
EVA or EBITDA! 
 

Economic Value Added (EVA) vs Earnings Before Interest, Taxes, Depreciation, and Amortization 

(EBITDA): A view of Analysis for Business Growth, Profitability, and Performance 

Economic Value Added (EVA) and Earnings Before Interest, Taxes, Depreciation, and Amortization 

(EBITDA) are both widely recognized financial metrics used to assess a company's profitability and 

performance. However, they approach this analysis from distinct perspectives, offering unique insights 

into a business's financial health. 

Understanding EBITDA 

EBITDA is a measure of a company's operating performance. It's essentially net income with interest, 

taxes, depreciation, and amortization added back into it. EBITDA strips out the cost of debt capital and 

system depreciation to provide a raw measure of profitability in relation to a company's operations. 

This metric is particularly useful for comparing profitability between companies and industries, as it 

eliminates effects of financing and capital expenditures. It can also be used to analyze and compare 

profitability among companies with different tax structures, debt levels, or depreciation policies. 

EVA vs EBITDA 

While both EVA and EBITDA are useful for assessing a company's profitability, they provide different 

insights due to their unique formulas and approaches. 

1. Cost of Capital: The most significant difference between EVA and EBITDA is their treatment of 

capital costs. EVA factors in the cost of capital—a company’s equity and debt—providing a more 

comprehensive view of a company's true profitability. On the other hand, EBITDA disregards the 

cost of capital, focusing solely on operational profitability. 

2. Business Performance: EVA offers a measure of a company's economic profit and is directly 

linked to shareholder value. It assesses whether the company is creating or destroying value, 

making it a robust measure of business performance. EBITDA, meanwhile, serves as an indicator 

of a company's operational performance and profitability, excluding the financial structure, 

which makes it less linked to shareholder value. 

3. Profitability and Growth: Both EVA and EBITDA can provide insights into a company's 

profitability and potential for growth. However, they approach this from different angles. EBITDA 

measures a company's operational earnings, providing an indication of its cash flow. A high 

EBITDA can signal strong operational efficiency and potential for growth. EVA, on the other hand, 

measures a company's economic profit after considering its cost of capital. A positive EVA 

suggests the company is creating shareholder value and has a solid foundation for sustainable 

growth. 



In Summary 

EVA and EBITDA are both valuable tools in a company's financial toolbox, but they offer different 

perspectives on a company's financial health. EVA provides a picture of the true economic profit of a 

company, including the often-overlooked cost of capital, making it a powerful tool for assessing business 

performance, growth, and value creation. On the other hand, EBITDA offers an in-depth look at a 

company's operational profitability, which can be beneficial for comparative analysis across companies 

and industries. 

Ultimately, the choice between EVA and EBITDA—or the decision to use both—will depend on a 

company's specific circumstances and the insights they wish to glean. It's crucial to understand the 

strengths and limitations of each metric and apply them appropriately to obtain a comprehensive 

understanding of a business's financial performance and growth potential. 


