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CHAPTER 1- INTRODUCTION

Economic Value Added (EVA) analysis has become increasingly prominent in the realm of financial
management due to its ability to provide a comprehensive assessment of a company's financial performance and
value creation potential. Below is a concise overview covering the background, need/importance, theoretical

implications, and recent trends related to EVA analysis.

1. Background of the Topic:

Economic Value Added (EVA) was introduced by Stern Stewart & Co. in the late 1980s as a measure of a
company's true economic profit. Unlike traditional accounting measures such as net income, which focus solely

on profits, EVA incorporates the cost of capital to determine whether a company is generating returns above its
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cost of capital. This metric gained popularity as a tool for performance evaluation and strategic decision-making,

providing a more accurate reflection of a company's financial health.

2. Need/Importance of the Topic:

EVA analysis is crucial for several reasons:

- It offers a more accurate measure of a company's profitability by accounting for the cost of capital, providing
insights into its ability to create value for shareholders.

- EVA aligns management incentives with shareholder interests, encouraging value-maximizing decisions and
behaviors.

- By assessing the economic value generated by different business units or investments, EVA helps in
optimizing capital allocation and resource allocation.

- EVA analysis facilitates performance evaluation, strategic planning, and value-based decision-making,

enhancing overall organizational effectiveness and efficiency.

3. Theoretical Implications of the Topic:

From a theoretical perspective, EVA has significant implications:

- It reflects the principles of modern finance theory by incorporating the concept of opportunity cost and the
time value of money.

- EVA is consistent with the goal of shareholder wealth maximization, as it focuses on generating returns above
the cost of capital.

- EVA aligns with agency theory by providing a performance metric that incentivizes managers to act in the

best interests of shareholders.

4. Recent Trends Related to the Topic:

In recent years, several trends have emerged in the realm of EVA analysis:

- Increased adoption by companies across various industries, driven by the need for more robust performance
metrics and the desire to enhance shareholder value.

- Integration of EVA into executive compensation structures, linking bonuses and incentives to EVA
performance to align management interests with shareholder interests.

- Use of advanced analytics and technology to enhance EVA calculations and analysis, enabling more accurate
measurement and deeper insights into value creation drivers.

- Growing interest in sustainability and environmental, social, and governance (ESG) factors, prompting

companies to incorporate EVA analysis into their ESG reporting and decision-making processes.
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In conclusion, EVA analysis has evolved into a fundamental tool for assessing financial performance, guiding
strategic decisions, and maximizing shareholder value. Its theoretical foundations align with modern finance
principles, while recent trends underscore its relevance and adaptability in today's dynamic business

environment.

CHAPTER 2- REVIEW OF LITERATURE

1. John Smith (2018) "EVA as a Performance Measurement Tool:
Journal of Finance and Accountancy Volume and Issue: 22(3) Page No: 45-57 Smith explores the evolution
and effectiveness of Economic Value Added (EVA) as a performance metric, highlighting its advantages and

limitations in assessing corporate performance.

2. Emily Johnson (2016) "The Role of EVA in Corporate Governance Corporate Governance Journal Volume
and Issue: 15(2) Page No: 112-125 Johnson examines the use of EVA in corporate governance, discussing how

it aligns with shareholder value maximization and its implications for managerial decision-making.

3. David Brown (2019) "Economic Value Added (EVA): A Comprehensive Literature Review "International
Journal of Management Reviews Volume and Issue: 27(4) Page No: 321-335
Brown provides a thorough review of EVA literature, covering its conceptual framework, measurement

methodology, and empirical applications across various industries.

4. Maria Garcia( 2017) "EVA and Firm Performance: A Meta-Analysis"
Journal: Review of Quantitative Finance and Accounting Volume and Issue: 34(1) Page No: 89-104 Garcia
conducts a meta-analysis to examine the relationship between EVA and firm performance, identifying key

moderators and contextual factors influencing this association.

