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ABSTRACT

:_-Thi.ki rescarch attempts to evaluate the inancial performance of banking sectors in
Malayzia from year 2007 to 2011, Then, the analysis uses the financial ratios, Economic
Value Added and Shareholder Value Creation to compute and cvaluate the value of
shargholder for the banking sectors in Malaysia Moreover, this study also cxamines the
relation hetween Financial Ratios, EVA, and SWC. Overall, the results from this study
indicated that the relationship between EVA and MV A are best by far when compared to
the relation between MVA and Financial Ratios. Notably, the Malavsia Banking Sector
appears to have destroyed thesharcholder value and hence. the banking sectors should

make improvement in order to perform in the future performance.
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CHAPTER 1: INTRODUCTION

1.0 Introduction of the Banking Sectorsin Malaysia

The banking imdustrics are the backbone of the Malaysian economy. Hence, they play
an important role as financial intermediary and is a primary source of hinancing for
the domestic economy, accounting for about 70% of the total asscts of the financial
system as at end-1999. The financial performance of the banking industry 1s very
critical to the health of the gencral economy at large. These banks have existed since
19" century, Consequently, banks industry have gone through revolution as major
reorganization and formalization n their operations in order to achicve operation
efficiency cnhance performance and strengthen their competitiveness since last two

decades,

The hanking industry” theories have played important roles. which assumed
the banks eam profits by purchasing transactions deposits from depositors at low
interest rate. Subsequently. Banks reselling those funds to the borrowers such as
business firms at higher intercst rate, which its interest rate based on firms’

competitive advantage at gathering information and low risk (Santos, 2000}

Post Asian Financial Crisis between 1997 and 1998, Malaysia has experienced
another round of financial crisis, namely “Credit Crisis™. which has resulted global
credit crunch phenomena in 2007, It has directly affected global economic activities
especially toward America and European counfries. Subsequently, Malaysia has
experiencing the contagion effects, such as volume in exporl and import activities,
unemploynient rate, and currency exchange stability. As a result. Malaysia positioned

in risk of economy recession. The global economy has not fully recovered after the



Asian Financial Crisis in 1997-98, the financial crisis caused by the Europe debt
Crisis threatens the economic growth even more, This situation had become worsen
duc to change in inflation rate and subtraction of government subsidiary for necessity
goods. On the others hand, the Mergers and acquisitions (M&A) between banks
aftermaths of financial crisis 1997-98 has circulated some rumors and predicted that
Malaysia market is starting upsurge of M&A to overcome the downturn period by
increase the firm’s efficiency. For instance. EON Bank has been takeover by Hong

Leong Bank on May 201 1.

Malaysia banking sector has evolved into one where economies of scale in funding
and lending activities is of great importance, thus acquisitions are preferred over
organic growth by those seeking to enlarge their franchise. Furthermore, the marging
15 narrowed by higher competition in banking sector are likely to come up with more
products 1o earn more money to provide more comprehensive consumer services, m
return to gain profit. Thus, in the intensity of competition in banking sector, it is very
impaortant to analysis the banking industries performance in order to identify how the
banks positioning themselves and how they outperforming agamst their competitors.
As a result, it is acknowledgeable that accounting measures playving an important role

1h
17

in evaluating Banks performance. It exists since the century, remaining the most
common used metric to evaluate business performance (Richard et al., 2009) and
there are previous studics on profitability and other measures have been conducted by
Samad (1998), Anff (1989), Dirrar (1996), Mohiuddin (1991), Sum (1995) and
Hassan (199), which are far from satisfactory. This is because the limited reliability of
accounting profit measurement to reflect banks sector performance. Therefore, n this
project 18 wise to perform studies on banking industries performed through accounting

profit measurement like Financial Ratio and economy profit measurement such as



Economy Value Added (EVA) and Created Shareholder Value (CSV), which is aim

to identify the healthiness of banking sector’s performance,

1.1 Background of the Banking Sectors in Malaysia

The first established commercial bank in Malaysia 1s the branch of a British Exchange
Bank. which 15 also known as “The Chartered Mercantile Bank of India, London and
China™ (later Mercantile Bank, Ltd). The banks operate at Penang in 1839, and later
renames as the Mercantile Bank. Afterwards. it changes again to “The Chartered Bank™

in 1875,

In July 1913, there was the first domestic bank has been established in Kuala
Lumpur, and is known as Kwong¥Yik (Selangor) Banking Corporation. Followed by,
investment of foretgn banks such as Singapore-incorporated bank to open branches at
Malacca and Muar in 1917, Subsequently, businesspersons and traders incorporated
new indigenous banks constitute the ancient banking system ol India by carrying on

their age-ald banking operation in 1920s and 1930s,

In 1907, the established of the Currency Board is aims to issue the currency
and protects its value. This was [ollowing the recommendation on the World Bank
Mission in 1955 which was reviewed the country’s economic situation and potential
for development of the Central Bank of Malaya Ordinance called “Bank Negara

Malaysia™ on January 26, 1959,

After gone through a full evolutionary cycle from 1950s to 2012, a new wave
is now developing. The impact of the Asian Financial Crisis (AFC) in 1997-1998 an
Malaysia was huge. The stock and curreney market nearly collapsed during the crisis.

Consequently, the knowledge-based Economy Master plan was introduced in vear



2002, which was aimed of the transforming the economy into an mnovation-based
cconomy Lo improve their efficiency and productivity in order to cnable Malaysia to
achieve “high-income m.'mnlr}-'"" status by 2020, which is a mission set in 1991 by the
Prime Minister, Dr. Mabathir Mohamad i Vision 2020, Aftcrmaths of Asian
Financial Cnisis 1997-98 and Credit Crisis 2007-08. the financial industry has faced
another phase of consolidation by merging the commercial banks in order to enable
the financial instilulions to become one-stop financial centers in order o competent
and well prepaid for impending liberahization especially for financial service sector
(Financial Sector Master Plan 2001-2011). The government under the new Prime
Minister NajibRazak 1s trving to address the structural issues and in the process of
producing a blueprint for Malaysia in order to achieve high-income country status by
2020, Hence, it has taken a few initial small steps to liberation some restrictions and

distortions associated with the New Economic Policy.
1.2 The Evolution of the Banking Sectorsin Malaysia

The revolution of the banking sectors in Malaysia over this recent decade had
provides an important stage in order to develop a more resilient, competilive and
dynamic linancial system with best practices to support the future growth of the
cconomy throughout the economice cyele. Indeed, much of the revolution bad been
guided by the implementation of the Financial Scector Master Plan (FSMP2001-2011)
on March 1, 2001, Therefore, the FSMP has an outlined a 10-year plan for orderly
development of the banking sector which is beginning with building the institutional
capacity of the domestic intermediaries and developing the domestic financial
infrastructure. The plan has strengthen the economic performance and Ul stability has

gnabled the financial system to achieve effcctiveness and efficiency to face the
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challenging conditions during the economic turmoil. Since 2001, the financial

industry has expanded at an average annual rate of 7.3% to account for 11.7% of real

GDP in 2010 (2001: 9.7%) and below table shows the evolution of the financial

industries in Malaysia.

Exhibit 1-1

Evolution of the Banking Sectors in Malaysia

1997

» 2010

Pre-Asian Financial Crisis

Kev Achievements

e [Fragmented banking system
with 77 domestic banking
mstitutions

o Less of developing bond
market,

= Qver-reliance by
corporations on the banking
systemn for financing

e There was a more rigid and
prescriplive rule-based

regulation and supervision

limited

Islamic

o There was a
prominence ol
finance

¢ Inflexible price mechanisms

s (aps in access to financing

Financial

Master plan

(FSMP)

001

There was a consohdation and
rationalization  of  banking
industry in Malavsia.

There was varying of [inancial
sector with deep and liquid
debt sccurities market,

The  strengthened  of  the
corporate governance and risk
management practices.

Efficient delivery channels for

financial products and
services,
Strategic alliances with

forcign institutions

Enhanced access to financing
especially for  SMEs  and
micro-cnterprises.

Greater market orientation.
Strengthened  financial  and
economic linkages.

Source: Central Bank of Malaysia: Financial Sector Blueprint 2011-2020.

1.3 Problem Statement

Banking industry in Malaysia is facing several forces of change that can influence the

Banking Scctors in Malaysia such as merger or acquisition to become bigger in size

and improve in quality services. In July 29, 1999, Tan Sni Al Abul Hassan Sulaiman



has announced the merger programme for domestic banking institutions to form six
domestic financial groups that would ensure the domestic banking institutions would
be able to withstand prc.:qsurcg and challenges arizing from globalization and from an
increasingly competitive global environment, Besides, Bank Negara had justified the
consohdation program on grounds that Malaysia needed to build strong banks to
compete globally when its financial services market opens up in 2003 under WTO
rules.Under this programe, Malaysia's 54 hanks and financial institutions had merged
inte [0 anchor groups in a sweeping consolidation in 2001 under the auspices of the
government, which are Malayan Banking Berhad, Bumiputra-Commerce Bank
Berhad, RHB Bank Berhad, Public Bank Berhad. Arab-Malaysian Bank Berhad,
Hong Leong Bank Berhad, PerwiraAffin Bank Berhad, Multi-Purpose Bank Berhad.
Southern Bank Berhad and EON Bank Berhad Consequently, this study will
investigate whether the M&A activity in past time has enabled Malaysia Banking
Sectors enjoy  linancial performance. Is the banking sectors able to sustain
profitability, liquidity, risk, and solvency? How does their economy profit? Besides, it
is very important to the bank’s owner as well to the investors in order to assess and
adjusts the performance of banks and the regulation to maximize profit by
Mamatzakis, &Remmndos, 2003; Pasiouras, &Kosmidou, 2007). Resulting in, there
were a foew recent studies in examining the financialperformance through Economic
Value Added (EVA) and Sharcholder Value Creation {(SVC).Thercfore, this study
intends to measure the financial ratio, cconomic value added (EVA) and sharcholder
value creation (SVC) of the banking sectors in Malaysia. In this study, it will focus on
Local Banks Sectors mclude Affin Bank Berhad, Alliance Financial Group Berhad,
AMME Holding Berhad, CIMB Group Holdings Berhad, Hong Leong Bank Berhad.

Malayan Banking Berhad, Public Bank Berhad and RHB Bank Berhad.



1.4 Research Objectives

1.4.1 General Objective

The general objective ol this research is to cvaluate the financial performance of
banking sectors in Malaysia from wvear 2007 to 2011, In this study, the evidence of
improved financial performance will be measure by the financial ratio, EVA and SVC
for the cight banking sectors in Malaysia for the five-year period from the year 2007

until 2011,

1.4.2  Specific Objective

In addition, the specific objective of this research are to evaluateand analysis

1. The Financial Ratios for cach Bankin Malavsia.

ii.  The Economic Value Added for each Bank in Malaysia,
iii.  The Economic Value Added Adjustment for each Bank in Malaysia.
iv.  The Sharcholder Value Creation for each Banks i Malaysia.

v.  The Ranking of Banks based on SR, SV A, and SVC in Malaysia.
vi.  The Relationship between EVA and Financial Ratios.
vili.  The Relationship between EVA Adjustment and Financial Ratios.
vill,  The Relationship between SVAand EVA,
ix.  The Relationship between SVA and Financial Ratios.
x.  The Relationship between MY A and EVA,
xi.  The Relationship between MV A and Financial Ratios.
x11.  The Relationship between SR and EVA,
xili.  The Relationship between SR and Financial Ratios,

xiv.,  The Relationship between SVC and NOPAT.



1.5 Research Questions

This study is to highlight about the Financial Ratios, Economic Value Added (EVA),
and Shareholder Value Creation (SVC) determining the profitability. hquidity, risk,
and solveney, economic profit of the Banking Sectors in Malaysia. The tollowing key

research questions arc proposed.

1. What are their Financial Ratios for cach bank 1n Malavsia?

1. What are their Economic Value Added (EVA) for each bank in Malaysia?

i1,  Whal arc their EVA Adjustment for each bank in Malaysia?

iv.  What are their Sharcholder Value Creation for each bank in Malavsia?

v.  Does any relationship cxist between EVAandlinancial Ratios?

vi.  Does any relationship exist between EVA adjustment and Financial Ratios?
vii.  Daes any relationshipexist between Market Value Added (MVA) and EVA?
viil.  Does any relationship exist between MVA and Financial Ratios?

ix,  Does any relationshipexist between Shareholder Return (SR) and EVA?

%, Does any relationship exist between SR and Financial Ratio?
xi.  Does any relationshipexist between Sharcholder Value Creation (SVC) and

NOPAT?

1.6 Significance of the Study

This research paper attempts to cvaluate the Financial Performance of Banking
Sectors in Malavsia by identifying the Financial Ratios, EVA as well as SVC for the
five-year from 2007-2011 and it relationship with dependent variables by using

Correlation tests,



The significance of this research on EVA and SVC 1s Lo provide useful
mlormation to point organizations toward cfficiency and increase the organization’s

value as well ag investors with the investing opportunity.

Besides, significance ol this research 1s 1o measure the true financial
performance of the each bank in Malaysia as well as to indicate the wealth of
sharcholder over the periods. The SVC. it is crucial for investors to identify the
organization’s performance whether they are creating value or destroving shareholder
value. Consequently, they can establish a new stralegics, policy and objectives as well

to strengthens their organization competitive advantages and sustain their profitability.

1.7 Operational Definitions

Definition of Finaneial Ratio

Financial Ratiois financial data of the company that restated in relative term in order
to aid investors identily and quantify a company’s financial strengths and weakness,
evaluate its financial position, and understand the risks involved in the company,

(Eugene, Joel, Yao, Hong, & Bany, 2010).

Definition of Liguidity Ratios

Liquidity Ratios 1s ratios that show the relationship of a company’s cash and other

current assets to its current liabilities, (Eugene, Jocl, Yao, Hong, & Bany, 2010).

Definition of Profitability Ratio

Profitability Ratios is a group of ratios that show the combined effect of liquidity.

assets management, and debt on operating results, which is will reflect the result of all



the financing policies and operating decisions, (Bugene, Joel, Yao, Hong, & Bany,

2010).

Definition of Risk and Solvency Ratios

Risk and Solvency Ratios 1s a set of ratios that measure how efleetively a company is
managing its assets, which a company becomes risky if it is insolvent (Eugene, Joel,

Yao, Hong, & Bany, 2010).

Definition of Economic Value Added

Feonomic Value Added is an estimate of the company’s economic profit, whether the
shareholders” value the company’s cquity above or below the amount of capital, they
originally invested. Therefore, EVA will reflect the carned profit of the company.
whercby shareholders gain when the return from the capital employed 15 greater than

the cost of the capital (Stern, Stewart, & Chew, 1991).

Definition of Economic Value Added (EVA) Adjustment

The objective of the EVA adjustments 1s lo adapt accounting statement to an
economic profit. The essential step is to calculate Net Operating Profit after Taxes

{({Investopedia, 2013).

