rs in Crore

The value of the firm has decreased from Rs.289 crore in 2003-04 to Rs.152 crore in 2004-05. In 2005-06 the value of the firm increased to Rs.215 crore, then to Rs.234 crore in 2006-07 and further high increase to Rs.405 crore in 2007-08. Thus, there was an average increase over the period. The average value of the firm is Rs 259 crore.

CHART 5
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Market value added approach (MVA)

              Market value added approach measures the change in the value of the firm from the perspective of all the providers of funds (i.e., Shareholders as well as debenture holders)

             MVA= (total market value of the firm’s securities - equity shareholders

Funds+ preference share capital + debenture)

TABLE 7
MARKET VALUE ADDED
                                                                                                                 Rs in Crore       

	Year
	Market value of firm’s equity
	Equity capital investment funds
	MVA

	2003-04
	127.77
	295.35
	80.39

	2004-05
	375.74
	99.62
	28.15

	2005-06
	381.32
	334.17
	47.15

	2006-07
	894.98
	821.33
	73.65

	2007-08
	782.16
	731.19
	50.97

	Average
	512.39
	456.33
	56.06


The above table shows that, in the year 2003-04 MVA of the firm is Rs. 80.39 crore, further the market value has been decreased to Rs.28.15 crore in the year 2004-05. In 2005-06 the market value increased to Rs.47.15 crore and further to Rs.73.65 crore in 2006-07. In 2007-08 the market value has been decreased to Rs.50.97 crore. The average of Market value added is Rs 56.06 crore

CHART 6

Market value Added
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Economic Value added(EVA)

             Economic value added approach measures the true profit position of the firm. Economic principle in this method is to determine whether the firm is earning a higher rate of return on the entire invested funds than the lost of such funds.

                    EVA= (net operating profit after taxes – (total invested funds * WACC))

TABLE 8

ECONOMIC VALUE ADDED


           
        Rs in Crore       

	Particulars
	2003-04
	2004-05
	2005-06
	2006-07
	2007-08

	Sales Revenue
	3284.47
	2860.40
	5803.48
	3220.70
	7007.17

	(-)Operating cost
	788.78
	877.92
	2106.11
	1560.20
	3545.15

	Operating Profit
	2495.69
	1982.48
	3697.37
	1660.50
	3462.02

	(-) Tax
	998.27
	792.99
	1478.94
	664.20
	1384.80

	Net operating profit after tax
	1497.42
	1189.49
	2218.43
	996.30
	2077.22

	(-)Total investment * WACC
	111.49
	314.80
	916.30
	120.15
	920.18

	EVA
	1385.93
	874.69
	1302.13
	876.15
	1157.04


Average Return on capital employed = 1385.93+ 874.69+ 1302.13+876.15

                                                                                    5

                                                            = Rs.1157.04 crore

The above table shows that, in the year 2003-04 EVA of the firm is Rs.1385.93 crore, Economic value has decreased to Rs.874.69 crore in the year 2004-05 and it has increased to Rs.1302.13 crore during the year 2005-06. In 2006-07 EVA has decreased Rs.876.15 crore. In 2007-08 it has increased to Rs.1157.04 crore. The average of Economic value added is Rs.1119.18 crore 

CHART 7

Economic value Added
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Return on Investment
A performance measure used to evaluate the efficiency of an investment or to compare the efficiency of a number of different investments. To calculate ROI, profit on tax divided investment; the result is expressed as a percentage or a ratio.  

             ROI =    Profit on tax  
                                       Investment

TABLE 9

                  RETURN ON INVESTMENT


Rs in Crore

	Year
	Profit on Investment
	Investment


	ROI



	2003-04
	49.08


	127.77
	0.540

	2004-05
	165.48
	375.74
	0.440

	2005-06
	59.40
	293.75
	0.202

	2006-07
	201.30
	844.81
	0.579

	2007-08
	162.80
	503.54
	0.323

	Average
	127.61
	2145.61
	0.416


Return on investment has registered increased Rs 0.540 crore in the year 2003-04 and it has been decreased to Rs 0.440 crore in the year 2004-05. But in the year 2006-07 it has moderately increased to Rs 0.579 crore further it decreased to Rs0.323 crore in the year 2007-08. The average of Return on investment is Rs. 0.416 crore.