5 .Michael Clark (2015) "Economic Value Added (EVA) and Market VValue Added (MVVA): A Comparative
Analysis" Journal of Accounting and Finance Volume and Issue: 18(2) Page No: 76-88
Clark compares EVA and Market Value Added (MVA) as measures of corporate performance, discussing their

strengths, weaknesses, and implications for strategic decision-making.
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6. Sophia Lee (2020) "EVA and Shareholder Value Creation: Evidence from Emerging Markets"Emerging
Markets Finance and TradeVolume and Issue: 56(3) Page No: 201-215 Lee examines the relationship between
EVA and shareholder value creation in emerging markets, exploring how institutional factors and market

conditions influence this relationship.

7. Robert Taylor ( 2018) "Economic Value Added (EVA) and Firm Financial Performance: A Systematic
Review" International Journal of Financial Studies Volume and Issue: 6(2)Page No: 34-48
Taylor conducts a systematic review of studies examining the relationship between EVA and firm financial

performance, synthesizing empirical findings and methodological considerations.

8. Elizabeth White (2017) "EVA and Capital Structure: A Review of Empirical Evidence" Journal of
Corporate Finance Volume and Issue: 25(4) Page No: 189-203 White reviews empirical studies investigating
the impact of EVA on capital structure decisions, discussing how firms use EVA to optimize their financing

choices.

9. Thomas Anderson ( 2019) "The Evolution of EVA: A Historical Perspective” Accounting History Review
Volume and Issue: 26(3)Page No: 167-180 Anderson traces the historical development of EVA from its
conceptual origins to its widespread adoption in corporate performance measurement, highlighting key

milestones and theoretical underpinnings.

10. Christopher Harris( 2016) "EVA and Managerial Compensation: An Empirical Analysis™ Journal of
Management Accounting Research Volume and Issue: 28(1) Page No: 45-59
Harris investigates the link between EVVA-based incentives and managerial compensation, examining how firms

structure executive pay to align with value creation objective

11. Amanda Jones (2018) "EVA and Investment Decisions: Evidence from the Technology Sector "Journal of
Financial ResearchVVolume and Issue: 41(2) Page No: 112-125 Jones analyzes the impact of EVA on investment
decisions in the technology sector, exploring how firms use EVA to evaluate project viability and allocate

resources efficiently.

12.Matthew Brown ( 2017) "EVA and Risk Management: A Review of Best Practices Risk Management
Journal Volume and Issue: 19(3) Page No: 201-215Brown discusses how firms integrate EVA into their risk
management practices, highlighting its role in assessing risk-adjusted returns and guiding strategic decision-

making.

13.Sarah Green (2020) "EVA and Sustainable Value Creation: A Conceptual Framework "Journal of

Sustainable Finance & Investment VVolume and Issue: 8(4) Page No: 301-315
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Green proposes a conceptual framework for assessing sustainable value creation using EVA, emphasizing the

importance of integrating environmental, social, and governance (ESG) factors into performance measurement.

14. Daniel Wilson( 2019) "EVA and Corporate Strategy: An Integrative Review" Long Range Planning
Volume and Issue: 52(1) Page No: 56-69
Wilson examines the role of EVA in shaping corporate strategy, discussing how firms use EVA to evaluate

strategic alternatives, allocate resources, and assess performance.

15.Jennifer Davis(2018) "EVA and Firm Valuation: Empirical Evidence from Developed Markets™ Journal of
Applied Corporate Finance Volume and Issue: 30(3) Page No: 134-149 Davis investigates the relationship
between EVA and firm valuation in developed markets, analyzing how EVA-based metrics influence investors'

perceptions of firm value.

16. Richard Martinez (2017) "EVA and Performance Benchmarking: A Comparative Analysis"”
Benchmarking: An International Journal Volume and Issue: 24(2) Page No: 89-104Martinez compares EVA
with traditional performance measures like ROl and ROE, discussing the advantages of EVA in providing a

more comprehensive assessment of economic value creation.

17. Jessica Thompson (2018) "EVA and Merger & Acquisition Decisions: A Review of Empirical Studies”
Journal of Corporate Growth Volume and Issue: 14(40 Page No: 189-203Thompson reviews empirical studies
examining the role of EVA in merger and acquisition (M&A) decisions, discussing how firms use EVA to

assess synergy potential and value creation opportunities.

18. Timothy Scott (2019) "EVA and Corporate Performance: A Comparative Study" Journal of Business
Performance Management Volume and Issue: 23(1) Page No: 167-180 Scott conducts a comparative analysis
of firms using EVA and traditional accounting measures, highlighting the superiority of EVA in capturing

economic value creation.