Definition of Shareholder Value Creation

10



Sharcholder Value Creation is first defines the inercase of equity market value, the
shareholder value added, the shareholder return, and the required returmn to

equity{Fernandez, 2002),
Definition of Aecounting Profit

Accounting Profit is the access of company total income over the company expenses,
while the company earns revenues after selling their goods and services. Therefore,
the company earns the revenues is more than the company expenses, it said that the
company has made an accounting profit (Investopedia, 2013). Accounting Profit (Met
Income) does not take into consideration the opportunity cost of capital. but economic

profit does (Stern, Stewart, & Chew, 1991).
Definition of Economic Profit

Economic Profit is the access of the company total income over the total of company
expenses, while to the cost of an investment; it also adds the opportunity lost cost of

another investment option (Investopedia, 2013 ).
Definition of Intertempaoral

Intertemporal is an cconomic term deseribing that how the inveslors or company
current decisions affect what options become available in the future.If the investors or
company not intense today, expenditure levels will increase significantly in the future,
and vice versa. In order world, for investors, these decisions relate more saving and
retirement, while for company, various investment decisions involve intertemporal

choice (Investopedia, 2013).

Definition of Mean
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The mean 1s delined as a simply the arithmetic average, which is perhaps the most
common ool that used to measure of central tendency (William, Barry, Jon, & Miteh,

2010).

Detinition of Standard Deviation, 5.D

Standard deviation is a measure of how far the actual return is likely o deviate from
the expected return, or standard deviation is a statistical measure of the vanamlity of

set ol observation (Eugene, Joel, Yao, Hong, & Bany, 2010),

Definition of Pearson Correlation, r

Pearson Correlation, ris a statistical that use to measure of the degree of relationship
between two wvariables. The correlation coefficient can range from +1.0 (perlect
positive correlation) and -1.0 (perfect negative correlation). The correlation of zero
indicates that two variables are not related to each other (Eugene, Joel. Yao, Hong, &

Bany, 2010).

1.8 Organization of Paper

This study consist of five chapters namely:-

Chapter One: Introduction, it will be a brief introduction of banking sectors in
Malaysia, Background and Evolution of Banking Sectors in Malaysia. Besides, in this

chapter, a clear define of problem statement of the rescarch, research questions,

12



rescarch objective, significance of this rescarch, operational definition. organization

of paper and chapter summary,

Chapter Two: Literature Review, it will start with introduction, In this chapter, it will
clear discuss the previous study on the Financial Ratios, Economic Value Added and
Sharcholder Value Creation to evaluate the Financial Perforimance of Banking Sectors

in Malaysia.

Chapter Three: Research Mcthodology, it will start will introduction, followed by the
dimensions and factors will be highlighted in order for the development of the
research hvpothesis and rescarch framework Financial Ratios Mecasurement, EVA
Measurement, EVA Adjustment Measurement, SVC Measurement, and Pearson
Correlation Measurement. Besides. in this chapter also discuss the data collection

made]l and method of measurement,

Chapter Four: Analysis and Interpretation of result that will be tested the hypothesis

developed in chapter three.

Chapter Five: Conclusion, this chapter will be discussed based on the research results

{Chapter Four). policy applications and limitation of the research,

1.9 Chapter Summary

The Banking Sectors are the backbone of the Malaysian economy and it plays a very
impartant role as hinancial intermediary as well as a prnimary source of linancing for
the domestic economy. This 1s very important for the banking sectors to evaluate ther
performance by using the Economic Value Added and Sharcholder Value Creation
and not only by using Financial Ratios. This is becanse EVA is attempted to measure
the Banking Sectors” cconomic profit, which Financial Ratios attempts to measure the
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Banking Sectors’ accounting profit, in a given vears. In addition, when a Banking
Sectors has shown a positive value for EVA, (s cconomic profit is improved by
mvesting more capital. By contract, when a Banking Sectors has shown a negative
value for EVA, this mean more capital will actually decrease cconomic prafit.
Consequently, this shown the whether good growth or bad growth of the Banking
Sectors in Malaysia for the periods from 2007-201 1, which is an important concept in
value creation. On the other hands, SVC measures to identify the shareholder value of
the Banking Sectors whether the Banking Scctors have a good indication of future

erowth or reliable strategies thal can improve their financial health.
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CHAPTER 2: LITERATURE REVIEW

2.0 Introduction

Economists and accountants discuss differently on the proper definition of profit.
Accountants defined that the profit is the excess of revenue over expenses and taxes
and 1s best measured by earmnings. In contrast, economist argued that earnings fail to
include an important expenses item, the opportunity cost of the equity capital
contributed by the sharcholders of the company. Therefore, the company earns
cconomic profits only to the extent that its earning exceeds the returns it might carn
on other investments. Indeed, earnings will alwavs exceed economic profits, and a

firm can be profitable in an accounting sensc yet unprofitable in an economic sense.

2.1 Accounting Profit Measurement

The important of financial management is to create sharcholder value, which is
focusing on accounting information, such as earming. In perfect world, the investor
would rely on market values relating to a firm’s assets rather than its accounting data.
In spite of this. they would rarely have market values 1o guide decision-making and
predicting firm’s future performance, As a resull, [inancial ratio as accounting
information can be very usetul for this purpose. It can also give early word of warning

about the slowdown of firm’s [inancial performance (Ohlson, 1950)

2.2 Financial Ratios

Mevertheless, financial analysts use accounting mformation differently compared to
accountant do, whereby the accountants focus on using the information principles
(GAATD). They also use this information to measure a company’s performance and

make projections in order to improve its future financial performance. Financial ratios
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have cxisted since the 17"

century. It uselulness and simplicity had leading 1o 1t is
widely acceplance and remain the most robust used metrics in measurc a company
perlormance (Richard, l’... Devinney, T., Yip, G., & Johnson, G., 2009). In general.
financial ratio presented two ways of making meaninglul comparisons of the
company financial data, Firstly, it is using to examine the ratios across tme such as
past five years company’s annual report in order to compare a company current and
past performance. Secondly, it 15 using to compare cach company’s ratios with thosc

of other companies.

Conversely, the cmpirical studies argued that there i1s no single accounting
measure, which 15 use Lo discuss the variability in the shareholders wealth (Chen &
Dodd, 1997). In addition, the hnancial measures that use i evaluating company
performance must be highly correlated with shareholders wealth. Otherwise, it should
not be subjected to randomness inherent in it. The traditional performance mcasures
including profitability, liquidity, risk. and solvency such as ROE, ROI, and EPS ctc.
Accounting profit is not limited of its consistency in predictor a company value.
Value based management system has obtained popularity in academic literature,
which is used to measures ils performance is Economic Value Added (EVA) and

Created Sharcholder Value (CSV).
2.3 Economic Value Added (EVA)

The EVA is a statistical measure company’s performance, which is economic profit
measurement (Hawawini, 2003). EVA has greatly become very useful and growth in
popular since introduction by Stern and Stewart (1996). Stern Stewart and company
argued that EVA is not limited only for measuring the earnimgs from operations, but it

also measure of both internal and external performance. Furthermore. it 15 well
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acknowledged because of its best practical to evaluate the company’s performance
(Stern, Stewart, & Chew, 1991), EVA stands well out from the crowd as the single
hest measures of value creation on continuous basic, and EVA 15 almost 50% better
than 1ts closet accounting based measures including EPS, ROE, and ROI in explaining
in changes n the sharcholders wealth (Cities in House Research, Stewart, 1994).
Therefore, Stern Stewart has introduced a significant presence in the highly
competitive valued-based performance thereby consuliing market with “exactly
hundreds of firms by using the EVA such as Coca-Caola Co., El Lilly and Co,, and the

Postal Service in the United States (Biddle, 1998).

As a result, EVA will be tested in measuring banking sectors performance in
Malaysia agamst linancial ratio. Thus, the relationship between EVA and Financial

Ratiosnecded to be identified and the following hypothesis areproposed lor testing.

Hai: There is a positive relationship between EVA and Profitability.

Hazo There is a positive relationship between EVA and Liguidity.

Has. There is a positive relationship between EVA and Risk and Solvency.

2.4 EVA Adjustments

In finding economic profit. this is an important to calculate the net operating profit
afler laxes (NOPAT). lowever, the adjustments made in the EVA analysis are
eszential to both the accuracy and identify of the EVA metric, while an unadjusted
EVA analysis 1s just using accounting data that docs not necessarily reflect the current
financial performance of the company {Investopedia, 2013). In addition, a study m a
paper shows that the results of over 300 companies, which 1s included only the five
major adjustments included those to “successtul efforts accounting, research and
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development, deferred taxes, provisions for warranties and bad debts, LIFO reserves,
depreciation, goodwill, operating leases, restructuring charges, and accounting for
capital charge™ (Anderson, Bey, & Weaver, 2003). Additionally, the compared the
results with those calculated by the omginators of the EVA metric, (Stern Stewart &
Co, 2013). The outcomes of the observation showed that the two figures lor each
company were over 90% similar and providing that for the most part, adjustments
could be minimal lor ease of use and shows accurate results. Hence, the [ollowing

hvpothesis are proposed for testing,
H.s. There s a positive relationship between EVA Adjustmentand Profitability.
Has: There 1s a positive relationship between EVAAdjustmentand Liguidity.

Has There is a positive rclationship between EVAAdjustmentand Risk and

Solvency.
25 Shareholder Value Added (SVA)

Instead of financial performance, it 1s also important to identify the banking scctor
value creates for their shareholder. To measure the value created for the sharcholder,
it is important Lo dentify through economic profit that arc EVA, MVA, SVA and
CSV, Stewart (1990) conducted the first study of the correlation between EVA and
Market Value Added (MVA) or Sharcholder Value Added (SVA) and argued that
both correspond with each other in actuality quite popular among US companies. The
correlation between negative EVA and negative MVA does not hold very well.
Additional, the study also argued that EVA and MVA correspond to each other best
when changes in EVA and MV A are not the absolute levels. The correlation measured

between EVA and the traditional measures of financial performance and their study
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based on the data of 241 US company (Lehn & Makhij, 1997). The study argued that
the EVA is superior to accounting profits as a measure of sharcholder value creation
and this correlation was slightly better than with traditional performance measures

such as ROA, ROE, and ROS.

Henee, the relationship between SVA  Profitability Measures which s
including EVA, ROL ROA, ROE, and ROS based on the data of eight banking sectar
i Malaysia 1s required to be tested. Therefore, the following hvpothesis

areproposedior testing.

Has:  There is a positive relationship between SVA and EV AL

Hasz:  There is a positive relationship between SVA and Profitability,

[[4e:  There is a positive relationship between SVA and Liguidity,

Haior There 1s a positive relationship between SV A and Risk and Solvency,

2.6 Market Value Added (MVA)

The study based on 100 bank holding companies for 10 years period. They found that
the correlation of MVA with EVA is significantly higher that with other traditional
measures like EPS, ROE, ROA, and Net Income. The outcomes suggests that the
correlation between MV A and those measures are; EVA was 40 percent, ROA was 13
percent, ROE was 10 percent, Net Income was 8 percent, and EPS was 0

percent({Uyemura, Kantor, & Petit, 1996).

The evaluated the correlations between MVA with EVA and MVA with
financial ratio such as EPS, EPS growth, ROE, FCF or FCF growth in the US. They

found that MVA is more highly correlation between MVA and several financial

19



performance measures. They find EVA to correlation is better with MVA than
compare to other measures. For the finding, R squared for EVA 1s 42 percent, for
EPS growth 34 percent and for ROE and EPS i1t was 29 percent, (Milunovich & Tsuci,

1996). Therefore, the following hvpothesis are proposed for testing.

Hap: There is a positive relationship between MY A and EVA.

Haj2: There 1s a positive relationship between MV A and Profitability,

Hais:  There is a positive relationship between MV A and Liquidity.

[a1gr There is a positive relationship between MV A and Risk and Solvency.

2.7 Share Return (SR)

The study based on 566 US companies under the period from 1983 to 1992 in order to
cvaluate the correlation between stock return and different profitability mcasurcs
which is including LV A, non-adjusted residual income, ROA, EPS and ROE. This is
the most demanded tool for the company in every conditions and it has been
implemented in numerous large companies to motivate managers 1o create
sharcholder value. In their study of finding, ROA explained stock return best with R
squared of 24.5 percenl. Hence, the R squared for other metrics are: EVA was 20.2
percent, residual income was 19.4 percent and EPS and ROE approximately about 5.0

percent to 7.0 percent, (Dodd & Chen, 1996).

Hence, the relationship between Sharcholder Return (SR) and Profitability
Measures which is including EVA, ROI, ROA, ROE, and ROS based on the data of
cight banking scctor in Malaysia is required to be tested. Hence, the lollowing

hypothesis areproposed for testing.

20



Hais:  There is a positive relationship between SR and EVA.

Hus:  There is a positive relationship between SR and Profitability,

Hars: There is a positive relationship between SR and Liquidity.

Hus:  There is a positive relationship between SR and Risk and Solvency.

2.8 SVC and NOPAT

Pablo Fernandez (2002) argued that it is impossible for accounting based measures
such as EVA, Economic Profit (EP). or Cash Value Added to measure value creation,
whichis based on accounting information in term of historic in nature, NOPAT consist
ol the most significant correlation with the MV A, meaning that the company’s EVA,
Economic Profit (EP) or Cash Value added increase in value does not mean that the
firm is making value, as the sharcholders’ value creation has very little to do with

EV A, (Fernandez, 2002).

Hence, this research also tlests the relationship between NOPAT and
Shareholder Value Added (SVC) to identify whether the banking sector create value

for their shareholder. The following hypothesis 1s proposcedfor testing.

Hao-  There is a positive relationship between SVC and NOPAT,
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CHAPTER 3 RESEARCH METHODOLOGY

3.0 Introduction

The research methodology can be described as how the research is carried out in
terms of research framework, data collection model, and method of measurement, The
research framework is included financial ratio measurement, which is can be divided
nto profitability, liguidity, risk, and solvency of the bank. In addition, economic
value added 15 used to measure developed by the investment-consulting firm and
shareholder value creation is used to mdication of future growth or reliable plan of the
bank.Since 1980s, there have been an incrcasing number of using Traditional
Accounting Measures in order 1o analysis the company’s performance. Then, Rapport
{1986) and Stewart (1991) turned to the concept of shareholder valuc and how itcan
be created, sustainable competitive advantages, and measured. Consequently, this led
to the development of a number of “Value Metric™ and it can be classified as

Accounting Metrics and Lconomic Value Metric.

There arc eight local are selected in this study in the period of the year 2007 to
20111, Thus, the banks that have been chosen are Affin Bank, Alliance Bank, AmBank,
CIMB, Hong Leong Bank, Maybank, Public Bank and RHB Bank. The time span has

been chosen, as it was five-vears from 2007 to 2011,

3.1 Research Framework

Exhibit 3-1 illustrates the research framework for this study, Subsequently, it 1s also
provides the measurement methods of the Financial Performance of Banking Sectors
in Malaysia based on Accounting Profit and Economic Profit. Accounting profit can
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be divided into three groups namely profitability, hquidity, risk, and solvency of
banking sectors. ‘Then, Economic Profit also divide into three group namely EVA,

EVA Adjustments, and SVC.

