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Abstract  

The aim of the paper is to use a modified method of partial differences with the 
Taylor series to explain the impact of various factors on the change of EVA. The as-
sumption was that every company is in a different financial condition, so the impact of 
various factors on the EVA change is different. In case of studied company, in subse-
quent three years, different influences of various factors are observed, both of individual 
and combined factors as well. It means that for each company and each year managers 
should consider the factors that influence the EVA change. 
 
Keywords: economic value added, EVA, determinants, deterministic method, partial 
differences method. 
JEL Classification: G32, G12, M21, C10, C02. 
 
 
Introduction  

In recent years, we have seen more and more pressure on the boards of 
companies to show a rise in the value of their company in the context of share-
holder value. Shareholders are directly interested in the size of generated values. 
Managers should systematically follow information about value of the company, 
so that they would be able to make financial, organizational, marketing and al-
locative decisions through which an increase in company value will be obtained. 

The book value of the company illustrates the value of its assets in terms of 
the balance sheet on a specific day, which is a major drawback of such an as-



Causal analysis of the determinants influencing the Economic Value Added…  

 

53 

sessment because it relates to historical data, and an analysis based upon them is 
retrospective in nature. The economic value informs about the profitability 
strength of the company within a given time horizon, which increases the use-
fulness of this instrument in the process of managerial decisions. 

Management aimed at increasing the economic value requires determining 
and understanding factors, on which the generated value depends. For this pur-
pose, it is necessary to perform analysis with different degrees of detail. Such an 
analysis can be carried out at the level of the basic equation for the economic 
value, or this equation can be transformed analogically to the du Pont formula. 
Also, an analysis can be conducted according to the most basic components that 
create the ultimate economic value (starting with revenues from sales and in-
curred variable and fixed costs). It is difficult to say what level of detail is the 
best. It seems that in each case the decision should be taken by decision makers. 

The aim of this article is to use a modified method of partial differences 
with Taylor series to explain the impact of various factors on the EVA change 
on the example of one of the largest companies in the mining and metallurgical 
industry in Poland. Using this method, managers are acquainted with not only 
factors influenced the EVA change, but also the extent to which these factors 
explain changes. This will allow them (where possible) to react and control some 
factors that influence the growth of EVA. In most cases, calculations can be 
limited to determining the effect of individual factors, although in some cases 
the effect of combined factors should be identified. 

The assumption is that although it can be to some extent determined which 
factors affect the EVA change, every company is in a different financial condi-
tion, so the impact of various factors on the EVA change is different. Majority of 
methods is based on a regression analysis made for a smaller or larger group of 
companies. Usually the analyses concern specific sector of publicly listed compa-
nies, e.g. China’s Security Market [Chen & Qiao 2008], Telecom Operators in 
China [Li & Tang 2011], Consumer Product Sector (Indian Market) [Deene  
& Balappa 2007], JSE Securities Exchange (South Africa) [Hall 2002], Indone-
sia Stock Exchange [Khadafi & Heikal 2014], Bucharest Stock Exchange Mar-
ket [Tabara & Vasiliu 2013]. However, the results presented in these studies 
differ (sometimes) significantly. One can therefore conclude that the factors 
influencing EVA vary in different countries and different sectors. According to 
the author, these factors are also different for each company. Therefore, it seems 
that it is pointless to use regression analysis for a set of companies. These factors 
should be identified for each company individually. For this purpose, the deter-
ministic methods of cause and effect analysis can be used, however, their limita-
tion should be taken into account. Among these methods, perhaps only consecu-
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tive substitution method is used to determine the factors of EVA change [Bluszcz 
& Kijewska 2016; Trandafir 2015; Petrescu & Apostol 2009; Burja & Burja 2009]. 
While this method is relatively simple, the influence of substitutions order on the 
results is its disadvantage. Therefore, in this study the modified method of par-
tial differences with Taylor series is proposed to explain the impact of various 
factors on the EVA change. 

The next part of the paper is composed of three sections. Sections 1 pre-
sents different approaches to analyses of EVA in other works as well as the 
methods used to identification determinants of EVA. The description of method 
that is used in analysis is presented in Section 1. The results and key findings of 
the research and discussed in Section 3. The paper is closed with concluding 
remarks and comments to the assumptions. 
 
 
1. Literature review  

The concept of economic value added has found widespread acceptance rel-
atively recently, however, as Peter F. Drucker [1995] writes, this concept is 
based on something that has long been known: “what we generally call profits, 
the money left to service equity, is usually not profit at all. Until a business re-
turns a profit that is greater than its cost of capital, it operates at a loss”.  

 
1.1. Approaches to analyses of EVA 

Economic Value Added (EVA)1 has gained in popularity after the publica-
tion of Stewart’s book [1991], “The Quest for Value”. This gave rise to many 
scientific studies as well as discussions relating to many aspects of economic 
value. The most popular aspects concern the relationship of EVA and share pric-
es or stock returns [Farsio et al. 2004; Garvey & Milbourn 2000; Visaltanachoti 
et al. 2008], others concern the relationship of EVA and MVA (Market Value 
Added) [Stewart 1991; Kramer & Pushner 1997; Lehn & Makhija 1997], or value-
based management and EVA [Athanassakos 2007; Weissenrieder 1997]. There are 
plenty of publications on the very concept of EVA, methods of calculation and 
comparisons with other measures [Pal & Sura 2007; Young 1997; Shil 2009]. It is 
worth noting at least two papers, in which the authors make extensive review of 
literature on these subjects [Worthington & West 2001; Sharma & Kumar 2010]. 
There are some publications which analyze different factors affecting the EVA. 

