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abstract

Abstract

Railway enterprises have been known for low operation efficiency for years.
The management, under the pretence of ensuring safety, recklessly misappropriates
shareholders’ equity, leaving large capital funds idle. This arises from the “absence of
owner” incident to railway enterprises as state-owned establishments; besides, the
performance evaluation system, which is based on traditional accounting indicators,
fails to impel the management to conduct business operation on behalf of the
investors, regarding equity as free of cost. The essay elaborates on a completely new
financial concept --- EVA, or Economic Value Added, which emphasizes that the cost
of capital shall be taken into consideration in calculating earnings of a company.
Through management performance evaluation, the essay also tries to establish a new
EVA-based incentive system so that the management would consider in the owners’
interests how to improve the operation performance of the enterprise and achieve
maximum interests for shareholders. In combination with representative of railway
enterprises --- Guangshen Railway Company Limited, the essay elucidates the
procedure and practice of implementing EVA performance evaluation system. This
methodology begins with the reform of corporate set-up to divide the company into
smaller accounting units and build an internal simulation market within a railway
enterprise. With the assistance of other incentive measures, the annual revenues of the
operator are linked to the EVA of each unit, to properly handle the agency conflict
between the operator and the shareholders, and integrate the operator’s financial
management aims with the maximization of shareholders’ property, thus achieve the
ultimate aim of corporate earnings. This is indubitably of use for reference for other
railway enterprises in carrying out reforms, enhancing operation efficiency, drawing
investment to realize exponential development of the railway industry. As a
conclusion, this essay gives a brief introduction of the steps for EVA implementation

in railway enterprises, make an analysis on the effects of EVA performance evaluation



abstract

system applied in railway enterprises and as well make a description of the limits and
future of the implementation of EVA performance evaluation system ,which hopefully
could provide an insight look to the reforms currently extensively taken in railway

enterprises.
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