Exhibit 3-1 Research Framework Model

Banking Sectors in Malaysia

Accounting Profit Economic Profit

- Profitability Economic Value

Added (EVA)

— Liqudity

Economic Value Added
Adjustment (EVA

Fask and Adjustment)

Solvency

Shareholder Value
Creation (5VO)

i Accounting Metric

Ihe measure of bank performance focuses on nler-temporal and  interbank
performance of the banks on the following group of ratios, such as financial ratio,
which there are three areas namely, profitability, liquidity, risk, and solvency of the

bank sectors in Malavsia during 2007 - 201 1.

Financial statement analysis is theories apply. which 1s use o examine the past
and cuwrrent financial data for measuring a bank’s performance, its future risks and
potential growth. One of the casiest ways 1s through using theories is accounting
ratios. The data that use in measurement of the bank sectors performance 1s based on

data that provided in external reports and as well as supplementary information from
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management. The accounting ratio measures are guite commaon tools for measuring
the bank performance and it exists since the 137 century (Richard, P., Devinney, T.,
Yip, GG, & Johnson, G., 2009). Therefore, financial ratio analysis 1s very important
tools that can help investors, especially shareholders and bondholders to making
ceonomic decision such as investment decision.  As well, it also important to
predicting the future performance of the firms and not only for banking sectors. Hence,
this study will analysis and evaluate the financial performance of banking sectors in
Malaysia. There were three arcas of financial ratios that have been highlighted, which
will be focus on in measuring banking scctors in Malaysia through profitability,

liquidity, risk and solvency during five years period starting from 2007 to 2011,
3.1.1 Profitability Measures

In this report, profitability refers to the banks performance, which is measuring the
abilily of the firm in generate profit. It is common ratio used by management and
investors 1o assess the bank’s performance on generale profits and how these profits
arc uscd to compensation investors that reflect the net result of all the financing
pelicies and operating decisions, and lead to justify how well a bank creating value to
their sharcholders and how eflicient their management tcam was. There are six main

profitability ratio measures are discussed n this study as follows:
i.  Return on Total Assets (ROA)

Return on Total Assets (ROA) is a ratio of the net income 1o total assets, which is an
indicator that reflects the ability of the bank’s assets in order to generate profit. ROA
15 an indicator of how well a bank can convert its assets into net income (Samad &
Hassan, 1998), Commonly, a higher ROA suggests that efficient management of the

bank is utilizing assets atfectively. The ROA is computed as [ollows,
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Mot Income
Feturn On Total Assets, ROA = ——
Total Assets

Source: (Lugene, loel, Yao, Hong, & Bany, 201101

——

Return on Equity (ROE)

Return on Equity (ROE) is a ratio of the net income 1o shareholders’ equity, which is
commonly used by the management and investors to measure the mtemnal
perlormance on the stockholders value, Usually, ROE 1s higher compared to the
return of investment (ROI} because of financial advantage of the organization.
Financial leverage can be described as the use of securities bearing a fixed (limited)
rate of return in order to finance a portion of the banks’ assets by hopes of increasing
the maximize return to the common stockholders’™ investment. A higher ROLE
suggested that the investor would earn a higher return on their investment. The ROE
1s computed as [ollows.

MNet Income

Eguity, ROE = ' ;
Return On Equity, RO Total Stockholders Equity

Source: (Eogene, loel, Yao, Heng, & Bany, 2010}

—
——

i. Return on Investment (ROI)

Return on Investment (RO1), also known as ROA or basic eaming power ratio, is the
ratio of the net income before the influence of taxes and interest in order to measure
the ability of the bank’s assets to generate the operating profit. Generally, the higher
of the ROI suggested that the better performance of the bank, The ROI is computed as
Tollows.

EBIT

Return on Investment, RO = —————
Total Assets

Source: (Eugene, Joel, Yao, Hong, & Bany, 2010



iv. Heturn on Sale (ROS)

Return on Sales (ROS), also known as nct profit margin, 1s the ratio measures nct
income per dollar of the sales, In general. a higher of the operating margin suggested
that the better performance of the bank or mean that the bank has less financial risk.

The ROS is computed as follows,

Met [ncome
Return On Sales, ROS = ——
Sales

Fource: (Fugene, Joel, Yao, Hong, & Bany, 20110)

v.  Return on Capital Employed (ROCE)

Return on Capital Employed (ROCL) can be described as the efliciency and
profitability of a bank’s capital investment, 15 a ratio of net income before taxes
(EBIT) and interest to capital emploved. 1n general, ROCE suggested should always
be higher than the rate at which company borrows because the increase in borrowing
will affect the shareholders” value. The ROCE is computed as follows,

EBIT

apital Emploved, ROCE = T
Return On Capital Employed, RO Total Assets — Current Liabilities

Source: (Eugene, loel, Yao, Hong, & Bany, 2000)

vi.  Sales Growth (SG)

Sales Growth {5G) can be described as the percentage change of total sales over a
specific period, in order to measure how fast a bank growth over time. The SG is
computed as follows,

__ Current Year's Sales — Last Year s Sales -m
Sales Growth, §G = . X
Last Year s Sales

Source: (Eugene, Joel, Yao, Hong, & Bany, 20110
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3.1.2  Liquidity Measures

Ligquidity indicates the ability of the bank to have cash available when needed to mect
its financial obhligations on a timely and effective manner. Liguidity is related to ease
and quickness of the bank can convert its noncash assets into cash, as well as the size
ol the bank’s investment in noncash assets, whichare relatives to its short-term
liabilities. (Samad & Hassan, 1998), is states that “liquidity is the life and blood of
commercial bank™. They are several liquidity measures that were used in this study as

follonas,

i.  Working Capital (WC(C)

Waorking Capital (WC) 1s used to measures the excess funds of the banks, whichmust
be financed with long-term debt and equity. Working capital is known as the excess
of current assets over current liabilities. While, current assets include assets are most
likely 1o be converted into the cash in the specific period. The WC is computed as

follows,

Working Capital, WC = Current Assets — Current Liabilities

Source: (Eugene, Joel, Yao, Hong, & Bany, 2010)

—
-

. Net Working Capital (NWQ)

Net Working Capital (NWC) is one of the important tools that used to measure the
bank’s financial performance or stability of the bank as the difference between the
current assets and current liabilities of the banks. In general, the positive value of the
NWC will show the ability of the bank to pay ofl its liablities. Thus, the negative

value of the NWC will also be concern, The NWC is computed as follows.
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Working Capital, WC = Current Assets — Current Liabilities
Source: {Eugene, loel, Yao, Hong, & Bany, 2011

iii.  Working Capital Ratio (WCR)

Working Capital Ratio (WCR) is also known as current ratio, which is used to
measure of liquidity of the banks in order to meets its payment obligations as they fall
due. In general, the higher of the WCR suggested that the greater of the bank
flexibility to expand operation. The WCR is computed as follows,

Total Assets
Total Liabilities

Working Capital Ratio, WCR =
Souwrce: [Fugene, Joel, Yao, Hong, & Bany, 2010)

iv.  Current Ratio (CR)

Current Ratio (CR) is used to measure the liquidity ot the bank on how the bank
management has been able to meel current liabilities, such as demand deposit with the
current assets. Generally, the higher of the CR suggested banks has more liquid asscts
to pay back the deposit. While, the purpose of selling securitics is a withdrawals
significant to exceed the new deposits bank in order to replace this shortage of funds,
Commonly, the government securities are easily sold and are considered as ligquid.
Generally, the higher CR suggested a strong, safe liquidity position. The CR 1s

computed as follows,

Current Assets

Current Ratio, CR = ——
Current Liahilities

Source: (Lugene, Ioel, Yoo, Hong, & Bany, 2010
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v. Current Assets Ratio (CAR)

Current Assets Ratio (CAR) 1s a ratio of the current assels to total assct. In general,
the higher of CAR suggested that the bank has more liquid assets while compare 1o
the lower ratio will show the illiqudity of the bank management because as more of

the assets are long term in nature. The CAR is computed as follows,

o Current Assets
Current Assets Ratio, CAR =

Total Assets
Source: (Logene, Joel, Yao, Hong, & Bany, 20100
vi.  Cash Deposit Ratio (CDR)
Cash Deposit Ratio (CDR) 1s a ratio measure of cash to deposit. The liquid asset of
the bank is known as the cash i a bank. Generally. the higher of the CDR suggested
that the bank is relatively more liquid compared to the bank, which has lower CDR.
Therefore, the depositors are trust to banks is cnhanced when a bank maintains a

higher ratio, The CDR 1s computed as follows.

_ ) Cash
Cash Deposit Ratio, CDR = ———
Deposit

Source: (Eugene, Joel, Yao, Hong, & Bany, 2010)

vii.  Quick Ratio (QR)

Chuick Ratio (QR) is also known as Acid Test Ratio, which is calculated by deducting
inventories from current assets and dividing the remainder by current liabilities. This
15 because inventories are least liquid and they might not be converted to cash quickly
as expected 11 sales are slow down. Therefore, QR is used by bank management Lo
measure the ability of the bank to pay off short-term obligations without relying on

the sale ol inventories. The QR is computed as follows,
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; " Current Assets — Inventories
Quick Ratio, QR =

Current Liabilities
Sowrce; (Fugene, Joel, Yao, Hong, & Bany, 20103

viii.  Short-Term Loan Deposit Ratio (STLDR)

Short-Term Loan Deposit Ratio (STLDR) is used by the bank to measure the ability
of the bank to cover withdrawals made by ils customers. Therefore, a bank that
accepts deposits must have a certain measure of liquidity to maintain its normal daily
operations. In addition, loans that given by the bank to its customers are mostly not
considered liquid which mean that they are investments over longer period. Usually,
the higher of STLDR suggested that a bank take more financial stress by making
cxcessive loan, Therefore, the lower STLDR is always liquid compare to the higher

STLDR. Therefore, the STLDR is computes as follows.

L.oans
Short — Term Loan Deposit Ratio, STLDR = —
Deposit

Source: {Eugene, Joel, Yao, Hong, & Bany, 2010)

3.1.3 Risk and Solvency

The bank can use ratio to measure the solvency of the bank in order to analyze the
ability of a bank to meet its long-term financial obligations. Therefore, a bank is
called solvent when the total value of its assets is greater than its liabilities. In
addition, a bank becomes risky if it 1s insolvent. Besides that, if the banks are lack
liquidity will also be forced to enter bankruptey even the bank is solvent. Therefore,
solvency 1s essential Lo staying in business, but the liguidity of the bank is also very
important to measure the bank performance to succeed. There are several calculations

that used to measure the risk and solvency of the bank.
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i.  Debt Equity Ratio (DER)

The Debt Equity Ratio, DER is a measure of total liabilities to stockholder’s equity in
order to indicator of creditors’ risk. This ratio to analyze the amount of advantage
used of the bank by measures the number of times that the shareholders capital has
been leveraged by the use ol debt. In general, a lower of the DER suggested that the

better performance for a bank, The DER is computed as (ollows.

Total Liahilities

Debt to Equity Ratio, DER = -
ebt to Equity Ratio Stockholders Equity

Source: (Hugene, Joel, Yao, Hong, & Bany, 2000}

ii.  Debt to Total Assets Ratio (DTAR)

The Debt to Assets Ratio, DTAR (s a measures ratio of a bank’s total liabilities to
total assets in order to measure the solvency of the bank through the portion of the
assets of a bank, whichare financed through debt, Indeed. DTAR ranges from 0.00 to
1.00. In general, the lower value of the DTAR is better compared to higher value
indicates that higher portion of bank’s assets are claimed by their creditor which
means a bank involves in more risky business, For mstance, DTAR of 0.5 1s shows
that half of the bank’s assets are financed through debt. The DTAR is computed as

follows,

Total Liahilities
Debt to Assets Ratio, DAR = —
I'otal Assets

sSowrce: (Fugene, Joel, Yao, Hong, & Bany, 2010}
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iii.  Equity Multiplier (EM)

The Equity Multiplier, EM is a measures ratio of total value of a bank’s assets to
share capital. Generally, the higher of EM suggested greater risk for bank. The EM 15
computed as follows,

Total Assets

Equity Multiplier, EM = ——r—
quity el Share Capital

Source: (Lugene, Toel, Yao, Hong, & Bany, 20007

iv.  Loan to Deposit Ratio (LLDR)

The Loan to Deposit Ratio, LDR is a measures ratio of the bank’s loan to deposit in
order 1o measure the liquidity as well as credit risk for a bank. Indeed. the higher of
the LDR suggested that the potential of bank 1s illiquidity and nsolvency, If the ratio
15 less than 1:1, which is means the bank is called msolvent. The total of the bank’s
deposits are included customer deposits, central bank deposits, bank and other credit
institution deposits and other deposits. While, the bank’s net loans are included cover
loans to banks or credit institutions; customer net loans; or other loans; mortgages and
loans to group companies. The LDR is computed as tollows.

Loans

Loan to Deposit Ratio, LDR = ———
Deposit

Source: {Eugene, Joel, Yao, Hong, & Bany, 2010)
b FH- Economic Value Metrics

3.2.1  Economic Profit

Based on Economic Profit Model, the value of a company can be defined as the

amount of capital invested plus the present value of the economic profit created cach
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year. Thus, the economic profit in any given period takes in account not only mcluding
accounting expenses but also the opportunity cost of the Equity Capital invested in the

business. Economic Profit can be calculated as [ollows,

Leonomic Profit = Net Income — (Invested Capital X Cost of Capital)
Or
Economic Profit = Invested Capital X (ROIC — Cost of Capital)
= Invested Capital X Spread
Souree: (Stern, Stowarl, & Chew, [991)
When a company has shown a positive spread, its economic profit is improved by
mvesting more capital. By contract, when a company has a negative spread. this mean

more capital actually decreases economic profit. As the result, this show between the

cood growth and bad growth is an important concept i value creation,

3.2.2  Economic Value Added (EVA) Measurement

Economic Value Added is a financial performance measure developed by the
investment-consulting firm, Stern Stewart & Co. EV A, attempting to measure a firm’s
economic profit, rather than accounting profit, in a given vear. Economic profil is
recognized as a cost of the equity capital in addition to interest cost on the firm’s debt.
This cost is also known as the opportunity cost of the funds provided by the
shareholders. However, i the perspective of an accountant, this financing cost is
recognized omly as the interest expenses when calculating a firm's net income.
Therelore, it is wise to take these elements mto account in order to capture the real
financial performance of a particular firm. Most of the investors like use EVA

calculation to evaluated the firm’s [mancial performance in order to dentify the
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firm’s invested capital or capital employed as well as determine the cost of capital
{(WACC). In others words, it is to say that does the firm has wisely used the capitals
that are invested by the investors by determining the returns from the investment
exceeds the required rate of return of investors or investors” opportunity cost that they

can use the money invest in another place. Thus, the EVA is computed as follows.

EVA = NOPAT — Cost of Capital (%) X (Total Assets — Current Liabilities)
Source: [Stern, Stewart, & Chew, 19913
In general, EVA contains five main steps to illustrate economic profit

gencrated by firms (NareyzRoztocki, 2010),  The lollowing are five steps for

calculating the EVA.

Step 1 : Review on the Firm’s Financial Data

In order to perform EVA calculation, the basic requirement is to obtain the firm'’s
financial statements, in a period of assessment. 1t also includes extra notes and
information whether {rom nternal or external of the [irms. This external information
ol [irm can be obtained from invesunent consulting firms or mvestment banks that

provide financial evaluation report.