                                                 
1  EVA® is a registered trademark of Stern Stewart & Co. 
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The method of regression analysis and factor analysis are most often used 
in the analysis of the factors influencing the EVA. For example, a multiple re-
gression analysis was used to investigate the factors influencing EVA for a set of 
more than 100 companies and for the period of 10 years in [Hall 2002] and for 
companies listed in China’s security market [Chen & Qiao 2008]. Also, regression 
analysis was performed for 65 Romanian companies listed on the Bucharest Stock 
Exchange Market [Tabara & Vasiliu 2013]. In some publications one of the de-
terministic methods - the method of consecutive substitutions was used [Bluszcz 
& Kijewska 2016; Trandafir 2015; Petrescu & Apostol 2009; Burja & Burja 2009]. 

Deterministic methods of casual analysis are quite often used for economic 
phenomena. Causal analysis lies in determining the factors influencing the stud-
ied economic indicator, and then evaluating the size of impact of these factors on 
the other deviations. Among deterministic methods of causal analysis most fre-
quently mentioned are consecutive substitutions, differentiation, residues, partial 
differences, indicator method, the proportional distribution of deviations, cross-
functional substitutions and logarithmic method [Bednarski et al. 1996, pp. 42-58; 
Żwirbla 2007, pp. 21-78; Jerzemowska (ed.) 2013, pp. 29-33; Żwirbla 2014]. 
These methods are of different labor-intensity, mathematical correctness and 
practical usefulness. Some of the deterministic methods that can be used to eval-
uate the various factors affecting the economic phenomena (but not EVA) are 
described in [Miculeac & Cechin-Crista 2014; Filatov & Nechaev 2014; Filatov 
& Ryabchenkova 2014].  

Among the deterministic methods mentioned earlier, consecutive substitu-
tions and residues methods are relatively simple. However, their main disad-
vantage is the impact of the order of substitutions on the results. In addition, 
conventional way of connecting combined with individual deviations distorts the 
results [Waśniewski & Skoczylas 2002, pp. 48-49]. Similarly, the functional 
method has, albeit to a lesser extent, also disadvantages. Logarithmic method 
gives quite good results, but in case of handling with negative financial indica-
tors, it cannot be applied. The method of partial differences in their traditional 
form although has many advantages, it raises a few objections, which are broad-
ly covered Żwirbla [2014]. Hence, a modified method of partial differences with 
the Taylor series is proposed. 

 
1.2. Decomposition of Economic Value Added 

Economic Value Added (EVA) is based directly on the assumption that 
value creation for owners occurs only when the profits generated by resources 
involved exceed the cost of capital employed. In its simplest form, EVA can be 
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defined as the difference between operating profit after tax (NOPAT) and the 
weighted average cost of capital invested, expressed in monetary units. This 
definition can be expressed by formulas [Hawawini & Viallet 2007, p. 545]: 

  ICWACCNOPATEVA ⋅−=   (1) 
or 

 ( ) ICWACCROICEVA ⋅−=   (2) 

where: 
NOPAT – Net Operating Profit After Taxes, 
IC – Invested Capital at the beginning of the period (year), 
ROIC – Return on Invested Capital, 
WACC – Weighted Average Cost of Capital. 

 
In practice, Stern Stewart & Co. makes a large series of adjustments. In this 

paper this aspect is omitted. 
With so written formula for EVA we can conclude that there are four main 

actions that maximize the economic value. They are as follows [Karame 2009; 
Scott 2001]: 
1) To improve the operations and efficiency through an increase in NOPAT 

margin (return on NOPAT). This can be achieved by, i.a., reducing produc-
tion costs, improving processes, producing according to the principle of Just-
in-Time. Such techniques as Lean Manufacturing, Six Sigma, Kanban, TQM, 
etc., would be helpful. 

2) To reduce the amount of capital invested. This means selling assets, reducing 
management costs, or maintaining the current level of sales while reducing 
working capital and fixed assets turnover. 

3) To optimize the capital structure; for example, to increase the debt in relation 
to equity, as far as it will decrease the WACC and does not put at risk the 
flexibility and security of the company. 

4) To invest capital profitably by allocating it in such a way that the value will 
be created. Possible activities include the acquisitions that generate value, in-
vesting in projects that generate a positive NPV or investment in marketing or 
research and development. 

The WACC in formulas (1) or (2) is calculated as [Hawawini & Viallet 
2007, p. 338]: 

 
V
DTr

V
ErWACC DE ⋅−⋅+⋅= )1(   (3) 
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where: 
rE – cost of equity,  
rD – cost of debt (interest-bearing), 
E – equity,  
D – interest-bearing debt,  
T – tax rate, 
V – enterprise value equal to the sum of invested equity and interest-bearing debt. 

 
The product of the weighted average cost of capital (WACC) and invested cap-

ital (IC) in the formula (1) means a charge of equity expressed in monetary units. 
A condition for performing the causal analysis is to identify factors that we 

take into consideration in that analysis. Hence the need for the decomposition of 
the formula for EVA according to the assumed level of the detail. 