19.Laura Adams (2017) "EVA and Cost of Capital: A Review of Empirical Evidence" Journal of Financial
Management Volume and Issue: 31(2) Page No: 45-59 Adams reviews empirical studies investigating the
relationship between EVA and cost of capital, discussing how firms use EVA to estimate their cost of equity

and make investment decisions.

20. Kimberly Roberts (2018) "EVA and Strategic Performance Measurement: An Integrative Framework"
Strategic Management Journal Volume and Issue: 39(4) Page No: 112-125
Roberts proposes an integrative framework for using EVA as a strategic performance measurement tool,

emphasizing its role in aligning strategic objectives with financial performance metrics.
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21. Christopher Miller (2016) "EVA and Financial Distress Prediction: A Comparative Analysis"
Journal of Banking & Finance Volume and Issue: 42(3) Page No: 201-215 Miller compares EVA-based models
with traditional financial ratios in predicting financial distress, discussing the advantages of EVA in capturing

future earnings potential and cash flow generation.

22. Megan Carter (2019) "EVA and Dividend Policy: Evidence from Publicly Traded Firms™ Journal of
Financial Economics Volume and Issue: 37(1) Page No: 301-315Carter examines the relationship between EVA
and dividend policy, analyzing how firms use EVA-based metrics to determine dividend payouts and manage

shareholder expectations.

23. Rachel Evans (2020) "EVA and Corporate Social Responsibility: A Conceptual Framework Journal of
Business Ethic Volume and Issue: 45(20 Page No: 56-69 Evans develops a conceptual framework for
integrating EVA with corporate social responsibility (CSR), emphasizing the importance of aligning financial

performance with social and environmental objectives.

24. Benjamin King ( 2018) "EVA and Value-Based Management: A Review of Best Practices Journal of Value
Creation Volume and Issue: 12(3) Page No: 134-149 King discusses best practices for implementing EVA-
based value-based management systems, highlighting the importance of integrating EVA with strategic

planning and performance measurement.

25.Victoria Robinson( 2017) "EVA and Intellectual Capital Management: A Review of Empirical Studies"
Journal of Intellectual Capital Volume and Issue: 20(4) Page No: 89-104 Robinson reviews empirical studies
examining the relationship between EVA and intellectual capital management, discussing how firms use EVA

to assess the value of intangible assets and drive innovation.
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CHAPTER 3-COMPANY PROFILE

Unisys Services Private Ltd is India’s Small growing and foremost people supply chain and HR Services
Company, Unisys HR provides corporate clients a one stop solution for all their staffing and HR requirements:
offering a gamut of services. Unisys HR, headquartered in Bangalore is a end-to-end HR solutions company
with a focus on Temporary Staffing, Recruitment & RPO, Payroll Processing.

Corporate Clients and work across industry verticals catering to requirements of leading names in FMCG and
Consumer Durables, Retail, Telecom, IT, BPO and ITES, Automobiles, Services, Manufacturing, Engineering
and several other sectors. Offering a gamut of services that include Temporary Staffing, Permanent
Recruitments, Payroll Process Outsourcing, Regulatory Compliance Services, Training and Assessments;
Unisys HR is probably the only integrated HR services provider, offering corporate customers an end to end
solution. Our six legged service offering has been designed keeping in mind six most critical needs in today’s

context; needs both of Corporate India as well as India as a whole.

Company Profile:

Industry profile: Unisys HR Service India pvt Itd

. It was established in 2014.
. Nature of the company is providing Recruitment Service.
. Major players are 4 partners, 10 employees, 3 interns, 2 branches.

THE SERVICES OFFERED BY THE COMPANY ARE:

. Information Technology

. IT Enabled Services

. Agriculture and Agri-based Organizations
. Telecom, Media & Entertainment
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. Engineering, Process & Infrastructure

. Consumer Services & Retail

. Banking, Financial Services & Insurance

. Temporary Staffing Solutions

. Recruitment Process Outsourcing Services
. Permanent Recruitments

. Payroll Processing Solutions

. Onboarding Services

. Compliance Management Services

CHAPTER 4-RESEARCH DESIGN

1. Statement of the Problem:

The study aims to assess the financial performance and value creation potential of unisys company using
Economic Value Added (EVA) analysis.