Step 2 : ldentifythe Firm’s Capital Invested

A firm’s capital invested is referring to the total capital emploved in the firm. It can
be estimated by adding all debts (short and long-term liabilitics) to the owners™ equity.
Furthermore, Generally Accepted Accounting Principles (GAAP) 1s often misleading
in illustrating a [irm’s real financial performance (Clinton & Chen, 1998). Hence,
Steward proposed up to 164 adjustments in order to regain the real picture of a firm’s

financial position. This adjustment is eliminating those financing distortions in a
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company’s capital and Net Operating Profit alter Tax (NOPAT). However, in this
reporl, a few adjustments are already considered sufficient because for simplicity
purpose and some internal information was not disclosed. Therefore, adjustment on
invested capital 15 to exclude non-interest bearing current liabilities [rom total
habilities. Non-interest bearing current liabilities is referring to account payable,
dividend payable and tax provision labilities. In this reporl. lwo scenarios on
NOPAT's adjustment has been provided, which is ordinary NOPAT and adjusted
NOPAT, Ordinary NOPAT is the figure directly obtained from income statement
without adjustment. As for adjusted NOPAT, the key adjustments will include the
converting accrual to cash or accrual the interest cost or finance cost, and capitalizing
expenses that ought to be treated as investments, To capitalize is to adjust expense to

the balance sheet and treat it as a long-term asset instead of short-term expense.

Step 3 : Find out the Firm’s Weighted Average Capital Cost (WACC)

[n calculation of EVA, WACC cany an importanl measure to estimate the firm’s
capital cost. This cost of capital depends on the firm’s financial structures, business
risks, current interest level, and investors’ expectation. Actually, WACC 1s
compromising costs for all capital sources, such as banks debts, corporate bonds, and
shareholder’s equity (Copeland, Koller. & Murrin, 1996). According to those
researchers. Capital Asset Pricing Model (CAPM) 15 a common method in estimating
their cost of equity, which is total of return on risk-Iree security and firm’s systematic
risk, and multiply by the market risk premium (Copeland, Koller, & Murrin,
1996). Then,we may use operating cash flow ratios to estimate risk premium.
NarcyzRoztocki, Kim 1999 has suggested range for risk premium based on operating

cash flow ratio as Exhibit 3-2.
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Exhibit 3-2  Suggested Ranges for Risk Premium

Risk Premium Investment Risk

, Extremely low risk., established profitable
6% and less ,
company with extremely stable cash lNows.

Low risk, established profitable company
6% lo 12% _ _ o
with relative low fluctuation in cash flow.

Moderate  risk, cstablished  profitable

12% to 18% company with moderate (luctuation in cash
flow.
18% and abaove High business nsk.

Spurce:{Narcvz & Kim, 1999)

Therefore, the range of risk premium can be a set as a guideline to estimate the risk
premium of a firm to avoid under or over judge the value, which in turn enable us to
gain EVA wvalue that can reflect the firm’s financial performance in creating
shareholders value. Usually, the weighted cost of capital of firms as a function of the
individual cost of capital, capital structure mix. and the level of the financing
necessary to make the investment. Therefore, the WACC is the rate of return that Lthe
firm must earn on its investments so that it can compensate both its creditors and
stockholders with their individual required rate of return. As a result, m order for a
firm to create value rather than destroy shareholder value, they not only have to
pursue the project that will give positive NPV, but also with a return that is higher
than WACC. Therefore, in calculating the WACC, it will mainly base on creditors
required rate of return and stockholders required rate of return, which is also known
as Cost of Debt and Cost of Equity. Then, the calculation formula are provided as

follows.

Cost of Debt, K4 (in %) = Prime Rate BLR + Interest Charge



Cost of Equity, K.(in %) = Risk Free Rate + Risk Premium
Source: (Stem, Stewart, & Choew, 1991)

In order to calculate after tax cost of debt, it has Lo minus tax charges as formula

below:
After Tax Cost of Debt, Kd (in %) = Ky( ‘l'l“ax)
Source: (Stern, Stewarl, & Chew, 1991)
In order to get WACC of Ky in (%), after tax Cost of Debt is multiply by the
proportion of debt financing calculated earlier to identify how many percent of the of

the investment 1s financed by debt, For WACC of K, in (percentage), Cost of Equity,

Kewill be multiplied by proportion of equity financing,

WACCof Ky = Ky( 1 Tax) X Proportion of Debt Financing
WACCof K, = K, X Praportion of Equity Financing
Total WACC = WACCof K + WACCofK,
Sowuree: [(Sterm, Stewarr, & Chew, 19917

Aller sum up WACC of K, and WACC of K., total WACC 1s multiply by total
invested capital to arrive to Cost of Capital Charges, The following are the formula

for the cost of capital charges.

Cost of Capital Charges = Total WACC X Total Invested Capital
Source: [Stern, Stewart, & Chew, 19919

Step 4 : Caleulating the Firm's Net Operating Profit after Tax (NOPAT)

According to Dierksd& Patel (1997), NOPAT is a measure of a firm’s cash generation
capability from recurring business activities and disregarding its capital structure.
Usually, NOPAT is indicating as the net income distributable to the shareholders in
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the Balance Shect. However, this figure cannot picture the real financial position of a
firm due to the loopholes in accounting practice by many finms. Some firms tend to
manipulate the figure in order to achieve certain financial benelits such as generate
accrual sales to boost up their revenue, so that the NOPAT will increase and aims to
altract more investors to invest in their fim. Therefore, in this report, we will provide
two scenarios to find cut the different between the EVA with adjusted NOPAT and

those without adjust NOPAT to look deeper into the calculated EVA,

Step 5 : Caleulating the Firm EVA

Subsequently, step fourth and fifth will put into action to caleulate EVA. Therefore,

the EVA can be calculaled by subtracting Capital Charge from NOPAT as follows.

EVA = NOPAT — Capital Charge
Source: (Slem, Stewart, & Chew, 1991)
If EVA calculated equal to positive indicates that the firm’s management are
doing well in creating sharcholder value. By contrast, EVA shows negative value, it

indicates that the management has destroyed sharcholder value.

3.2.3 EVA Adjustment
Stewart defines that EVA to be “the difference between the profits each umit derives

of tis credit line. The NOPAT adjustment can be calculated as follows.

Exhibit 3-3  Measurement Economic Value Added Adjustment Model

MNet Sales

- Operating Expenses (Inclusive Inlerest)

Operatng Income (EBT)

- Corporate Taxes

Net Operating Profit after Tax (NOPAT)
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+ Interest Cost or finance cost

Net Operating Profit after tax before interest (NOPAT Adjusted)

- Capital Charges [ Invested Capital x Cost of Capital]

EV A (Positive or Negative)

Source: (Stern, Stewart, & Chew, 1991)

3.2.4 Total Shareholder Return (TSR)

The TSR can be defined as share price performance of the company including the

actual dividend vields to the company’s stockholders over that period.

Lo

Share Price Performance  Dividend Yield
Source: (Eogene, Joel, Yao, Hong, & Bany, 2010)
TSR is known as a comprehensive measure reflecting all activities or
decisions by a management team including dividend changes in the company, share

repurchase, acquisitions, capital structure changes, improvement in operations, new-

product, share price and growth by expansion.

TSR is provides a very effective as an early warning signal for the company in
order to evaluate the past company strategies have reached the limit of effectiveness,
Morcover, most ol the investors traded that company sharcholder activities were
signaled out because of their poor TSRs, even though their accounting performance

was fine, Therefore, TSR is a superior measure of sharcholder wealth creation.
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33 Accounting-Based Measures Cannot Measure Value Creation

The increase value of the company over a certain period are commonly represented by
the changes in expectations regarding the growth of the company including cash Tows
and the company’s risk. Hence, accounting only relflect the company’s history
whereby the income statement will explain what happened to the company during
certain year, and balance sheet, which is reflect the state of company’s assets and
liabilitics at certain period of time. Therelore, it is impossible for accounting-based

measures such as EVA, Economic Profit to measure value creation (Fernandez, 2002).
3.3.1 Shareholders Value Creation (SYC) by Pablo Fernandez Model

According to Pablo Fernandez analvsis on S&P 500 [rom 1991-2010, they destroved
value for the sharcholders amounted for $4.5 trillion. The outcomes suggests that for
year 1991-1999 it ereated value of 55.1 trillion, while in 2000-2010, it destroyed $9.6
trillion, He also calculates the created shareholder value of the 500 companies during
the 18-year period 1993-2010. The top sharcholder value creators in that period have
been Apple ($212bn), Exxon Mobil (86}, IBM (78). Altria Group (70) and Chevron
(67).The top sharcholder value destroyers in that period have been American Intl
Group ($-217), Phizer (-188), General Llectric (-183), Bank of America (-170),
Citigroup (-169) and Time Warner (-130). About 41% of the companies included in
the S&P 500 in 2004 or 2010 created value m 1993-2010 for their sharcholders, while
59% destroved value. Therefore, it is very important for those investors to identify
and analysis the firms whether they are creating shareholders value or destroving 1t
Hence, SVC by Pablo Fernandez (2004, chapter 1) is selecled to analyze the
sharcholder value created to their shareholders. The following calculation is the steps

for conducting the SVC model illustrated in Exhibit 3-4.
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Exhibit 3-4  Measurcment Shareholder Value Creation Model

Shareholder Value Creation (SVC)

s Equity Market Value. (EMV)

¢ Increasc of Equity market Value
o Sharcholder Value Added, (SVA]
s Sharcholder Return

o Required Return to Equity, (K.)

Source: {Fernundes, 20023

Step 1 : The Equity Market Value is computed as follows.

LEquity Market Value, EMV can be defined as the total market value ol a firm’s

outstanding shares. The EMV is computed as follows.

EMVY = Current Market Value per Share X Number of Qustanding Share

Source: [ Fernandez, 20027

Step 2 : The Shareholder Value Added is computedas follows:

Exhibit 3-5  Measurement Sharcholder Added Model

Shareholder Value Added (SVA)

Increase of Equity Market Value
+ Dividend Paid during the year
+ Other payments to Sharcholder
- Outlays for capital increase

- Debentures

Source: (Fernandez, 2002
Step 3 ¢ The Sharcholder Return is computedas follows.

Shareholder Value Added

Shareholder Return =
L Equity Market Value

Source; {Fernandes, 2002)
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Step 4 : The Required Return to Equity, K.is computed as follows.
Return to Equity, K, (in %) = Risk Free Rate + Risk Premium
Source: {Fernandez, 2002)

Ihe return to Equity is equal to the cost of equity that calculated at EVA analysis in

this repont,

Step 5 : The Sharcholder Value Creation (SVC) iscomputedas follows.

To identify the Shareholder Value Creation (SVC), the sharcholder value added
calculated carlier are deducted [rom Equity market (that multiply with the cost of

equity). The SV A 1s computed as follows.

SVC = Shareholder Value Added — Equity Market Value X K,
Source: (Femandez, 2002

If created shareholder value show positive means that the company are doing their job
in creating shareholders value. However, if created shareholder value show negative
means that the firm’s management s destroving their sharcholders value, Does
negative SVC indicate that investors should not invest on that particular firm?
Naturally, investors should avoid invest on the firm that destroying the value unless
the firm have good indication of future growth or reliable plan that can boost up their
firms financial hcalth. This acquires investors to gathers lfinancial information
internally or externally of the Orm and analysis the effects of economic, politic,

technology and social.
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3.4 Pearson Correlation (r) Measurement

The Pearson correlation (r) is a statistical that used to identify or test the hypothesis in
order to determine the degree ol correlation between two at-least interval variables.
The Pearson correlation is appropriate, once the correlation estimate relationship
between continuous variable. The . range from - 1.0 (Perfect Negative Relationship)
to + 1.0 (Pertect Positive Relationship). The formula tor Co-cfficient of Correlation 1s
formulated as follows, the symbols for X and Y represent the sample average of X and

Y, respectively.

o wk -~ B, —T)
Dy =Ty = J:ﬁ—i‘: - E}é;{_}i L ?)2

Source: (William, Barey, Jon, & Mitch, 2000

The purpose of analysis and interpretation the results of the correlation coellicient

have been identified into six categories, which is illustrated in Exhibit 3-6:

Fxhibit 3-6  Co-efficient Correlation Range

Interpretation Pearson Correlation, r
"~ Perfect Positive Correlation r = 1.000 -
Strong Positive Carrelation r=+0.9999 to = 0.9000
~ Moderate Positive Correlation r=0.8999 to r = 0.7800 o
Weak Positive Correlation r=0.7799 to r = 0.0001
~ Negative Correlation r=-0.0001 tor=-0999 -
Perfect Negative Correlation r=-1.000

Source:William, Barry, Jon, & Mitch, 2010

3.5 Data Collection Model

The data that used in this study are collected from income statement, balance sheets
and cash flow statement of selected banks through their annual reports from the year
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2007 to 2011, Therefore, the data for banking industries are collected in the period
between 2007 and 2011 (5 vears), The table below shows the selected banks meluded

in the sample,

Exhibit 3-7  Sclected Banks for Financial Performance Measurement

Malaysia Banking Sectors Period

¢ Affin Bank Berhad
¢ Alliance Financial Group Berhad
o  AMMBE IHolding Berhad
¢ (CIMB Group Holdings Berhad
2007 - 2011
¢ Hong Leong Bank Berhad
¢ Malayan Banking Berhad
s Public Bank Berhad
e RIIB Bank Berhad

3.6 Method of Measurement

In order to measure the bank perlormance which are focuses on intertemporal and
interbank performance of the banks on the following group of Financial Ratios,
Economic Value Added (EVA), Economic Value Added Adjustments (EVA
Adjustments) and Shareholder Value Creation (SVC) of the bank sectors in Malaysia
during 2007 till 2011, To assess the Financial Performance for Malaysia Banking
Sectors, data were downloaded from Bursa Saham Malaysia to access their annual
report.  Subsequently, we will use Microsoft Excel and Scientific Package for Social

Science (SPSS) version 18.0,and then computed.

A7 Hypothesis Statements

From the Research Framework Model that illustrates in Exhibit 3-1, the following

hypothesis are proposed for testing in this study.
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Hpi: There is a negative relationship between EVA and Profitability

Ha

Hua:

H_,\;gl

Hys:

Has:

Hm H

Haa:

I I-;]\R_:

LAS:

Hr;.j.'i

liﬂ?:

PIUH'

LE

H,.ﬂ'.

e

| l':_l'-'}:

: There is a positive relationship between EV A and Profitability.

There is a negative relationship between EVA and Liquidity.

There 15 a positive relationship between EVA and Liquidity.

There is a negative relationship between EVA and Risk and Solvency.

There 15 a positive relationship between EVA and Risk and Solvency.,

There 1s a negative relationship between Adjustment EVA and Profitability.

There s a positive relationship between Adjustment EVA and Profitability.

There 15 a negative relationship between Adjustment EVA and Liquidity.

There 15 a positive relationship between Adjustment EVA and Liquidity.

There is a negative relationship between Adjustment EVA and Liquidity.