Going back to the formula (2) return on invested capital (ROIC) can be ex-
pressed as the product of two indicators: 

  
IC
S

S
NOPAT

IC
NOPATROIC ⋅==   (4) 

where: 
S – sales (sales revenue) 

S
NOPAT  – profit margin, 

IC
S  – capital invested turnover. 

 
Consequently, the EVA can be written in the form: 

 ICWACC
IC
S

S
NOPATEVA ⋅⎟

⎠
⎞

⎜
⎝
⎛ −⋅=   (5) 

 
According to Rappaport [1999, p. 65], there are seven value drivers: in-

crease in sales growth, increase in operating profit margin, reduction in tax pay-
ments, reduction in fixed capital investment, investment reduction in working 
capital, value growth duration and reduction in cost of capital. In this study four 
factors from formula (5) are taken into consideration. Looking at this formula 
NOPAT, S, and IC are obtained from financial statements of the analyzed com-
pany. But the calculation of the WACC is a more difficult problem. In the litera-
ture, we can find some approaches for calculating the WACC components, i.e. 
cost of equity and cost of debt. The approach based on Capital Assets Pricing 



Anna Kijewska 

 

58

Model (CAPM) and procedure of calculating WACC for the same company is 
presented in [Bluszcz et al. 2015]. 

Cost of equity kE can be calculated as [Damodaran 2015]: 

 β×+= ERPRk fE   (6) 

where: 
Rf – risk-free rate of return, 
ERP – equity risk premium, 
β – coefficient measuring the market risk. 

 
In practice, estimating cost of debt rD is based on a knowledge of the condi-

tions for granting the loan on the market in a given period. Analysts (in Poland) 
usually take 3M WIBOR plus a risk premium, which lenders require. Generally 
accepted level of the risk premium is 0.5%. 

In the analysis presented in the following sections for clarity and to simplify 
calculations, the weighted average cost of capital (WACC) is treated as a single 
factor, without breaking it according to the formula (3). 
 
 
2. Research methodology  

Causal analysis is used in situations of a detailed analytical study, which 
seeks to determine the impact of certain factors on the basis of deviations found 
during the comparative analysis. It involves mainly [Jerzemowska 2013, p. 29]: 
− identification of factors affecting the investigated economic indicator, 
− calculation of the size of impact of various factors on the deviation resulted 

from the previous comparisons. 
As noted earlier in a causal analysis of economic phenomena, different deter-

ministic methods can be used. However, as noted in the Literature review, there is 
no perfect method, each has some drawbacks. In this study, after considering the 
advantages and disadvantages of these methods [Wędzki 2009, pp. 444-445; Żwir-
bla 2007, pp. 21-78; Dobija 1988] the method of partial differences was chosen 
to analyze the factors influencing the EVA, but introducing some modifications. 

Partial differences method in its traditional form involves the simultaneous 
isolation of the partial individual deviation and partial deviations that express 
combined influence of factors and then treating them as separate elements of 
analytical study. 

In its basic version, in case of two factors the procedure should be as follows: 
− to calculate the effect of the change of the first factor, on the assumption that 

the second factor has the value taken as a reference base, 
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− to determine the effect of the change of the second factor, assuming that the 
first factor has the value taken as the reference base, 

− to calculate the impact of both factors together. 
In case of a larger number of factors (e.g. three), the task becomes even 

more complex; the above steps must be performed for a change of each factor, as 
well as the combined deviation of each of all factors. 

Hence, in this study, the modified method of partial differences by using 
Taylor series was utilized, which was proposed by Wójtowicz [2014]. Such 
a modified method has the advantage that it frees us from the problems associat-
ed with the character of the studied analytical function and allows for the resig-
nation of the total deviation analysis. What’s more, in some cases, one can re-
sign from the analysis of the cumulative impact of factors. 

The starting point is to assume that the aim is to analyze the difference R: 

 ( ) ( )00
1

11
1 ,,,, nn xxfxxfR KK −=   (7) 

where: 
f(x1, … ,xn) – studied function of n arguments, 
x1, … ,xn – arguments representing the alleged factors shaping the tested function.  

 
Index (1) indicates the current value of the function f (at point P1) and index (0) 

is the base of comparisons (at point P0). 
The difference (7) can be represented as the sum of the partial differences 

caused by the influence of changes of individual factors. Using methods of 
mathematical analysis, one can conclude that if the partial derivatives of the 
function f(x1, x2) are in a certain neighborhood of the point and are continuous as 
functions of x1, x2, then (for two variables): 

 ( ) ( ) ( ) ( ) ( )212
0
2

0
1

'
21

0
2

0
1

'
1

0
2

0
12

0
21

0
1 ,,,,, xxrxxxfxxxfxxfxxxxfR xx ΔΔ+Δ+Δ=−Δ+Δ+=   (8) 

wherein: 

 
( ) ( )

( )
( )  

xx
xxr

xx
0

,
,lim

21

21
0,02,1

=
ΔΔ
ΔΔ

→ΔΔ
  (9) 

 
Conditions (8) and (9) mean that a finite increment of differentiable func-

tion may well be approximated by using a linear function of increments of inde-
pendent variables Δx1, Δx2 with error r(Δx1, Δx2), which tends to zero if Δx1 → 0, 
Δx2 → 0. Using the theorem of Lagrange, the increments of any economic size 
can be analyzed [Wójtowicz 2014].  
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From the point of view of financial analysis, there is no need to make as-
sumptions about the general form of the function f, also, the order of calculating 
increments (as is in the case e.g. in the method of consecutive substitutions) does 
not matter. 