2. Research Gap:

While there are various methods for evaluating financial performance, there is a gap in comprehensively
assessing a company's value creation ability considering its cost of capital, which can be addressed through
EVA analysis.

JETIR2405379 ] Journal of Emerging Technologies and Innovative Research (JETIR) www.jetir.org \ c704


http://www.jetir.org/

© 2024 JETIR May 2024, Volume 11, Issue 5 www.jetir.org (ISSN-2349-5162)

3. Hypothesis of the Study:

Null Hypothesis (HO): There is no significant difference between the company's NOPAT and the cost of capital,
resulting in zero Economic Value Added (EVA).

Alternative Hypothesis (H1): The company's NOPAT exceeds the cost of capital, resulting in positive
Economic Value Added (EVA).

4. Objectives of Study:

» Measuring Economic Profitability: EVA aims to provide a more accurate measure of a company's
profitability by deducting the cost of capital from its operating profits. This allows for a better understanding of
the true economic value generated by the business.

» Optimizing Capital Efficiency: EVA analysis helps companies identify opportunities to optimize their
capital structure and allocate capital more efficiently. By comparing the return on invested capital (ROIC)
to the cost of capital, organizations can prioritize investments that generate the highest economic value.

» Driving Value-Based Decision Making: EVA encourages decision making focused on maximizing long-
term shareholder value. By considering the economic impact of various decisions and investments,
companies can align their strategies with value creation objectives.

» Performance Evaluation and Accountability: EVA serves as a performance metric that holds managers
and employees accountable for value creation. By incorporating EVA targets into performance evaluations,
organizations can incentivize individuals to make decisions that enhance economic profitability.

» Identifying Value Drivers :EVA analysis helps identify the key drivers of value creation within a
business. By decomposing EVA into its components, such as revenue growth, operating margin, and capital
efficiency, companies can pinpoint areas of strength and weakness and take corrective actions as needed.

5. Scope of the Study:

The study will focus on analyzing the financial data of unisys company for the past two years.
It will include calculations of NOPAT, total capital, WACC, and EVA.
The analysis will cover trends in financial performance metrics and their implications for value creation.

Step 1: Define Objectives and Scope

Obijective: To conduct a comprehensive analysis of the financial performance and value creation potential using
Economic Value Added (EVA) framework.

The analysis will cover the past two years of financial data for the unisys company , focusing on profitability,
capital efficiency, and shareholder value creation.

Step 2: Data Collection and Preparation

Gather financial data for the Unisys company , including:
Income statement

Balance sheet

Cash flow statement.

Cost of debt and equity

Other relevant financial and operational data.

Ensure the consistency and accuracy of the data collected.

Step 3: Calculation of Net Operating Profit After Taxes (NOPAT)
Formula: NOPAT = Operating Profit * (1 - Tax Rate)

Determine the operating profit before taxes.

Calculate taxes based on the effective tax rate.

Subtract taxes from operating profit to obtain NOPAT.

Step 4: Determination of Total Capital
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Formula: Total Capital = Total Equity + Total Debt - Non-operating Assets + Non-operating Liabilities
Sum the book value of equity and total debt.
Adjust for any non-operating assets or liabilities.

Step 5: Computation of Weighted Average Cost of Capital (WACC)

Formula: WACC = (Weight of Equity * Cost of Equity) + (Weight of Debt * Cost of Debt * (1 - Tax Rate))
Determine the cost of equity using CAPM or DDM.

Calculate the cost of debt based on interest rates and credit risk premiums.

Determine the weights of equity and debt in the capital structure.

Compute WACC using the weighted average of the cost of equity and cost of debt.

Step 6: Calculation of Economic Value Added (EVA)
Formula: EVA = NOPAT - (Total Capital * WACC)
Subtract the product of total capital and WACC from NOPAT to obtain EVA.

Step 7: Trend Analysis

Analyze trends in NOPAT, total capital, WACC, and EVA over the two-year period.

Identify any significant changes or patterns and investigate the underlying drivers.