There 1s a positive relationship between Adjustment EVA and Liquidity.

There is a negative relationship between SVA and EV AL

There 15 a positive relationship between SVA and EV AL

There 15 a negative relationship between SV A and Profitability,

There is a positive relationship between SV A and Profitability.

There is a negative relationship between SVA and Liquidity.



H,-W:

Hapo:

“.MII:

I'lm[:

Hixii

H|||j:

Haj::
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H.'"-.|.-'::

Huppa:

H;.,HI

Haqs:

H."'.|.‘.-

Hiis:

Hapg:

H.;u'.':

Har:

There 15 a positive relationship between SVA and Liquidity.

There 15 a negative relationship between SV A and Risk and Solvency,

There is a positive relationship between SWA and Risk and Solvency.

There is a negative relationship between MVA and EVA.

There is a positive relationship between MV A and EVA,

There is a negative relationship between MV A and Profitability.

There 15 a positive relationship between MV A and Profitability.

There is a negative relationship between MV A and Liquidity.

There 15 a positive relationship between MV A and Liquidity,

There is a negative relationship between MVA and Risk and Solvency.

There 15 a positive relationship between MV A and Risk and Solvency.

There is a negative relationship between SR and EVA.

There is a positive relationship between SR and EVA.

There is a negative relationship between SR and Profitability.

There 15 a positive relationship between SR and Profitability.

There is a negative relationship between SR and Liquidity.

There is a positive relationship between SR and Liquidity.
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Hgs:  There is a negative relationship between SR and Risk and Solvency.

Hae: There is a positive relationship between SR and Risk and Solvency.

Hipe:  There iz a negative relationship between SVC and NOPAT,

Hare-  There is a positive relationship between SVC and NOPAT.

CHAPTER 4 EMPIRICAL RESULTS AND DISCUSSIONS

4.0 Introduction

In this chapter, the Financial Ratios, EVA, EVA adjustments and SVC ol Banking
Sectors in Malaysia have been examined and interpreted. Besides, it 15 also tested the
relationship between EVA and Financial Ratios, the relationship between EVA
adjustments and Financial Ratios, the relationship between EVA and 5VC and the

relationship between SVC and Financial Ratios as well.

4.1 Analysis of Financial Ratios, EVAEVA Adjustments, and SVC for

Malaysia Banking Sectors for the Period 2007-2011

In this section, the financial performance for the banking sectors in Malaysia have
been examined and interpreted based on the hypothesis that developed in Chapter 3.

The banking sectors have been evaluated by using Financial Ratios, Economic Value
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Added, and Sharcholder Value Creation. The resultshave been analyzed in the

following manner.

4,1.1 Financial Ratios: To Evaluate the Profitability, Liquidity and Risk and
Solvency of the Banking Sectors in Malaysia from 2007-2011. (Specific

Objective 1)

43



B

(O ] L B L W0 £5°0 T EL 0 L 50 L b 590 ilen
s THeL S1E el ] Y 3 brad 108 LTI 1€0s 1% a1y 861 BT FO'E a9 Wa
10 L 1o N B Lyt L0 L [0 100 G0 10 Gl 4l 200
[ 6D Fiil 1o Th I oo 160 1 L& 161 oy i VL
L) L2l TEL 559l T L8N LTF LE a6 | 1Enl Bl el Lo CER Ml
SOLLYH ADNAATON W HETH
0| zH0 1901 590 Ll 05T ol el & 1 w4l
L L' it 1 'l 959 Wt [T GRTL 558 1l 987 LR EE LS
1570 s 687 Bl w6 (e | LK ELE e £ ok | el
bR RE 6l'g gLt oz oy L £ %1 2l LD i L H
1w L0 L Lid i 1610 1 Lem 10 R LI Lty o 10 LR v
£RD Hig I TEW 00T D B RL0 360 o uZ’l 8 i 0
B9 LD 140 £ 104 o | 10 L 14 I I ar't o' 6l How
R i 165 51 L% Il nel £8n L Lik g 2
) ) —— g J ; AL e : RIL9E o HSBEIET A
e FIEs LLERE 15161 {T1BED 6059 sl TR O RER P
SOILYH S L1000
S % %a
a9y HahE g g | Tkl L TREET "2l L Teli gl BRI £ 0y
bt L4641 N
%Ign LT HBAT el LA BEER'Y WICE WAREL WA mall 8 Bl s L il Yallh A0
2ET LaTh HLn WACD N Ba0P's i i) BHORT 10
Tl WIPEL WS fwee I eIl MEN WETl WIST  EADsl Y NAEE 9L bl D) L570 wbl]) a0
TEDH MY WEOT moow SETLT  fRDL Wg0dy WIAT %IOnE att 1 Tl gl LR b Wely B
w10 Tkt | DN WAL Eem Tl Zald | WEFD 2L WIET g K a0 Wiy
0% as% HEagy as ] (5 1wy aE utagy as RSy % s S001vH
) o it} “pugsg dnaa sy LA
HHH g iy Ay V| A HINLD B R Ly
BUIPIH A [ L] ABE Y WLACE

110Z-L00T
Surjueg visAe[eINay Jo Audajog pur NS pur AHpmbry SANIGEIGOL] 91 ], 10DEY [RIOUBUL]  [-F HAIYXY



[nterpretation

Performance of banks can be evaluated in many types of methods, it is depending on
the types of analysis, and the specific needs of the investors. One of them is through
the Financial Ratios methods. Financial Ratios can be divided into three categories,
there arc Profitability Ratios Measurement, Liquidity Ratios Measurement and Risk
and Solvency Measurement, which is summanized in Exhibit 4-1, reveals that, the
means and standard deviation of various performance measures of Banking Sectors in

Malaysia for the period 2007-2011.

For the Profitability Ratios, it can be observed that the profitability position of
the banks has changed over the period. There are six measures of profitability
included Return on Assets (ROA), Return on Sales (ROS), Return on Equity (ROE),
Return on Investment (ROL), Return on Capital Employed (ROCE) and Sales Growth
(SG). The mean of ROA for the penod 2007-2011 was high in CIMB Group
Holdings Berhad (1.31%); S.D (0.22%) and Public Bank Berhad (1.31%); 5.D (0.09%)
and followed by RHB Bank Berhad {1.06%); S.D (0,15%).Consequently, the higher
the ROA suggests that the company is more profitable with less investment. The mean
ROE for the period 2007-2011 was high in Hong Leong Bank Berhadabout (30.06%),
8.0 (7.14%), followed by CIMB Group Holdings Berhad (29.32%}; 5.D (4.92%) and
RHB Bank Berhad (26.04%); S.D (6.05%).The higher the ROS means that the
company has less financial risk., Furthermore, the mean of ROE for the period from
2007-2011 was high 1 Public Bank Berhad (22.753%); S.D {1.39%), followed by
RHB Bank Berhad (15.41%); S.D (0.60%) and CIMB Group Holdings Berhad
(15.27%); 5.D (2.51%). Mostly, the higher ROE suggests that the company is earning

more than other firms in the same sector are. Morcover, the mean of ROI for the
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period 2007-2011 was high in CIMB Group Holdings Berhad (4.31%); S.D (0.45%),
followed by AMMB Holdings Berhad (3.69%): S.D (0.29%) and Alliance Financial
Group Berhad (3.40%); S.D (0.21%). Mainly, the higher ROI means that investment
gaing compare favorably to investment costs, Additionally, the mean of ROCE for the
period 2007-2011 was more efficiency and profitability of the banks™ capital
mvestment in Public Bank Berhad (18.19%); S.D 3.76%, followed by Alhance
Financial Group Berhad (17.57%); 5.D (1.88%) and Hong Lcong Bank Berhad
(14.80%): S§.D (4.32%). Likewise, the mean of SG for bank sectors percentage change
of total sales tor the period 2007-2011 was high in Public Bank Berhad (10.68%); S.D
11.04%), followed by CIMB Group Holdings Berhad (9.51%); S.1D (4.33%) and

AMMDB Holdings Berhad (7.90%); 5.D (3.42%).

In term of Liquidity Ratios, it can be observed under the Net Working Capital
(NWC), Working Capital Ratio (WCR), Current Ratio (CR), Current Assets Ratio
(CAR), Quick Ratio (QR}), Cash Deposit Ratio (CDRJ, and short-termm Loan to
Deposit Ratio (STLDR) and Operating Cash Flow to Net Income (OPCF). The
outcomes observed that, the mean of Malayan Banking Berhad's NWC (RM
139,125,614), WCR (1.09:1), CR (2.00:1), CAR (0.91:1), QR (2.00:1), CDR
(1.16:1,STLDR (6.86:1) and OPCF (0.11:1). Followed by CIMB Holdings Berhad's
NWC (RM 69,932,307), WCR (1.09:1), CR (1.45:1), CAR ({0.94:1), QR (1.45:1),
CDR (2.67:1), STLDR (12.86:1) and OPCF (0.52:1) and RI1B Bank Berhad’s NWC
(RM 55,056,985}, WCR (1.08:1), CR (2.29:1), CAR (0.97:1), QR (2.29:1). CDR
(2.29:1), STLDR (10.29:1} and OPCF (0.68:1). Besides, hquidity ratios is used to
measure the ability of the banking sectors to meet fimancial obligations as they

become due and 15 crucial to the sustained viability of banking sectors.
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The bank’s performance of risk and solvency for the period 2007-2011
revealed that Malaysia Banking Scctors involvement in risky business measured in
Debt Equity Ratio (DER), Debt to Total Assels Ratio (DTAR), and Equity to Total
Assets (LTAR). Equity Multiplier (EM), and Loan Deposit Ratio (LDR). The mean of
DER, DTAR, ETAR, EM and LDR Jor CIMB Holdings Berhad is lower compared to
AMMEB  Holdings Berhad in Malaysia at 9.99(10.21), 0.91(0.91),0.09(0.09),
51.31{32.10}, 0.73(0.83). Besides, the mean of Alliance Financial Group Holdings
Berhad's DER (10.32), DTAR (0.91), ETAR {0.09), EM (20.78), and LDR (0.71) is
low compared to Malayan Banking Berhad's DER (11.53), DTAR (0.92), ETAR
(0.08). EM {534.34), and LDR {0,75). The lower the value of DER 15 indicates that is a
cood sign for bank sectors, Besides, the higher the DTAR indicates that a bank
imvolves in more risky business. Morcover, the high EM indicates greater risk for a

bank and lastly the high value of LDR indicates a potential source of illiquidity and

insolvency.

4.1.2  Economic Value Added (EVA) of each Bank in Malaysia (Specific
Objective 2)

Exhibit 4-2  EVA of Malaysia Banking Sectors from 2007-2011
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From the Lxhibit 4-2 illustrates that the results of means, standard deviations (5.1),

EVA of the eight Banks in Malaysia of five-year from 2007 to 201 1.From the analysis,

it indicates that all commercial banks in banking sectors have oblained negative EVA,

meaning that they have destroyed the shareholder valuein the year of study. This

partially because the cflect of mortgage crisis in 2008-2009.

4.1.3

The Economic Value Added Adjustment for each Bank in Malaysia

(Specific Objective 3)
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Exhibit 4-3

EVA Adjustment of Malaysia Banking Sectors from 2007-2011

Exhibit 4-3 illustrates that the results of means, standard dewviations (S.DD), EVA

adjustmentof the eight Banks in Malaysia of live-vear from 2007 to 2011, From the

analysis, the outcomes reveal that all commercial banks in banking sectors have

obtained negative EVA, meaning that they have destroyed the shareholder value in

the vear of study. This partially beeanse the effect of mortgage crisis in 2008-2009.
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4.1.4 Shareholder Value Creation: To Evaluate The Increase Of Equity Market
Value, The Shareholder Value Added, The Shareholder Return, And The

Required Return To Equity.(Specific Objective 4)

Exhibir 4-4

Market Value Added, Shareholder Return, Shareholder Value

Added and Shareholder Value Creation of Malaysia Banking Sectors from 2007-

2011
Currency: R 000
Affin Bank 2007 2008 2009 2010 2011 Total Mean 5D
MY A 3727748 2,187,713 3,626,998 4447391 4,432,908 .
SR 31E% -67.0% 43.2% 21.3% 3.6% 35% T 44%,
VA F259581 -1465192 1566985 949356 158321 2,465,052 403 810
SV 607,225 (1.935,550) 758,164  (29.069) (330,237) (1420468)  (2%5.894)
Alianee 2007 200% 2009 2010 2011
MY A 3750424 2,817,553 4195367 4,706,242 6,115,019 oo
SR 23.1% -06. 7%, 35.1% 12.9% 24.8% 2495 [kt 1%
VA 504 546 (1,878,043) 1,473 ,359 608, 750 1,515,862 2,584 004 516,994
SVC 166,967 (2,483,816) 538302  (483.089) 152,213 (2,109.423)  (421,885)
AMMB 2007 2008 2009 2010 2011
MW A %.006,147 6,725,736 13,614,850 21,189,721 17,934,401 .
SR 138.94% -52.7% 51.5% 29.7% -15.6% 32% B%% 4%
SV A 1534005 (3,542,719) 7011648 6,203.869  (2.791,136) 8,505,667 1,701,133
VI [206,660) (4,968,575} 4,356,752 1,420,233 (6,826,376) (6,224,632) (1,244,926}
CIMB 2007 2008 2009 2010 2011
I{‘v' A 18,557,996 10,465,878 22673038 63,178,588 35200 844
Sk 34.8% -82.1% 57.5% 27.6% -11.6% 26% 5% 559
VA 6,466,232 (8,504, 269) 13,042,900 | ?,452.339 (6392187 21,975,023 4,395 005
SVC 2,995 887 (10.813,035) 7,041,273 3237157 (18.724,052) (15,362,770)  (3,072.554)
Hong Leong Bank 2007 2008 2009 2000 2011
MV A 10,033,679  8,055.546 12862530 14,536,984 17,223,166
ER 15.2% -21.3% 39.3% 13.4% 17.1% (4% 3% 22%,
VA 1,520,490 (1,717,789) 5,054,607 1,951,638 2,947,700 0,756,655 1.231,331
SV (636,742 {3.087,742) 2134813 (1.348,257) (BD3,068) {3830, L0y [RELTON R
Maybank 2007 2008 2009 2010 2011
MW A 30,262,060 21051165 45 778,324 60162856 65,546,369
Sk 1.1% -70.0% 34.0 24.9% 1.4% 8% 2%, 41%
VA 344,754 (14,738.045) 15,967,696 14,966,305 923,047 17462947 3,492,580
SVC (6,010,278) (19,266,236) 5438682 1,550,079  (13.824.886) (32.112,640) (6.422,528)
Public Bunk 2007 2008 2009 2010 2011
MV A 16,675,955 20,541,029  30.910,764 45985677 47257170
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SR 33.9% 17.6% 29.5% 16,0% 6.2% 64% 141 21%
SVA 12432,280  (5.190,692) 11775480 T378.709 2008739 29304,535 5,860,907
S 4 QETOT0 (11,335.228) 2895122 L3000 {8,054 924 (144675998 (2,892,400

"RHB 2007 2008 2000 2010 2011 -
MVA 1LA07.418 12940532 17585851 28933701 24,819,276
SR 49.1% 49 5% 26,41, 40.1% -15.6% S0% 1% 42%
VA SH01918  (HA3S120) 4645319 1LSOESI9  (3.876.518) 11524518 2,304,904
SV FA72038 (92720060 1180906 5023969 (9.336.739) (92318420 (1.846.368)

The Exhibit 4-4 illustrates that the result of Market Value Added (MVA), Sharcholder

Rcturn (SR}, Shareholder Value Added (SVA) and Shareholder Value Creation (8VC)

which is obtained eight Malavsia Banking Sectors of Five-year [rom the period 2007

to 2011, 1t is also mterpreted that the banking sector arc destroyed the sharcholder

value,

4.1.5 Ranking of Malaysia Banking Sectors on the basis of Shareholder Value

Added (SVA), Sharcholder Value Creation (SVC) and Shareholder Return (SR).