Taking into account the relevant assumptions and having the value of the 
function f at the point P0, its value can be presented at any point P, which be-
longs to a certain interval as: 

 ( ) ( ) ( )
!

,)(
!2

,)(
!1

,)()()( 210210
2

210
0 n

xxPfdxxPfdxxPdfPfPf
n ΔΔ

++
ΔΔ

+
ΔΔ

+= L   (10) 

This series can be a useful tool for studying the impact of various factors on 
the value of the EVA. The value of the function f at the point P0 is known (i.e. 
EVA for the first year included in the analysis, and thus being the base of the 
comparison), and at the point P1, (i.e. EVA for the following year covered by the 
analysis). This impact can be estimated by approximation of the function by 
Taylor series. Due to the series properties obtained results are independent of the 
order of substitution. Also, the form of the function f is not a limitation. The 
difficulty occurs when the number of factors is large, then it might be necessary 
to designate several higher order derivatives. 
 
 
3. Research findings and results  

To examine the real impact of factors on the achieved EVA the analysis 
was carried out on the example of one of the companies from mining and metal-
lurgy industry – KGHM Polska Miedź S.A. (KGHM). This company is a global 
producer of copper and silver with over 50 years of experience and is a company 
listed on the Warsaw Stock Exchange. The analysis was conducted for the years 
2011-2014. The basic financial numbers were obtained from officially published 
financial statements and then appropriately processed.  

Table 1 presents some financial data from financial statements or calculated 
according to the previous formulas. Further calculations were based upon them. 

 
Table 1. Some financial values and ratios for KGHM 

Specification 2011 2012 2013 2014 Change 
2012/2011 

Change 
2013/2012 

Change 
2014/2013 

1 2 3 4 5 6 7 8 
Equity (mn €) 5.296 5.360 5.561 5.990 64 201 429 
Debt (mn €) 640 1.780 1.619 2.180 1.140 -162 561 
Invested Capital 
(IC)* (mn €) 4.504 5.936 7.140 7.180 1.204 39 990 

Equity share 0.89 0.75 0.77 0.73 -0.142 0.024 -0.041 
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Table 1 cont. 
1 2 3 4 5 6 7 8 

Debt share  0.11 0.25 0.23 0.27 0.142 -0.024 0.041 
Sale (mn €) 6.452 6.807 5.927 5.112 355 -881 -815 
NOPAT (mn €) 2.646 1.165 744 694 -1.481 -422 -49 
Cost of Equity (%) 16.18 14.24 12.78 12.37 -1.94 -1.46 -0.41 
Cost of Debt (%) 4.17 4.07 2.52 2.39 -0.10 -1.54 -0.14 
WACC (%) 14.88 11.70 10.47 9.71 -3.18 -1.24 -0.76 
ROIC (%) 58.75 19.63 10.41 9.67 -39.12 -9.21 
NOPAT/S 0.41 0.17 0.13 0.14 -0.24 -0.05 
S/IC 1.43 1.15 0.83 0.71 -0.28 -0.32 
Net profit (mn €) 2.673 1.139 720 585 -1.535 -419 
EVA (mn €) 1.976 470 −3.82 −2.6 -1.506 -474 

 
To expand function (5) in the Taylor series, the partial derivatives of the 

first order at the point P0 should be determined: 

 
WACCFF

IC
EVA

 IC
WACC

EVA   ICF
F

EVA  ICF
F

EVA

−×=
∂
∂

−=
∂
∂

×=
∂
∂

×=
∂
∂

21

;;1
2

;2
1

 

 (11) 

where:  

S
NOPATF =1

, IC
SF =2

. 
 
According to formulas (11), appropriate calculations for each year were 

conducted and presented in Tables 2, 3, and 4. The first component of the Taylor 
series multiplied by changes of a given factor allowed us to calculate the alleged 
impact of changes in the factors on the real value of EVA. Also, their relative 
impact on EVA was calculated.  

Table 2 shows that the first component of Taylor series explains 86% 
(-1,298.29 mn €) of change in the value of EVA in 2012. The greatest negative 
impact had a decrease of the operating margin (–119%). 

 
Table 2.  The impact on EVA in 2012 as compared to 2011 (for the first-order derivatives) 

Factor affecting 
the EVA 

Derivative of 
EVA0 (mn €) 

Change of 
factor 

The impact of changes 
on EVA (mn €) Relative impact (%) 

NOPAT/S 6,452 -0.239 -1,542 -119 
S/IC 1,847 -0.286 -528 -41 
WACC -4,504 -0.0318 143 11 
IC 0.44 1,432 628 48 
Total -1,298.29 -100 

 
 

 



Anna Kijewska 

 

62

Table 3. The impact on EVA in 2013 as compared to 2012 (for the first-order derivatives) 

Factor affecting EVA Derivative of EVA0 
(mn €) 

Change  
of factor 

The impact  
of changes on EVA 

(mn €) 
Relative impact (%) 

NOPAT/S 6,807 -0.05 -311.03 -67 
S/IC 1,016 -0.32 -321.83 -69 
WACC -5,936 -0.0124 73.48 16 
IC 0.08 1,204 95.42 21 
Total -463.96 100 

 
Table 3 shows that the first component of Taylor series explains 98% 

(-463,96 mn €) of change in the value of EVA in 2013. The greatest negative 
impact had a decline in both operating margin (-67%), and the turnover ratio of 
capital invested (–69%). 

