Example of Economic Value Added
The president of the Hegemony Toy Company has just returned from a management seminar in which the benefits of economic value added have been trumpeted. He wants to know what the calculation would be for Hegemony, and asks his financial analyst to find out.
The financial analyst knows that the company's cost of capital is 12.5%, having recently calculated it from the company's mix of debt, preferred stock and common stock. He then reconfigures information from the income statement and balance sheet into the following matrix, where some expense line items are instead treated as investments.
	Account Description
	Performance
	Net Investment

	Revenue
	$6,050,000
	 

	Cost of goods sold
	4,000,000
	 

	General & administrative
	660,000
	 

	Sales department
	505,000
	 

	Training department
	 
	$75,000

	Research & development
	 
	230,000

	Marketing department
	240,000
	 

	Net income
	$645,000
	 

	 
	 
	 

	Fixed assets
	 
	3,100,000

	Cost of patent protection
	 
	82,000

	Cost of trademark protection
	 
	145,000

	Total net investment
	 
	$3,632,000


The return on investment for Hegemony is 17.8%, using the information from the preceding matrix. The calculation is $645,000 of net income divided by $3,632,000 of net investment. Finally, he includes the return on investment, cost of capital, and net investment into the following calculation to derive the economic value added:
($3,632,000 Net investment) x (17.8% Actual return – 12.5% Cost of capital)
= $3,632,000 Net investment x 5.3%
=  $192,496 Economic value added
Thus, the company is generating a healthy economic value on the funds invested in it.
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