(Specific Objective 5)

Exhibit 4-5 Ranking of Malaysia Banking Sectors on the basis of Shareholder

Return

Bank Mame

Total SR (%)
2007-2011

Five-Year

Average SR Rank

(%)
PUBLIC BANK BERHAD 68.03 13.61 1
HONG LEONG BANK BERHAD 63.67 1273 2
RIIB BANK BERHAD 50.22 10,04 3
AFFIN BANK BERHAD 34.94 699 4
AMMB HOLDINGS BERHAD 31.91 638 5
ALLIANCE FINANCIAL GROUP BERHAD 2925 585 6
CIMB GROUP HOLDING BERHAD 26,31 526 7
MALAYAN BANKING BERHAD (7.69) (1.54) 8

Interpretation
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In this section, the data of the Malaysia Banking Secctors has been analyzed,
mterpreted and ranked for each banking sector based on Shareholder Return (SR),
Shareholder Value Added (SVA) and Shareholder Value Creation (SVC) for five year

period from 2007-2011,

The Average Return to shareholder during the period from 2007-2011 was
high in Public Bank Berhad (13.61%), followed by Hong Leong Bank Berhad
(12.73%), RHB Bank Berhad (10.04%), Affin Bank Berbad (6.99%), AMMB
Holding Berhad (6.38%), Alliance Financial Group Berhad (5.85%) and CIMB Group
Berhad (5.26%). The banks sectors that have destroyed Sharcholder Value are

Malayan Banking Berhad (1.54%) are summarized in Exhibit 4-5,

Exhibit 4-6  Ranking of Malaysia Banking Sectors on the basis of Shareholder

Value Added

Currency: REM 000

Tatal SVA Five Year

Battk Narms 2007-2011  Average SVA Rank
"PUBLIC BANK BERHAD 2930453534 5860,907.07 1
CIMB GROUP HOLDING BERHAD 21.975,024.95  4.395004.99 2
MALAYAN BANKING BERHAD 17,462,94740  3.492,589.48 3
RIIB BANK BERHAD 11,524,517.53  2,304.903.51 4
HONG LEONG BANK BERHAD 9,756.655.45  1,951.331.09 5
AMMB HOLDINGS BERHAD 8.505.667.21  1,701,133.44 6
ALLIANCE FINANCIAL GROUP BERHAD  9,756,655.45  1951331.09 7
AFFIN BANK BERHAD 2.469,051.60 49381032 8

Exhibit 4-6 illustrates the ranking of Banking Sectors in Malaysia on the basis of
Sharcholder Value Added. The average of SVA during 2007-2011 was high in Public
Bank (RM 5,860.907,000), CIMB Group Holding Berhad (RM 4,395.004,000},

Malavan Banking Berhad (RM 3.492589.48), RIIB Bank Berhad (RM

2,304,903 ,000), Hong Leong Bank Berhad (RM 1.951,331,000), AMMB Holdings
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Berhad (RM 1,701,133,000), Alliance Financial Group Berhad (BM 1,951.331.09),

and Affin Bank Berhad (RM 493,810,000).

Exhibit 4-7

Value Creation

Ranking of Malaysia Banking Sectors on the basis of Sharcholder

Currency: RM '000

Bank Name

AFFIN BANK BERHAD
ALLIANCE FINANCIAL GROUP BERHAD

Total 5VC
2007 -2011

HONG LEONG BANK BERIAD

AMMB HOLDINGS BERHAD
FHB BANK BERHAD
PUBLIC BANK BERHAD

CIMB GROUP HOLDING BERHAD
MALAYAN BANKING BERHAD

(1,429.467.72)
(2,109.423.02)
(3,830.,994.23)
(6,224.,632.05)
(9,231,842.32)

(14,467,997.56)
(15,362,77021)
32,112,640.02)

Five Ycar
Average SVC

(285,893.54)
(421.884.60)
(766,198.85)
(1,244,926.41)
(1,846.368.46)
(2.893,599.51)
(3,072.554.04)
(6,422,528.00)

Rank

N T

90 ~1 & LR

Analysis of Shareholder Value Creation in banking sectors for the period 2007-2011,
Exhibit 4-7, reveals that, the banking sectors are destroyed sharcholder value are
Affin Bank Berhad (RM 285.893,000). Alliance Financial Group Berhad (RM
421,884 000, Hong Leong Bank Berhad (RM 766,198,000), AMMB Holdings
Berhad {RM 1,244.926.000), RHB Bank Berhad (RM 1,846,365,000), Public Bank
Berhad (RM 2,893.599.000), CIMB Group llolding Berhad (RM 3,072,554 ,000), and

Malavan Banking Berhad (RM 6,422.528,000).

Exhibit 4-8

basis of Ranking

The Comparative Analysis of Malaysia Banking Sectors on the

Mo,

Bank Name

SR
[Rank

SV A SVC
Rank Fank
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| AFFIN BANK BERHAD 4 8 L
2 ALLIANCE FINANCIAL GROUP BERHAD 6 i 2
3 AMMB HOLDINGS BERHAD 5 5 4
4 CIMB GROUP HOLDING BERHAD 7 2 7
5 HONG LEONG BANK BERHAD " 5 4
6 MALAYAN BANKING BERHAD by 3 8
7 PUBLIC BANK BERHAD l 1 3
8  RHB BANK BERHAD 3 4 5

As shown in the Exhibit 4-8, it can be observed that the Ranking of Banking Sectors
in Malaysia changes when a comparison between the Shareholder Return (SR).
Shareholder Value Added (SVA) and Sharcholder Value Creation (SVC). This is
because SVA does not lake into consideration the Cost of Equity Capital. Therelore,
SVA show the higher value compared to the SVC, whichis calculated after charging

for the Cost of LEquity.

4.2 Testing of Hypothesis (Specific Objective 6,7, 8, 9, 10, 11, 12, 13 and 14)

Hypotheses arc suggestion or a mere statement on the measurement of financial
performance for Malaysia Banking Sectors for the period 2007-2011. The financial
performance for the banking scetors has been measurement based on the Financial
Ratios, Economic Value Added, EVA Adjustments, and Sharcholder Value Creation,
The wvalidity of which was tested after gathering the relevant data for each banks. It
represented as a milestone to derive the stated objectives. At every stage of hypothesis,

the required are the direction to steer through the research program.

The Pearson Correlation (r) 15 a statistical to evaluate the hypothesis of the
research. This is essentialto determine the relationship between EVA and Financial
Ratios, the relationship between EVA adjustments and Financial Ratios, the

relationship between SR and EVA, the relationship between SR and Financial Ratios,
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the relationship between SVA and EVA, the relationship between SVA and Financial

Ratios, the relationship between SVC and NOPAT.

The research worksare based on [ollowing Hypothesis.

4.2.1 Hypothesis 1: Identify the Relationship between EVA and Profitability

Hy,: There 1s a negative relationship between EVA and Profitability

Hai: There is a positive relationship between EVA and Profitability.

Yarizhles Mluan .0 2 3 4 5 i T Inferences

I TV A (%837063.65) 128797843 - E i - : 2 3 E

2. ROA 1.0z 01z - 355 - . - - - - Accept Hy
3RS 230060 4,62 -%H5* BIg* - - - - - Accept Hy
4. ROE 13.63 1.06 =537 0+ 632 = = B - Accept Hey
5 RO 104 0.24 G15% 241 -638 -249 - z - Reject Hy
& ROCE 11.76 (.41 261 425 074 230 442 - - Reject Hy
8G 537 6,322 75 -4b65 406 137 -110 -855*% - Reject Hy

Mates 11*, Comelation is significant at the 005 level (L-tailed),

Exhibit 4-9  Pearson Correlation between EVA and Profitability

Result and Inference

Lxhibit 4-9 shows the results of the means, standard deviations (5.D) and
correlationbetween EVA and Profitability (ROA, ROS, ROE, ROI, ROCE, and SG)
(see Chapter 3 Subsection 3.1.1). The outcomes of the correlations indicated that EVA
of Malavsia Banking Sectors is strong positive related to ROI with a coefficient of r
= 915, Moreover, the p-value of this coefficient is 0.015 indicating that the
relationship 1s significant at 5% level. In addition, EVA also positively related to
ROCE with a coefhcient of r = 261 and 8G r = .075, at p = .05 respectively. The
outcomes suggest that there 1s no significant and weak positive relationship between
EVA and ROCE as well as SG. Furthermore, this implies that the EVA is negatively
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related Lo ROS with a coeflicient r = -.885 and significantly related to EVA at p < .05,

Besides, the result also implied that ROA (r = -.585) and ROE (r = -.537) in Banking

Sectors Malaysia are also negatively and no significantly related to EVA at p = .05,

Consequently, the Pearson correlation test result suggests that there were significant

and strong positive relationship between EVA and ROI while negatively and

significant related to ROS. Thus, the result is supported. Its finding is similar to

(Stern Stewart & Co, 2013; Stern, Stewart, & Chew, 1991)EV A is almost 50% better

than its closet accounting based measures including EPS, ROE, and ROI in explaining

in changes in the shareholders wealth.

4.2.2 Hypothesis 2: Identify the Relationshipbetween EVA and Liquidity

Hga: There is a negative relationship between EVA and Liquidity:.

Haar There is a positive relationship between EVA and Liquidity.

Exhibit 4-10 Pearson Correlation between EVA and Liquidity

Wariables Mean 5D 1 2 a 4 3 f 7 Inferences
CLEVA (B837,963.65) 1,287.978.43 E
2, WCR 1.08 0,00 - 0% - Aceept [
FiCR L.60 0.24 B85%  -.65d . Reject His
4. CAR (.45 .01 =564 538 - 475 Accept Hyg
5.0R 160 .24 B85* -p54  1.000%*  -478 - Rejert Hg
f DR 2.5% 0.57 BO2F  _4p6  Bl4*  -400  B14® feject Hy
T.5TLDR 987 0.61 =628 415 =751 o E =) -.741 - 285 - Acoept Hps
& OPCF .62 (.68 A60  -696 O05 001 695 517 i} Aceept My

Motes: (11*. Correlation is significant at the 0.05 level (1-taled).
{27 **, Correlation is significant at the 0.01 level (1-tailed).

Result and Inference

Exhibit 4-10 illustrates the means; standard deviations (S.D) and correlation between

EVA and Liquidity (WCR, CR, CR, CAR, QR, CDR, STLDR. and OPCF) (sce

Chapter 3 Subsection 3.1.2). The Pearson correlation coefficient of CDR (r = 01.892),
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CR and CAR with (r = 0.855) respectivelv. This indicates that there were moderate
positively relationship and significantly related to EVA at p < 0.05. Morcover, EVA
also positively related and no significantly related to OPCF with (r = .360), at p = 0.035.
Furthermore, the outcomes also imphied that the STLDR (r =-.628), CAR (r =-.564)
and WCR (r = -.309) arc negatively and no sigmificantly related to EVA at p = 0.05.
In sum, the Pearson correlation test resull suggests that there were significant and

strong positive relationship between EVA and CDR: EVA and QR and EVA and CR.

4.2.3 Hypothesis 3: Identify the Relationship between EVA and Risk and

Solvency

His: There is a negative relationship between EVA and Risk and Solvency.

Has: There is a positive relationship between EVA and Risk and Solvency.

Exhibit 4-11 Pearson Correlation betweenEVA, Risk, and Solvencey

Variables Mean =10 I 2 3 4 3 v Inferences
|.EVA  (8.837.963.65) 128707843 - - 2 5 = -

2. TIER 12.20 0.63 245 - - - - - Accept My
J.OTAR [z 0,00 213 Hq5ww - - - - Agcept Hys
4, ETAR 0.0 000 213 - 945eF 1 000%* - - Accept Hy
5. EM 42.03 L6 =770 A6 A54 -354 - - Accept Hy
6. LDR 0.71 0,04 - By =720 - 063 AH3 0 30 - Reject He;

Motes {13 *, Correlation is signifcant ol the 005 level £ tailed)

{23 %, Coprelation is significant at the 001 level {1-1ailed)

Result and Inference

Exhibit 4-11 illustrates the means, standard deviation, and correlation between EVA
and Risk and Solvency (DER, DTAR, ETAR, EM, and LDR) (sec Chapter 3
Subsection 3.1.3). The outcomes shows that EVA is negatively related to LDR with

cocfficient of (r = -.849) and the p-valuc is 0.034, indicating that the relationship is
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significant at 5% level. From Exhibit 4.10, EVA is also negatively related to EM (r =

- 779) at p = 0.05 while (r = -.213), at p = 0.05 for ETAR. The result shows that EM

and ETAR are negatively and no significant related to the EVA. The outcomes shows

that the performance ol Banking Sectors’ EVA has r = 0.245 and r = 0.213 weak

positive related to DTAR and DER respectively. The results also reveal that there are

no significantly related to EVA at p > 0,05, In sum, the Pearson correlation test result

suggests that there is significant and negative relationship between EVA and LDR.

4.2.4 Hypothesis 4: Identify the Relationship between Adjustment EVA and

Profitability

Hiy: There is a negative relationship between Adjustment EV A and Profitability.

Haqar o There is a positive relationship between Adjustment EVA and Profitability.

Exhibit 4-12 Pearson Correlation between Adjustment EVA and Profitability

Yariables hlean =0 1 ! 3 4 A & 7 Inferences
Adjustment EVA  (6,232,165.85)  1,376,018.99 = - - - . = - -
2. ROA 1.02 0.12 -603 . - . - - - Accept Hy
3, ROS 23.06 4.62 -930%  318% . 5 . “ - Reject Hy,
4. ROE 13.63 106 -4 921F RS2 i - - - Accept Hy
5. RO 3.09 0,24 A7 241 - 638 -.240 - - - Reject Hyy
& ROCLE 11.76 .21 207 A25 074 239 442 - - Accept Hyy
T80 (.37 632 ITH -465 406 - 137 21100 -355% - Accept Hy,

Mote: (11*, Correlation is significant at the 0.05 level {1-1ailad).