In 2014 compared to 2013 there was a slight increase in the value of EVA 
(1.26 mn €). Table 4 shows that the negative impact of S/IC was compensated by 
a positive impact of two other factors: WACC and NOPAT/S. But the first term 
of Taylor series explains as much as 819% of change of EVA. Therefore, in this 
case one should seek the combined influence of examined factors. 

 
Table 4. The impact on EVA in 2014 as compared to 2013 (for the first-order derivatives) 

Factor affecting EVA Derivative of EVA0 
(mn €) 

Change 
of factor 

The impact of changes 
on EVA (mn €) Relative impact (%) 

NOPAT/S 5,927 0.010 61.34 618 
S/IC 896 -0.118 -105.78 -1,065 
WACC -7,140 -0.0076 54.39 548 
IC -0.00053 39 -0.02 0.00 
Total 9.93 100 

 
Table 5 shows the cumulative impact of analyzed factors on the actual EVA 

after the first order differentiation. 
 

Table 5. Identified deviations for the first-order derivatives 
Specification 2012 2013 2014 
Change in actual EVA (mn €) -1,505.48 -474.11 1.21 
Total identified deviation of EVA (mn €) -1,298.29 -463.96 9.93 
Total identified the relative deviation of EVA (%) 86 98 819 

 
In case of searching for information to what extent there is a combined im-

pact of the analyzed factors, the second term of Taylor series should be calculat-
ed, i.e. the second partial derivatives. 
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Second order derivatives with respect to each analyzed factor have the val-
ue of zero, which is in line with expectations conditioned on their merits, be-
cause individual effect of each of these factors has already been identified. The 
formulas for symmetric derivatives (which have the same value) were omitted, 
and in fact we have four pairs of non-zero partial derivatives.  

Tables 6-8 show the non-zero second-order derivatives and the combined 
values of the second component of Taylor series respectively for the following 
years. 

In 2012, the second term of the Taylor series explains 20.3% (-304.98 mn €) of 
the EVA change. Table 6 shows the combined negative impact of ratios 
(NOPAT/S)&(IC) and (S/IC)&(IC), and the positive impact of the other two 
combined groups of indicators. Together the two terms of the series explain 
106.5% change of EVA. 

 
Table 6.  The combined impact on EVA in 2012 as compared to 2011  

(for the second-order derivatives) 

Factors affecting EVA 
The second  
derivative  

of EVA0 (mn €) 

Change  
of factors 

The impact  
of changes on EVA 

(mn €) 

Relative  
impact (%) 

(NOPAT/S)&( S/IC) 4,504.00 0.07 307.55 101 
(NOPAT/S)&(IC) 1.43 -342.23 -490.25 -161 
(S/IC)&(IC) 0.41 -409.19 -167.82 -55 
(WACC)& (IC) -1.00 -45.54 45.54 15 
Total -304.98 -100 

 
The second term of the Taylor series explains 5.8% (–27,58 mn €) of the 

EVA change in 2013. Table 7 shows, like the year before, the cumulative nega-
tive impact of ratios (NOPAT/S)&(IC) and (S/IC)&(IC), and the positive impact 
of the other two combined group of indicators. Together the two terms of the 
series explain 103.7% change of EVA. 
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Table 7.  The combined impact on EVA in 2013 as compared to 2012  
(for the second-order derivatives) 

Factors affecting EVA 
Derivative 
of EVA0  
(mn €) 

Change  
of factors 

The impact of changes  
on EVA (mn €) 

Relative 
impact (%) 

(NOPAT/S)&(S/IC) 5,936 0.01 85.91 311 
(NOPAT/S)&(IC) 1.15 -55.03 -63.11 -229 
(S/IC)&(IC) 0.17 -381.53 -65.30 -237 
(WACC)& (IC) -1.00 -14.91 14.91 54 
Total -27.58 -100 

 
As previously mentioned, in 2014 there was a slight increase in EVA and 

the share of each factor in this change is different. While the first term of the 
Taylor series explained in excess change of EVA (819%), the second term com-
pensates it to a large degree (–715%, –8,67 mn €). Together, the two terms ex-
plain 104% of the EVA change. As shown in Table 8, the biggest impact on the 
EVA change have combined factors (NOPAT/S)&(IC).  

Table 9 shows the cumulative impact of analyzed factors on the actual EVA 
after the second-order differentiation. 

The more terms of Taylor series are counted, the more they explain the real 
changes of EVA. In practice, it appears that in this case it does not make much 
sense to examine the combined impact of three or more factors. Calculation of 
the third partial derivatives are here purely to show that we can explain nearly 
100% of the EVA change. When calculating the partial derivatives for the third-
order degree we receive six (symmetrical) non-zero values for three factors: 
F1=NOPAT/S, F2=S/IC, and IC. 