CHART 8
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Return on Capital Employed

A ratio that indicates the efficiency and profitability of a company's capital investments.
                                 ROCE       = Earning Before Interest and Tax

                                                        Total Assets-Total liability

TABLE 10

RETURN ON CAPITAL EMPLOYED
	Year
	2003-04
	2004-05
	2005-06
	2006-07
	2007-08

	Revenue
	3435.00
	2870.81
	5936.36
	3220.70
	7135.97

	(-)Operating Expenses
	788.78
	897.92
	2106.11
	1460.20
	3545.15

	           EBIT
	2646.22
	1972.89
	3830.25
	1760.50
	3590.82

	Total Assets
	2810.64
	3046.22
	3613.30
	4953.26
	4379.62

	   Current Liability
	715.63
	849.51
	1230.05
	2058.50
	2922.49

	         T.A-C.L
	2095.01
	2196.71
	2383.25
	2894.76
	1457.13

	         ROCE
	1.26
	0.89
	1.60
	0.60
	2.46


Average Return on capital employed = 1.26+ 0.89+ 1.60+0.60+2.46

                                                                                    5

                                                            = Rs.1.362 crore

From the above shows that in the year 2003-04 the return on capital employed of the firm is Rs1.26 crore. ROCE has decreased to Rs 0.89 crore in the year 2004-05.and it has increased to Rs 1.60 crore during the year 2005-06.in the year 2006-07 ROCE has decreased to Rs 0.60 crore. In 2007-08 it has increased to Rs 2.46 crore. The average of return on capital employed is Rs 1.362 crore.

CHART 9
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Continuing value 

                    The firm is expected to have attained a steady rate and starts growing at a stable growth rate, which is likely to continue in future year. The value determined after the explicit forecast period is referred to as the continuing value.

                            Continuing value = FCFF t+1
                                                              K0 – g

                            K0 = the interest costs are included as part of the discount rate.

                             g = the expected growth rate in net profit

                                                         =   FCFF6
                                                               K0 – g

                                                         =   652.30

                               
(10%-5%)

                                                         =   652.30
                                                                 5%

                                         Continuing value = 13046 crore

From the above calculation, it is found that the continuing value of the firm is Rs. 13046 crore. The normalized level of net operating profit less adjusted taxes (NOPLAT) grows at a constant rate and it invests the same proportion of its gross cash flow in business each year.


TABLE 10


CORRELATION BETWEEN EVA AND MVA

           The following table aims to find out the correlation between EVA & MVA.

	X
	X-X1
	X
	Y
	Y-Y1
	Y2
	Xy

	1385.93
	266.75
	71256
	80.39
	24.33
	591.94
	111415

	874.69
	-244.49
	59687
	28.15
	-27.91
	778.96
	24623

	1302.13
	182.95
	33537
	47.15
	-8.91
	79.38
	61395

	876.15
	-243.03
	59064
	73.65
	17.59
	309.40
	64528

	1157.04
	37.86
	1433
	50.97
	-5.09
	25.90
	58974

	5595.94
	0
	224973
	280.31
	0
	1785.58
	320935


          γ =                 ∑xy  

       
            [image: image11.png]


∑x2   * ∑y2   

                  19411.4



√224973   *√ 1785.58

                 19411.4

       


      20043

              = 0.96

The correlation between economic value added and market value added is positive and the coefficient of correlation is 0.96. Hence there is a high degree of positive correlation between the two variable i.e., as value of Economic value added goes up the market value added also go up.

TABLE 11

CORRELATION BETWEEN ROCE AND MVA

The following table aims to find out the correlation between ROCE & MVA.

	X
	X-X1
	X2
	Y
	Y-Y1
	Y2
	XY

	1.26
	-0.096
	0.0092
	80.39
	24.33
	591.94
	101.29

	0.86
	-0.496
	0.246
	28.15
	-27.91
	778.96
	24.20

	1.60
	0.244
	0.059
	47.15
	-8.91
	79.38
	75.44

	0.60
	-0.756
	0.575
	73.65
	17.59
	309.40
	44.19

	2.46
	1.104
	1.218
	50.97
	-5.09
	25.90
	125.38

	6.78
	0
	2.1032
	280.31
	0
	1785.58
	370.50


           γ        =                ∑xy  
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∑x2   * ∑y2   



                         37.258



√ 280.31 *√ 1785.58

                 37.258

       


      707.47

        = 0.52


The correlation between return on capital employed and market value added is positive and the coefficient of correlation is 0.52. Hence there is a high degree of positive correlation between the two variable i.e., as value of return on capital employed goes up the market value added also go up.