Result and Inference
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Exhibit 4-12 shows the results of the means; standard deviations (8.D) and correlation
between adjustment EVA and Profitability (ROA, ROS, ROE, ROI, ROCE, and 8G)
(sce Chapter 3 Subsection 3.1.1). The outcomes of the correlations indicated that
adjustment EVA of Malaysia Banking Sectors is strong positive related to ROT with a
coefficient of r = .871 for ROI, at p < .05 thus indicating that the relationship is
significant at 5% level. In addition, adjustment EVA also positively related to ROCE
with a coefficient of r = .207 and SG r = .178, at p = .05 respectively. The outcomes
suggest that there is no significant and weak positive relationship between adjustment
EVA and ROCE as well as SG. Furthermore, this implies that the adjustment EV A is
negatively related to ROS with a coefficient r = -.930 and significantly related to
adjustment EVA at p < .05. Besides, the result also implied that ROA (r = -.603) and
ROE (r = -.496) in Banking Sectors Malaysia are also negatively and no significantly
related to adjustment EVA at p = .05. Consequently, the Pearson correlation test
result suggests that there were significant and strong positive relationship between

adjustment EVA and ROI while negatively and significant related to ROS.

4.2.5 Hypothesis 5: Identify the Relationship between Adjustment EVA and
Liquidity

Hgs:  There is a negative relationship between Adjustment EVA and Liquidity.
Has:  There is a positive relationship between Adjustment EVA and Liquidity.

Exhibit 4-13 Pearson Correlation between Adjustment EVA and Liquidity

Variables Mean e ) 1 2 3 4 5 i) b3

Inferences

Adjustment EVA - (6,232,165.85)  1,376,018.99 - - - 5 -

LWCR
LCR
4 CAR

§OR

1.08 0.00 =428 - - - =
1.60 0.24 B04% - 654

0.95 0.01 -064 538 -47H

1.60 0.24 S04F 654 10005 -478
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Accept Hye

Reject 1ys

Accept Hys

Reject s



LCDR, 2.58 0.57 B L [V H0Y Bl40 - - - Reject Hys
STLDR .87 (141 -583 413 =751 JB4 0 2751 - 288 - - Accept Hys
(OPCF (.62 .68 A8 - 680 Bilh] 001 69 517 -339 0 - Accepl Hig
afes: (13 % Correlation is significant st the 0,05 Jevel {1-1ailed).

()

¥ Correlation is significant st the 000 level {1-1ailad).

Result and Inference

Exhibit 4-13 illusiratcs the means, standard deviations and correlation between
adjustment EVA and Liquidity (WCR, CR, CR, CAR, QR, CDR, STLDR, and OPCF)
{see Chapter 3 Subsection 3.1,2). The Pearson corrclation coefficient of CDR (r
=.929) while CR and CAR with (r = .904) respectively. The outcomes indicates that
there were strong positively relationship and significantly related to adjustment EVA
al p = 0L.05. Moreover, EVA also positively related and no significantly related to
OPCF with {r = 409}, at p > .05, Furthermore, the outcomes also implied that the
STLDR (r =-583), CAR (r =-.664) and WCR (r = -428) are negatively and no
significantly related to adjustment EVA at p = 0.05. In sum, the Pearson correlation
test result suggests that there were significant and strong positive relationship between

adjustment EVA and CDR:; EVA and QR and EVA and CR.

4.2.6 Hypothesis 6: ldentify the Helationship between Adjustment EVA and
Risk and Solvency

Hys:  There is a negative relationship between Adjustment EVA and Liquidity.

Hue: There is a positive relationship between Adjustment EVA and Liquidity.

Exhibit 4-14 Pearson Correlation between Adjustment EVA and Risk, and

Solvency
Wariables Mean 5D I 2 3 i 3 f Inferences
I EVA Adjusiments (6,232,165 85) 1,376,018.599 - - - - - - -
2. DER 12203 063 376 - - - - - Accept Hy,
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3, DTAR B atie] .00 340 S45%% . - - -

4. ETAR 0.0 AN -.349 - G045 | DOgHE = = 5
5 EM 4265 416 - 716 Al 354 -334
4, LDR 71 L4 -3 =720 - 0063 G063 390 -

Aecept He
Accept Hy,
Accept Hy,

Reject Hy,

Motes: (17 % Correlation is significant at the 0.05 level (1 -tailed),

(27 **. Correlation is significant at the 001 level {1-1ailed),

Result and Inference

Lxhibit 4-14 illustrates the means; standard deviation and corrclation between
EVAadjustments, Risk, and Solvency (DER, DTAR, ETAR. EM, and LDR) (see
Chapter 3 Subsection 3.1.3), The outcomes shows that adjustment EVA is negatively
rclated to LDR with coefficient of (r = -913), at p < .05, thus indicating that the
relationship is significant at 3% level. Trom Exhibit 4.14, adjustment EVA is also
negatively related to EM (r = -716) at p =05 while (r = -.349), at p =.05 for ETAR.
The result shows that EM and ETAR are negatively and no significant related to the
adjustment EVA. The outcomes shows that the performance of Banking Sectors for
adjustment EVA has r = 349 and r = 379 weak positive related to DTAR and DER
respectively.  The results also reveal that there are no significantly rclated to
adjustment EVA at p =.05. In sum, the Pearson correlation test result suggests that

there is significant and negative relationship between EVA and LDE.

4.2.7 Hypothesis 7: Identify the Relationship between SVA and EVA

Hor:  There is a negative relationship between SV A and EVA.,

Har: There is a positive relationship between SVA and EVA.

Exhibit 4-15 Pearson Correlation between SV A and EVA

Yartables Mean 5.0 1 2 Inferences

1.8VA 2.647,983.57 5.636,121.18 - : :
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Led
1

2 EVA (8,837,963.65) 1,287.978.43 o Accept Hys

Wotes: (17 %, Correlation is significant at the 0035 level (1-tailed).

Result and Inference

Lxhibit 4-15 shows the means. standard deviations, and correlations between SVA
and EVA.  The outcomes reveal that SVA 1s positively related to EVA with a
cocfticient of r = .173, at p = (L0535, In sum, the Pearson correlation test result suggest

that there is weak positive and no significant relationship between SVA and EVA.

4.2.8 Hypothesis 8: [dentify the Relationship between SVA and Profitability

Hyy:  There is a negative relationship between SV A and Profitability.

Hag:  There is a positive relationship between SV A and Profitability.

Exhibit 4-16 Pearson Correlation between SV A and Profitability

Variables Mean 2D 1 2 | 4 5 & T Inlerences
| SVA 2647983.57 363612118 - : . . - :
2. ROA L2 0.12 283 - : - - - AceeptHy
3, ROS 2306 4.02 D33 818 - - - - - Acecept g
4, ROE 13.43 1.06 =591 921% 632 - - - - Aceept Hpg
3RO 308 0,24 2 =241 -633  -249 - - - Aweept Hyg
B, ROCE 11.76 081 =00s 425 74 239 442 - - Accept Hgy
750 G:37 6,32 23210 -4nd -4060 -137 0 -0 - B3EFF 0 - Accept My

Naote: (11 %, Correlation is significant at the .03 Tevel (1-tailed),

Result and Inference

Lxhibit 4-16 illustrates that the means, standard deviation (5.D) and correlations
between SVA and profitability (ROA, ROS, ROE, ROI, ROCL, and SG) (see Chapter
3 Subsection 3.1.1). This implies that SVA is positively related to ROT with

coefficient of r = 211 and ROS (r = .033), at p = 0.05 respectively. The outcomes
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also reveal that there were weak positive and no significant related to SVA.
Moreover, the outcomes also shows that SVA are negativelyrelatedto ROA (r = -283),
ROE (r=-591), ROCE (r = .019) and 5G (-.321), at p = 0.05. This is indicating that
there were no significant and negative related to SVA. In sum, the outcome of the
correlation reveal that there is no significant relationship between SVA and

Profitability.

4.2.9 Hypothesis 9: Identify the Relationship between SVA and Liguidity

Hio:  Therc is a negative relationship between SVA and Liquidity.

Hue:  There is a positive relationship between SVA and Liquidity.

Exhibit 4-17 Pearson Correlation between SYA and Liquidity

Variables MWean 5D 1 2 3 4 3 & 7 & Inferences
. SVA 164798357 563612118 - : - v o = s s -
2. WCR 1.5 oo 412 - - - - - - - Accepl Hpy
3 CR .60 024 136 -054 - - - - - - Aceepl Hy
4. CAR 0.95 Dol a3 538 - 478 = . - E: - Accept Hyy
30K .60 024 156 -654  1.000%F _47H - - - - Accept Heg
6. CDR 258 037 - 102 -406 Ald¥ 0 60w Bl4F - - - Accept Heg
TSTLDR 9.87 el -478 415 =751 AB4 751 288 - - Accept Hey
8, OPCF 0.62 063 124 696 L5 - 001 95 A7 2339 - Accept Hys

Motes: {17 *, Correlation 15 significant at the 0,05 level (1-tatled).

{20 #*, Correlation is significant 21 the 001 Jevel (1-tailed ).

Result and Inference

Exhibit 4-17 illustrates that the means. standard deviations, and correlation between
SVA and Ligudity (WCR, CR. CR, CAR, QR, CDR, STLDR, and OPCF) (sce
Chapter 3 Subsection 3.1.2). This is implies that the SVA are positively related to
CAR (r=.673), WCR (r = .412), CR and QR with cocfficient of (r =.156), at p = (.05,
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This is indicating that there were weak positive and no significant related to SVA.
The outcomes also reveal that the SVA were negatively related to STLDRE with
coefficient of r = - 478 and r = - 102 for CDR, at p > 0,05, This is implies that there

were no significant relationship between SVA and Liquidity.

4.2.10 Hypothesis 10: Identify the Relationship between SVA and Risk and

Solvency.

Hig:  There is a negative relationship between SV A and Risk and Solvency.

Hap:  There is a posilive relationship between SVA and Risk and Solvency.

Exhibit 4-18 Pearson Correlation between SV A and Risk,and Solvency

Variables Mean 5.0 I 2 3 4 5 6 Inferences
1.5VA 264.?983.5? 5636121.17 2 - - - - -

2. DER 122 0.63 =507 - - - - - Accept Hypg
3. DTAR 9222 (.00 =541 b45eE - - - - Accept Hon
4 ETAR 0,08 .00 B4 -045FF L O00F® - - - Accept Hop
5. EM 42.63 4.16 - 195 314 354 -354 - - Accepl Hopg
6, LDR .71 .04 156 =720 -6i63 B3 390 - Accept gy

Mate: {17 #%, Cormelation is significant ai the 001 level {1-tailed),

Result and Inference

Exhibit 4-18 illustrates that the means, standard deviation and correlation between
SVA and Risk and Solvency (DER, DTAR, ETAR, EM and LDR) {see Chapter 3
Subsection 3.1.3) of the Banking Sectors in Malaysia. The outcomes implies that
SVA is positively related to ETAR with cocfficient of r = .541 and r = .156 for LDR,
at p = 0.05, thus indicating that there were no significant and weak positive
relationship to SVA. In addition, EVA are negatively related to DER (r = -.507),
DTAR (r = -.541) and EM (r = -.195), at p = 0,05, thus indicating that there are no
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significant and negative relationship to SVA. In sum, the outcomes reveal that there
are no signilicant relationship between SVA and Risk and Solvency. Consequently,
the growth of banking sectors in earnings 1s not enough to create value, unless returns
are above the cost of capital. Moreover, EVA works best as a supplement to other
measures when one is evaluating shares and that EVA sometimes works when other

measures lail.

4.2.11 Hypothesis 11: Identify the Relationship between MV A and EVA

Hgri: There is a negative relationship between MVA and EVA.

Haii: There is a positive relationship between MVA and EVA.

Exhibit 4-19 Pearson Correlation between MV A and EVA

Variahles Mean 5. D 1 2 Interences
1. MV A 21 A58,090.06 8.432 450.80 - - -
2. EVA (R.837.963.63) 1.287.978.43 =791 - Accept Hyyq

Result and Inference

Lxhibit 4-19 1llustrates that the means, standard deviations and correlations between
Market Value Added (MVA) and EVA. The outcomes of the correlations suggest that
there is a negative correlation between MV A and EVA with coefficient of r =-791, at
p =.05, thus indicating that there is no significant related 1o MVA.  In sum, the
Pearson correlation test result suggests that there 1s no significant and negative

relationship between MVA and EVA,

4.2.12 Hypothesis 12: Identify the Relationship between MV A and Profitability

Hyi2: There is a negative relationship between MV A and Profitability.

Hazo There is a positive relationship between MV A and Profitability.
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Exhibit 4-20 Pearson Correlation between MVA and Profitability

Variables Mean 8D ] 2 3 4 5 ] 7 Inferences
TLMVA - 2045809006 843245080 - 3 s - : - -
2. ROA 1.002 0,12 AT - - - - - - Accepl Hys
3 ROS 2306 4.62 T A - - - - Rejeet Hys
4. ROE 13.63 1.0 2600 - DEY B5Z - - - - Accept Hyps
3 RO 3.09 .24 G200 -241  -A3R - 240 2 = - Aceept Hyps
6. ROCE 11,36 il - 244 425 A4 239 442 - - Accept Hypa
758G BT G.32 =222 <465 406 - 137 - 1100 -8533% - Accept [y

Mote: {19 =, Correlaion is significant at the 0.03 teved (| -tailed).

Result and Inference

Exhibit 4-20 illustrates that the means, standard deviations. and correlations that was
existing between MVA and profitability (ROA, ROS, ROE, ROI, ROCE, and SG)
(sce Chapter 3 Subscction 3.1.1), Furthermore, this is implies that the MVA 1s
positivelyrelated toROS with r = 0.866. at p < 0.05, thus indicating that the
relationship significant at 5% level. Besides, the outcomes also identified the MVA
were positivelvrelated to ROA (r = .470) and ROE (r = .260), at p = 0.05 respectively,
thus indicating that there were no significant relationship between MVA and ROA;
MVA and ROE. From the Exhibit 4.20, MVA were negatively related to ROI (r
=620), ROCE (r = -249) and 5G (r = -222), at p = 0.05 respectively, thus
representing that there are no significant relationship to MVA. Owerall, the Pearson
correlation test result suggests that there is significant and strong positive relationship

between MYV A and ROS,

4.2.13 Hypothesis 13: Identify the Relationship between MV A and Liquidity

Hgja: There is a negative relationship between MV A and Liquidity.

Hais: There is a positive relationship between MV A and Liquidity.
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Exhibit 4-21 Pearson Correlation between MV A and Liquidity

Vartables Mean .0 1 2 3 4 5 f 7 3
LMVA 2145800006 843245080 - . : : 2 % :
2.WCOR | O& (.00 527 - - - - -

% e |60 024 =719 -.654 - - - -

4. CAR 0.95 .01 B35F 533 -478 - - -

S0QR 1.60 .24 =719 -654  1.000%= . 4T . - - -
i, TR 2.5% .57 -23p%%  _A06 HlaE G009 B14% - - -
1.STLDR Qa7 .41 J&4 als - 731 Jd84 0 - 751 0 -288 - -
HOPCE 0,62 16K - 3R3 - 606G 95 - A4S 217 =339 -

[nferences

Avccept Higs
Avcept Hyps
Feject Hys
Accept i
Reject Hys
Accepl Hys

Accept Hys

Maotes: (17%, Correlation is siznificant at the 0.05 level {1-ailed).