 1
21

3

=
∂∂∂

∂
ICFF

EVA
  (13) 

 
Table 8.  The combined impact on EVA in 2014 as compared to 2013  

(for the second-order derivatives) 

Factors affecting EVA Derivative  
of EVA0 (mn €) 

Change  
of factors 

The impact of changes 
on EVA (mn €) 

Relative 
impact (%) 

(NOPAT/S)&( S/IC) 7,140 -0.0012 -8.73 -101 
(NOPAT/S)&(IC) 0.83 0.41 0.34 4 
(S/IC)&(IC) 0.13 -4.66 -0.58 -7 
(WACC)& (IC) -1.00 -0.30 0.30 3 
Total -8.67 -100 

 
Table 9. Identified deviations for the second-order derivatives 

Specification 2012 (mn €) 2013 (mn €) 2014 (mn €) 
1 2 3 4 

!2
21

212
2

F F
FFEVA

∂∂
Δ×Δ×∂

×
 307,55 85.91 -8.73 
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Table 9 cont. 
1 2 3 4 

!2
1

12
2

IC F
ICFEVA

∂∂
Δ×Δ×∂

×
 -490.25 -63.11 0.34 

!2
2

22
2

IC F
ICFEVA

∂∂
Δ×Δ×∂

×
 -167.82 -65.30 -0.58 

!2

2
2

WACC IC
WACCICEVA

∂∂
Δ×Δ×∂

×  45.54 14.91 0.30 

Total -304.98 -27.58 -8.67 

 
Table 10 presents the combined impact of three factors on the change of 

EVA for subsequent years. They explain respectively –6.5%, –3.7% and –4.0% 
changes of EVA. 

Table 11 summarizes all calculations. As can be seen from the last line the 
total identified deviations explain 100% of the EVA changes each year. 

 
Table 10. Identified deviations for the third-order derivatives 

Specification 2012 (mn €) 2013 (mn €) 2014 (mn €) 

!3
21

216
2

ICF F
ICFFEVA

∂∂∂
Δ×Δ×Δ×∂

×
 98 17 -8.67 

 
Table 11. Summary of deviations 

Specification 2012 2013 2014 
Change in actual EVA (mn €) -1,505.48 -474.11 1.21 
Identified deviation of EVA (first-order derivate) (mn €) -1,298.2 -463.96 9.93 
Identified deviation of EVA (second-order derivate) (mn €) -304.98 -27.58 -8.67 
Identified deviation of EVA (third-order 
derivate) (mn €) 98.00 17.00 -0.05 

Total identified deviation (mn €) -1,505.48 -474.11 1.21 
Total identified the relative deviation of EVA (%) 100 100 100 

 
Although in 2012 and 2013 we will see some similarities when it comes to sin-

gle factors influencing the EVA change, but in 2014 we should look for the impact 
of the combined factors. This confirms the initial assumption that every company 
and every year is a different situation. Each year managers should analyze the finan-
cial situation of the company and react accordingly to it. In many studies, it is as-
sumed that the EVA determinants are universal, what is difficult to accept. 
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Conclusions  

In recent years, the growth in the value of the company is a strategic objec-
tive of management. One of the measures of that value is the economic value 
added (EVA). However, it is not enough to calculate it. It is necessary in each 
case to analyze the factors that influenced the increase or decrease of EVA. The 
first step is to decide at what level of detail we want to operate. In the paper the 
equation for EVA was transformed in a way like du Pont formula, getting four 
factors. These are the operating profit margin before taxes (NOPAT/S), the rota-
tion of capital invested (IC/S), weighted average cost of capital (WACC) and 
invested capital (IC). But WACC can be broken into such factors as cost of equi-
ty, cost of debt and share of equity in assets.  

Out of the deterministic methods that can be used to causal analysis the method 
of partial differences was chosen, in which properties of the Taylor series were used. 
Its advantage is that even functions with very complex form can be used, and also 
the fact that the order of the calculation of increments does not matter. 

The analysis was conducted basing on financial data from the 2011-2014 
years. The effect of various factors on the changes in EVA was identified for 
years 2012-2014. As assumed, because in each year there was a different finan-
cial situation of the company, so the impact of each factors on the change in 
EVA was different. In the years 2012 and 2013 a negative impact on the decline 
in EVA had the same two factors: (NOPAT/S) and (S/IC) although to different 
degrees. The first component Taylor series explains 86% and 98% of change in 
EVA respectively in 2012 and 2013. One could stop there, though for illustra-
tion, further calculations were performed, i.e. the influence of factors combined. 
In these years, there was identified the influence of the same combined effect: 
negative impact of combined (NOPAT/S) & (IC) and (S/IC) & (IC), and the 
positive impact of the combined (NOPAT/S) & (S/IC). For 2014 the results were 
different. The relative impact of factors in the first order derivatives was ex-
tremely high: (S/IC) had negative impact, (NOPAT/S) and WACC positive, and 
IC none. Hence, especially in this case the calculation of the second-order deriv-
atives had to be calculated. There was an identified impact of combined factors, 
i.e. positive of (NOPAT/S) & (S/IC), while others combined factors had minimal 
impact. 

Just for illustration, and verification the correctness of calculations devia-
tions for the for the third-order derivatives were determined. 

In most cases, the analysis can be reduced to the first-order derivatives. But 
also, to calculate the combined impact of two or more factors is not a problem. 
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Presented method can be used by practitioners i.e. managers. In every com-
pany and in every year, they are dealing with different economic and financial 
situation of their company. Diversified results in subsequent years indicate that 
we cannot generalize the impact of individual factors. It means that a universal set of 
EVA determinants cannot be specified. Each year managers should analyze the 
EVA change, using e.g. presented method, and then should make decisions having 
regard to the positive or negative impact of obtained factors on EVA. 