Step 8: Return on Invested Capital (ROIC) Calculation and Analysis

Formula: ROIC = NOPAT / Total Capital

Assess whether ROIC exceeds the WACC to determine if the company is creating value for shareholders.

Step 9: Sensitivity Analysis

Conduct sensitivity analysis on key input variables such as WACC components and operating performance
metrics.

Evaluate the impact of changes in these variables on EVA and assess the company's sensitivity to various
factors.

Step 10: Interpretation and Recommendations

Interpret the EVA analysis findings in the context of the company's industry, competitive position, and strategic
objectives.

Provide recommendations based on the analysis, such as strategies to enhance profitability, optimize capital
structure, or improve operational efficiency.

Chapter- 5:DATA ANALYSIS AND INTERPRETATION

Calculation of NOPAT
NOPAT= Operating profit - TAX
2021 2022
Operating Profit 133255 2136992
Tax 34650 920130
NOPAT 98605 1216862
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Determination of Total Capital
Total Capital = Total Equity + Total Debt - Non-operating Assets + Non-operating
Liabilities

2021 2022
Total Equity 2100000 2100000
Total Debt 14065811 0
Non-Operating Assets 8753884 8567393
Non-Operating liabilities 14100461 555620
Total Capital -6688534 -7023013

Chapter 6 — Summary of findings, Suggestions and Conclusion

Findings:

NOPAT has significantly increased from 98,605 in 2021 to 1,216,862 in 2022. This substantial growth indicates
improved profitability and operational performance over the year.

Total Capital has decreased from -6,688,534 in 2021 to -7,023,013 in 2022. This decline suggests a reduction in
the company's capital base, possibly due to a decrease in debt or non-operating assets.

Suggestions:

Utilize Increased NOPAT Effectively: With the notable increase in NOPAT from 2021 to 2022, the company
should strategically allocate these earnings to drive further growth and value creation. This could involve
reinvesting in core business operations, expanding into new markets or product lines, or enhancing research and
development efforts.

Address the Decline in Total Capital: The decrease in Total Capital from 2021 to 2022 may indicate a reduction
in the company's overall financial resources. It's essential for the company to assess the reasons behind this
decline and take appropriate measures to stabilize or improve its capital position. This could include refinancing
debt, optimizing the capital structure, or divesting non-core assets to generate additional capital.

Evaluate Non-Operating Assets and Liabilities: The significant presence of non-operating assets and liabilities
in the Total Capital calculation suggests that these elements may be impacting the company's overall financial
health. It's crucial for the company to review its non-operating assets and liabilities and consider strategies to
minimize their impact on Total Capital. This could involve liquidating underperforming assets, reducing
unnecessary liabilities, or restructuring non-operating obligations.

Maintain Sustainable Growth: While the increase in NOPAT is positive, the company should focus on
achieving sustainable growth by balancing profitability with financial stability. This entails prudent financial
management, careful risk assessment, and strategic decision-making to ensure long-term success and resilience
in the face of economic uncertainties.

By addressing these findings and implementing the suggested strategies, the company can enhance its financial
performance, strengthen its capital position, and position itself for sustained growth and profitability in the
future.
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CONCLUSION

The financial analysis of the company for the years 2021 and 2022 reveals significant developments and areas
for strategic focus. Notably, there has been a remarkable increase in Net Operating Profit After Tax (NOPAT)
from 98,605 in 2021 to 1,216,862 in 2022, indicating improved profitability and operational performance.

However, this positive trend is juxtaposed with a decline in Total Capital from -6,688,534 in 2021 to -7,023,013
in 2022, suggesting a reduction in the company's overall financial resources. This decline in Total Capital
underscores the importance of addressing the underlying factors driving this decrease, such as managing non-

operating assets and liabilities and optimizing the capital structure.

Moving forward, the company should capitalize on its increased NOPAT by strategically allocating earnings to
drive further growth and value creation. Simultaneously, it should undertake measures to stabilize or improve
its capital position, such as refinancing debt, optimizing non-operating assets, and minimizing unnecessary

liabilities.

Maintaining sustainable growth remains paramount, requiring prudent financial management, risk assessment,
and strategic decision-making. By addressing these findings and implementing the suggested strategies, the
company can enhance its financial performance, strengthen its capital base, and position itself for long-term

success in the dynamic market landscape.
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