TABLE 12

CORRELATION BETWEEN NOPAT & MVA.

	X
	X-X1
	X2
	Y
	Y-Y1
	Y2
	XY

	1497.42
	-97.75
	2241009
	80.39
	24.33
	591.94
	120378

	1189.49
	-405.68
	1413721
	28.15
	-27.91
	778.96
	33484

	2218.43
	623.26
	4919524
	47.15
	-8.91
	79.38
	104599

	996.30
	-598.87
	992016
	73.65
	17.59
	309.40
	73377

	2077.22
	482.05
	4313929
	50.97
	-5.09
	25.90
	105876

	7975.86
	0
	13880199
	280.31
	0
	1785.58
	437714


γ        =                            ∑xy  
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 ∑x2   * ∑y2   


                     32241.76



√13880199   *√ 1785.58

                 32241.76



      1574.65

              = 0.20

The correlation between NOPAT and market value added is positive and the coefficient of correlation is 0.20. Hence there is a high degree of positive correlation between the two variable i.e., as value of NOPAT goes up the market value added also go up.

FINDINGS

· The average net asset of the company during the study period is 3367.51. Also it was highest in the year 2006-07 at 4521.81
· The average Net Assets per share of the company during the study period is 18.31. Also it was highest in the year 2006-07 at 23.62
· The average Economic value Added of the company during the study period is 1119.18. Also it was highest in the year 2002-03 at 1385.93
· The average Market value Added of the company during the study period is 56.06. Also it was highest in the year 2003-04 at 80.39
· The average Price Earning ratio of the company during the study period is 12.97. Also it was highest in the year 2004-05 at 5
· The average Market price of equity share of the company during the study period is 18.31. Also it was highest in the year 2005-06 at 67
· The average Value of firm of the company during the study period is 259. Also it was highest in the year 2007-08 at 406
· Continuing value of the company earns a constant return on the existing invested capital in year(2003-2008)

· The average Return on capital employed of the company during the study period is 0.416. Also it was highest in the year 2006-07 at 0.579
· The average Return on investment of the company during the study period is 1.362. Also it was highest in the year 2007-08 at 2.46
· The correlation between economic value added and market value added is positive and the coefficient of correlation is 0.96. i.e., as value of Economic value added goes up the market value added also go up.
· The correlation between return on capital employed and market value added is positive and the coefficient of correlation is 0.52. i.e., as value of return on capital employed goes up the market value added also go up.
· The correlation between NOPAT and market value added is positive and the coefficient of correlation is 0.20. i.e., as value NOPAT goes up the market value added also go up.
SUGGESTIONS

            At present the cement manufacturing unit is doing well in the market. The proposed project will assist the management to earn more revenue. In future they can mobilize more capital and can expand the firm. The following suggestions are given by the researcher based on the study,

· The investors, willing to pay a different price (other than one suggested by book value),are guided by the individual company’s future prospects, future growth, rates risk  complexion of the firm, industry to which the firm belongs, required rate of return.

· The firm can be said to have earned profits without meeting financial costs of the sources of finance. The EVA approach is in tune with the basic financial tenet of cost –benefit analysis; (i.e.) financial benefits have to be more than financial costs to have true profits.

CONCLUSION

Wealth Maximization is used to maximize the profitability of a firm or return on investment. This objective can be firm achieved either by increasing the Market value or by Economic value. The crux of the Wealth Maximization is the allocation of available resources to various proposals. There are many considerations economic as well as non-economic which influences the economic value decisions. The crucial factor that influences the Market value decision is the profitability of the prospective investment.

The Market value may be useful in determining share exchange ratio may provide an insight into the maximum loss, if the business is to be wound up. Hence Market value and Economic value are the efficient tools for Wealth Maximization. 
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