In Poland, according to the author’s knowledge, there are no studies, in 
which such a thesis is assumed. There are also no studies using the deterministic 
methods, except for the method of consecutive substitutions. But this method is 
sensitive to the order of substitutions. Modified method of partial differences has no 
such limits. It should be noted, however, that deterministic methods, including this 
one presented here do not allow to consider factors that are not included in the for-
mula for EVA, e.g. macroeconomic factors that also affect the EVA change. 

Proposed method can be applied to any company, in any country and any in-
dustry. It is expected that in each case, the results will be different. It should be not-
ed that presented method can be used to analyze any other economic indicators. 

In further research the equity cost, debt cost and capital structure will be 
considered instead of weighed average cost of capital (WACC), hence more 
factors would be taken into account in the model. 
 
 
References  

Athanassakos G. (2007): Value-Based Management, EVA and Stock Price Performance in 
Canada. “Management Decisions”, Vol. 45, No. 9, pp. 1397-1411, http://dx.doi.org/ 
10.1108/00251740710828663. 

Bednarski L., Borowiecki R., Duraj J., Kurtys E., Waśniewski T., Wersty B. (1996): Analiza 
ekonomiczna przedsiębiorstwa. Wydawnictwo Akademii Ekonomicznej, Wrocław.  

Bluszcz A., Kijewska A. (2016): Factors Creating Economic Value Added of Mining Com-
pany. “Archives of Mining Science”, Vol. 61, No. 1, pp. 109-123, doi: 10.1515/amsc-
2016-0009. 

Bluszcz A., Kijewska A., Sojda A. (2015): Economic Value Added in Metallurgy and Mining 
Sector in Poland. “Metalurgija”, Vol. 54, No. 2, pp. 437-440. 

Burja C., Burja V. (2009): A Company Performance Analysis Based on Value Creation. 
“Metalurgia International”, Vol. XIV, No. 7, Special Issue, pp. 180-185. 

Chen L., Qiao Z. (2008): What Influence the Company’s Economic Value Added? Empirical 
Evidence from China’s Securities Market. “Management Science Engineering” March, 
Vol. 2, No. 1, pp. 66-75, http://dx.doi.org/10.3968/j.mse.1913035X20080201.009. 

Damodaran, www.stern.nyu.edu/~adamodar/pc/datasets/ctryprem.xls (accessed: 15.04.2016). 



Anna Kijewska 

 

68

Deene Sh., Balappa K. (2013): Economic Value Added and IT’s Drivers in Select Companies 
of Consumer Product Sector. “Journal of Contemporary Research in Management” Ju-
ly-December, pp. 133-140. 

Dobija M. (1988): Metoda regresji nieparametrycznej w analizie ekonomicznej przedsiębi-
orstw. „Zeszyty Naukowe Akademii Ekonomicznej w Krakowie”, nr 267, pp. 259-274. 

Drucker P.F. (1995): The Information Executives Truly Need. “Harvard Business Review” 
January-February Issue, pp. 54-63, https://hbr.org/1995/01/the-information-executives-
truly-need# (accessed: 15.10.2015). 

Farsio F., Degel J., Degner J. (2004): Economic Value Added (EVA) and Stock Returns. “The 
Financier”, Vol. 7, No. 1-4, pp. 115-118. 

Filatov E.A., Nechaev V.B. (2014): Problem-Solving in Deterministic Factor Analysis. 
“Middle-East Journal of Scientific Research”, Vol. 19, No. 5, pp. 723-728, 
http://dx.doi.org/10.5829/idosi.mejsr.2014.19.5.21022. 

Filatov E.A., Ryabchenkova A.V. (2014): Application of Integral Method in Terms of  
7-Factor Multiplicative Model. “Life Science Journal”, Vol. 11, No. 9s, pp. 227-230, 
http://dx.doi.org/10.7537/marslsj1109s14.45.  

Garvey G.T., Milbourn T.T. (2000): EVA versus Earnings: Does It Matter Which Is More 
Highly Correlated with Stock Returns? “Journal of Accounting Research”, No. 38,  
pp. 209-245, http://dx.doi.org/10.2307/2672916.  

Hall J.H. (2002): Dissecting EVA: The Value Drivers Determining the Shareholder Value of 
Industrial Companies. “Corporate Finance: Valuation, Capital Budgeting & Investment 
Policy”, Vol. 5(23), pp. 1-21, http://dx.doi.org/10.2139/ssrn.304196.  

Hawawini G., Viallet C. (2007): Finance for Executive. Managing for Value Creation. 
South-Western Cengage Learning, Mason, OH.  

Jerzemowska M., ed. (2013): Analiza ekonomiczna w przedsiębiorstwie. PWE, Warszawa. 
Karame M.R. (2009): Executive Pay for Performance. Economic Value Advisors. 

https://www.palisade.com/downloads/UserConf/NA09/Marwaan Karame Presenta-
tion.pdf (accessed: 15.10.2015). 

Khadafi M., Heikal M. (2014): Financial Performance Analysis Using Economic Value 
Added in Consumption Industry in Indonesia Stock Exchange. “American International 
Journal of Social Science” July, Vol. 3, No. 4, pp. 219-226. 

Kramer J.K., Pushner G. (1997): An Empirical Analysis of Economic Value Added as  
a Proxy for Market Value Added. “Financial Practice & Education”, Vol. 7, No. 1,  
pp. 41-49. 

Lehn K., Makhija A.K. (1997): EVA Accounting Profits, and CEO turnover: An Empirical 
Examination 1985-1994. “Journal of Applied Corporate Finance”, Vol. 10, No. 2,  
pp. 90-96, http://dx.doi.org/10.1111/j.1745-6622.1997.tb00139.x. 

Li Z., Tang S. (2011): Study of Factors Influencing Telecom Operator’s Economic Value 
Added (EVA). International Conference on Electrical and Control Engineering, 
ICECE 2011 – Proceedings, pp. 4999-5002, http://dx.doi.org/10.1109/ICECENG. 
2011.6057367. 

Michalak A., Nawrocki T.L. (2015): Analiza porównawcza kosztu kapitału własnego przed-
siębiorstw górnictwa węgla kamiennego w ujęciu międzynarodowym. „Gospodarka 
Surowcami Mineralnymi – Mineral Resources Management”, Vol. 31, No. 2,  
pp. 49-72, doi:10.1515/gospo-2015-0017.  



Causal analysis of the determinants influencing the Economic Value Added…  

 

69 

Miculeac M.E., Cechin-Crista P. (2014): Deterministic Methods Used in Financial Analysis. 
“Journal of Public Administration, Finance and Law”, Iss. 5, pp. 117-125. 

Pal K., Sura S.J. (2007): Economic Value Added and Traditional Performance Measures:  
A Review of Academic and Empirical Literature. “Amity Journal of Business Strategy”, 
Vol. 1, No. 2, pp. 110-120. 

Petrescu S., Apostol C. (2009): Value Creation Analysis. Economic Value Added. In: Eco-
nomic-Financial Analysis and Property Valuation. Challenges into the Actual Global 
Context. Scientific Symposium, Bucharest Academy of Economic Studies and RSEFA, 
pp. 118-123, store.ectap.ro/suplimente/Simpozion-29-31.05.2009_en.pdf (accessed: 
15.03.2015). 

Rappaport A. (1999): Wartość dla akcjonariuszy. Poradnik menedżera i inwestora. WIG- 
-Press, Warszawa.  

Scott M. (2001): Joining Forces. “Financial Management” April, pp. 36-37. 

Sharma A.K., Kumar S. (2010): Economic Value Added (EVA) – Literature Review and 
Relevant Issues. “International Journal of Economics and Finance” May, Vol. 2, No. 2, 
pp. 200-220. 

Shil N.Ch. (2009): Performance Measures: An Application of Economic Value Added. “In-
ternational of Business and Management”, Vol. 4, No. 3, pp. 169-177, doi:org/ 
10.5539/ijbm.v4n3p169. 

Stewart G.B. (1991): The Quest for Value. HarperCollins Publishers, New York. 

Tabara N., Vasiliu A. (2013): Determinants of Economic Value Added. Empirical Evidence 
from Romanian Market. “Euro Economica”, Iss. 1(32), pp. 5-15. 

Trandafir R.-A. (2015): The Factorial Analysis of the Economic Value Added (EVA) within 
 a Company from the Romanian Seaside Hotel Industry. “Annals of the ‘Constantin 
Brâncuşi’ University of Târgu Jiu. Economy Series”, Iss. 1, Vol. II, 
https://ideas.repec.org/a/cbu/jrnlec/y2015v1iip79-83.html (access: 10.05.2015). 

Visaltanachoti N., Luo R., Yi Y. (2008): Economic Value Added (EVA) and Sector Returns. 
“Asian Academy of Management Journal of Accounting and Finance”, Vol. 4, No. 2, 
pp. 21-41, http://dx.doi.org/10.1108/96754269980000790.  

Waśniewski T., Skoczylas W. (2002): Teoria i praktyka analizy finansowej w przedsiębi-
orstwie. Fundacja Rozwoju Rachunkowości w Polsce, Warszawa. 

Wędzki D. (2009): Analiza wskaźnikowa sprawozdania finansowego. T. 2: Wskaźniki fi-
nansowe. Wolters Kluwer Business, Kraków. 

Weissenrieder F. (1997): Value Based Management: Economic Value Added or Cash Value 
Added? “Gothenburg Studies in Financial Economies”, No. 13, pp. 1-42,  
http://dx.doi.org/10.2139/ssrn.156288. 

Wójtowicz P. (2014): Przydatność zmodyfikowanej metody różnic cząstkowych do sys-
temowej analizy wskaźnikowej. „Zeszyty Teoretyczne Rachunkowości”, No. 76(132), 
pp. 165-180.  

Worthington A., West T. (2001): Economic Value-Added: A Review of the Theoretical and 
Empirical Literature. “Asian Review of Accounting”, Vol. 9, No. 1, pp. 67-86, 
http://dx.doi.org/10.1108/eb060736.  



Anna Kijewska 

 

70

Young D. (1997): Economic Value Added: A Primer for European Managers. “European 
Management Journal”, Vol. 15, No. 4, pp. 335-343, http://dx.doi.org/10.1016/S0263-
2373(97)00014-5. 

Żwirbla A. (2007): Rozwój metod ilościowych analizy ekonomicznej. Wydawnictwo Adam 
Marszałek, Toruń.  

Żwirbla A. (2014): Teoretyczne podstawy metod deterministycznych analizy ekonomicznej. 
Wydawnictwo Adam Marszałek, Toruń. 