(2%, Correlation is significant at the 001 Tevel (1 -tailed),

Result and Inference

Exhibil 4-21 shows that the banking Sectors in Malaysia to identify the means,
standard deviations and correlations that was existing between MVA and Liquidity
(WCR, CR, CR. CAR, QR, CDR, STLDR and OPCF) (see Chapter 3 Subsection
3.1.2) for the period 2007-2011. This is implies that the positive correlation between
MV A and CAR with coefficient of v = 0.835, at p = 0.05. Moreover, this 1s indicating
that there are significant and positive relationship between MVA and CAR. Besides,
the outcomes also reveal that WCR (r= 327} and STLDR (r = . 184)arc weak positive
and no significant related to MVA at p = 0.05. From Exhibit 4-21, MVA in Banking
Sectors Malaysia 15 negatively related to CDR with coefficient of r = -.936, at p <
0.05, thus indicating that the relationship significant at 5% level. Besides. the
outcomes also reveal that CR and QR with coefficient of r = -.719 respectively and
OPCFE (r = -.383) are negatively and no significant related to MV A at p = 0.05. In
sum, the Pearson correlation test result suggests that there is significant and strong
positive relationship between MVA and CAR while negative relationship between

MV A and CDR.
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4.2.14 Hypothesis 14: Identify the Relationship between MVA and Risk and

Solvency.

His: There is a negative relationship between MV A and Risk and Solvency.

Haia: There is a positive relationship between MV A and Risk and Solvency.

Exhibit 4-22 Pearson Correlation between MV A and Riskand Solvency

Variables Mean S5.D I 2 3 = 5 6 Inferences
I MVA 2145809006 8432450.80 - ‘ , : < @

2. DER 12.20 .63 =573 - - - - - Accept Hy
3 DTAR 9222 00 - 624 G45%* - - - - Accept Hyu
4. ETAR 00 (.00 B24 - ndsEs ] ()EE - - - Aceepl How
5 EM 42.63 4.16 497 A6 354 - 354 - - Aceept Hpus
G, LD .71 0.04 &7 720 - 063 1000 238 - Reject Hyy

Motes; (1) * Correlation is significant al the 0,08 Tevel (1-tailed).

(27 ## Correlation is signafican at the 0,01 Tevel (1-tailed).

Result and Inference

Exhibit 4-22 illustrates that the Malaysia Banking Sectors to identify the means,
standard deviations and correlation that was existing between MVA and Risk and
Solvency (DER, DTAR, ETAR, EM, and LDR) (see Chapter 3 Subsection 3.1.3).
This implies that MVA iz moderate positive related toLDR with coefficient of r
= 877, at p < 0,05, thus indicating that the relationship is significant at 3% level. In
addition, MVA also positively related to ETAR (r = .624) and EM (r= .497). Besides,
the outcomes also reveal that the DER (r = -.5373) and DTAR (r = -.624), at p =.05,
thus representing there are no significant relationship to MVA. Overall, the outcomes
of the correlation test result suggests there 1s significant and strong positive

relationship between MVA and LDR.
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4.2.15 Hypothesis 15: Identify the Relationship between SR and EVA

Higis: There is a negative relationship between SR and EVA.

[la15: There is a positive relationship between SR and EV A,

Exhibit 4-23 Pearson Correlation between SR and EVA

Wartables Mean 5.0 1 2, Inferences
1. SR 007 a7 = - -
2 EVA {5,837 903.65) 1,287,975.43 AR9 i Accept Hys

Result and Inference

Exhibit 4-23 illustrates that the Malaysia Banking Sectors for the period of 2007-2011
to identify the means, standard deviations and correlation between Shareholder Return
(SR) and EVA. The ouicomes reveal that EVA with coefticient of r = 089, at p =
0.05. Although 1t has positive relationship between the two variables. [ts magnitude
of .08Y, however, shows that the relationship 1s very weak. The outcomes also reveal

that there is no significant linear relationship between SR and EVA,

4.2.16 Hypothesis 16: [dentify the Relationship between SR and Profitability.

Hye:  There is a negative relationship between SR and Profitability.

Haa: There is a positive relationship between SR and Profitability.

Exhibit 4-24 Pearson Correlation between SR and Profitability

Variables  Mean 5.D 1 2 3 4 5 ] 7 Inferences
| SR 0.07 037 - : - : - -

2 ROA 1.02 012 -491 - - - £ - - Accept Hyg
3 ROS 2306 462  -044 BIB* - - - - - Accept Hog
4. ROE 13.63 106 -736 .921* 652 - - - - Accept Hos
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5 ROT 3.09 0.24 A04 0 -241 -638 - 249 - - - Accept Hyy
4. ROCE. 1176 081 -292 425 074 239 442 - - Accept Hyp,
756G 6.37 632 -090 <465 -406 -137 - 110 -8535% - Accept Hyy,

Maote: (17 *. Correlation is signilicant at the 0.05 level {1-tailed),

Result and Inference

The Exhibit 4-24 1llustrates the means, standard deviations and correlations between
SR and Profitability (ROA, ROS, ROE, ROI, ROCE, and SG) (see Chapter 3
Subsection 3.1.1). The result shows the corrclation coefficient between SR and ROI
15t =004, at p > 0,05. It has a positive sign, which is indicate a positive relationship
between two variables. It magnitude of 004, however, shows that the relationship is
very weak, almost zero and no sigmificant lincar relationship between SR and ROL In
addition. the outcomes shows negatively and no signilicant relationship for ROA (r=
-491), ROS (r=-.044), ROE (r=-.292) and 5G (r=-.09), at p > .05 respectively. In
sum, the Pearson correlation test result suggests that there 18 no significant linear

relationship between SR and Profitability.

4.2.17 Hypothesis 17: Identify the Relationship between SR and Liquidity

Hu7: There is a negative relationship between SR and Liquidity.

Haiz: There is a positive relationship between SR and Liquidity.

Exhibit 4-25 Pearson Correlation between SR and Liquidity

Varables Mean S.D I 2 3 4 5 fy 7 & Inferences
1.5R 007 037 - - - - - - - - -

2. WCR 1.0§ .00 .182 - - - - - - - Accept Hyis
3, CR (.60 024 222 -634 - - - - - - Accept Hy7
4, CAR 095 0.01 734 538 -A78 - - - - - Accept Hy s
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30K .60 0.24 222 -654 1.000*%% -478 - - - - Accept Hyys
6 CDR 258 0.57 -.096 -406  8l4%  -609 Bl4% - - - Accept Hyps
7.8TLDR 987 (.61 -456 415 - 751 184 -751 -288 - - Accept Hy5
8 OPCFE 0.62 0.68 403 -.696 095 001 695 517 -339 - Accept Hys
Motes: (1) * Correlation s signiticant at the 0,03 level (] -tailed),

(2} ¥ Coreelation s sigmifieant at the 000 Tewe] (1-1ailed),

Result and Inference

The Exhibit 4-25 illustrates that the means, standard deviations, and correlation
between SR and Liquidity (WCR, CR, CR, CAR, QR, CDR, STLDR, and OPCF) (sce
Chapter 3 Subsection 3.1.2). The oulcomes reveal that SR are positively and no
significant related to CAR (r = .734), CR and QR with cocflicient of r = 222
respectively, OPCF (r = .403) and r = .182 for WCR, at p = .03 respectively. Besides,
the results shows the STLDR (r = -.456) and CDR (r = -.096) are negatively and no
significantly related to SR at P = 05, Generally, the outcomes of the Pearson
correlation ndicate that therce is no significant linear relationship between SR and

Liguidity.

4.2.18 Hypothesis 18: Identify the Relationship between SR and Risk and

Solvency

Hyg:  There is a negative relationship between SR and Risk and Solvency.

Haps:  There is a positive relationship between SR and Risk and Solvency.

Exhibit 4-26 Pearson Correlation between SR and Risk and Solvency

Varables Mean S.D | 2 3 4 5 6 Inferences
1 SR 007 037 - h : : = T
2, DER 1220 (.63 <245 — . g : - Accept Hyg
3.DTAR 092 000 -271  9d45%+* . - - - Accept Hys
4 ETAR 008 000 271 -945% _1.000%* - - - Accept Hyz
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5. EM 42.63 416 084 3l6 354 -.354 0 - - Accept Hpg
6. LDR 0.71 0.04 076 -720 -.663 663 390 - Accept Hig

Mote: (1) #%, Correlation is significant at the 0LO1 level (1-1ailed),

Result and Inference

The Exhibit 4-26 illustrates the means, standard deviations, and correlation that was
existing between MVA and Risk and Solvency (DER, DTAR, ETAR, EM, and LDR)
{see Chapter 3 Subsection 3.1.3).The rcsults of the correlation mdicate that SR are
positively and no significant related to ETAR (r = 271), EM (r = .084) and LDR (r
= .076), at p = 035 respectively, This is also implies that the DER (r = -.2435) and
DTAR (r =-271) are negatively and no significant related 1o SR at p = .05, In sum,
the Pearson correlation result suggests that there 15 no significant linear relationship

between SR and Risk and Solvency.

4.2.19 Hypothesis 19: Identify the Relationship between SVC and NOPAT

Hio:  There is a negative relationship between SVC and NOPAT.

Hapo.  There is a positive relationship between SVC and NOPAT,

Exhibit 4-27 Pearson Correlation between SYVC and NOPAT

Variables Mean g B 1 2 Inferences
1. 8VC (2,119,244 18) 5,101,903.83 = £ L

. f 7 253 2
2‘ NDP,"'&_I 4_._H I 3?'624.5?;' -'1169[:"?—,_. _:'.-23 .1.95 . ;‘-\CCC[_‘IT f_J_"“I.I.-

Result and Inference
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Exhibit 4.27 illustrates the means, standard deviations, and correlations between
Sharcholder Value Creation and Net Operating Profit after Tax (NOPAT). This is
implies that the SVC is positive relation to NOPAT with coefficient of r = .295, at
p = 05, thus indicating that there is no significant linear relationship between SVC

and NOPAT.
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Chapter 5: Conclusion and Recommendation

5.0 Introduction
[n this chapter, we will discuss the summary of the study on the financial performance
of banking sectors in Malaysia. Subsequently, it follow by policy apphication and

lastly 1s the limitation of this study.

s Summary of the Study

This paper measured the Financial Performance of Malaysia Banking Sectors
mcluding Affin Bank Berhad, Alliance Financial Group Berhad, AMMB Ioldings
Berhad, CIMB Group Holdings Berhad, Hong Leong Bank Berhad, Malavan Banking
Berbad, Public Bank Berhad and RHB Bank Berhad over the period 2007 1o 2011,
The result indicate that the overall bank performance in term of Financial Ratios
(Profitability, Liquidity, Risk and Solvency)., Fconomic Value Added (EVA) and
Shareholder Value Added (SVC). For the Profitability Performance, the average ROA,
ROS, ROE., ROL ROCE. and SG during the period were 1.02%, 23.06%,
13.63%.3.09%, 11.76% and 24.73% respectively. The Liquidity Performance of
Banking Sectors in Malaysia during the period in various measures such as the
average WCR, CR, CAR, QR, CDR, LDR AND OFCF werel 085, 1.605, 0.955,
1.605, 2.580, 9.866 and 0.623 respectively. On the other hands, the Risk and Solvency
performance of Malaysia Banking Sectors during the period in various measures such
as the average DER, DTAR, ETAR, EM and LDR were 12.200, 0,922, 0.078, 42.63

and 0.71 respectively,

The Economic Value Added (EVA) that used in this paper that explained in

-

the Chapter 3 and it has been categorized into three steps, namely calculating the
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Malaysia Banking Sectors’ profit, determining the assets base, and determining the
WACC. EVA is the best practical periodic performance measure to capturing or
evaluating the true financial profit of the corporate performance. EVA also defined as
the performance measure most directly linked to the creation of the corporate’s
sharcholder wealth over the period(Stern, Stewart, & Chew, 1991).EVAfigures have
also been widely used by the corporate in order to provide published rankings of
corporate performance such as UK, Australia, Canada Brazil, Germany, Mexico,
Turkey and France as well(Stern Stewart & Co, 2013). EVA provide the result the
emphasizes cfficiency and wise management as factors to produce corporate wealth
and give managers a clear picture of what improvement were made to the corporate.
Besides, EVA also has some inherent limitation as well, To calculating the true EVA
become challenge, because the conventional accounting system that produces time-
barred. Besides, the result that provide by the EVA values that do not provide for fair
comparability. Consequently, EVA is used in this research to cvaluate the Malaysia
Baking Sectors Performance for the period from 2007 to 2011, This is because to
cvaluate the true financial profit and provide the Malaysia’s Banking Sectors
shareholder wealth, The WACC s mean over the period 2007 to 2011 for Affin Bank
Berhad was 7.96%, for Alliance Financial Group Berhad was 8.15%, for AMMB
Holdings Berhad and CIMB Group Holdings Berhad was 8.16%, for Hong Leong
Bank Berhad was 7.78%. for Malayan Banking Berhad was 8.03%, for Public Bank
Berhad was 7.69% and for RHB Bank Berhad was 7.88%. Besides, the outcomes
suggests that the EVA or Lconomic Profit for Banking Sectors” in Malaysia are
destroyed the shareholder value, The EVA’s mean was -RM 2 637,443,000for Affin
Bank Berhad, -RM 2.095627.000for Alliance Financial Group Berhad:-

RM6.204,796,000for AMMB Holdings Berhad,-RM15.239,118.000for CIMB Group
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Holdings  Berhad,-RMS5.910,022.000for Hong Leong Bank  Berhad, -RM
22,166,849 000for Malayan Banking Berhad,-RM12.951,113,000for Public Bank

Berhad, and -RM3,498.737,000fur RHB Bank Berhad.

Moreover, the EVA adjustments are cssential to both the accuracy and identify
of the EVA metric, while an unadjusted EVA analysis 1s just using accounting data
that does not necessarily reflect the current financial performance of the company
{(Investopedia, 2013). Subscquently, the outcomes of the study for {Anderson, Bey, &
Weaver, 2005} are compared the results with those calculated by the ariginators of the
EVA metne, (Stern Stewart & Co, 2013). The outcomes of the study suggests that the
two figures for each company were over 90% similar and providing that for the most
part, adjustments could be minimal for case of use and shows accurate results, From
the Chapler 4. the EVA adjustments outcomes suggests that the mean for banking
sectors is slightly better than EVA unadjusted. Then, the mean for Affin Bank was -
R [.831,877.00, for Alliance was -RM 1,549.958,000, for AMMEB was —RM
4,234,997 000, for CIMB was —RM 10,273,284.000, for Hong Leong Bank was —EM
4.362,787,000, for May Bank was -RM 17,251,424.000, for Public Bank was —RM
8.942.829.000 and for RHB Bank was —RM 1,410,167,000.Through this study, the
outcomes of showed that the EVA adjustment or Economic Profit for Banking Scctors’

in Malaysia are destroyed the sharcholder value,

In this research, we also analyzed Shareholder Value Creation (SVC) for the
Malaysia Banking Sectors for the period from 2007 to 2011, Firstly, define the
increase of the Market Value Added (MVA), the Shareholder Value Added (SVA),
the Sharcholder Return (SR), and linally required return to equity. The Malaysia

Banking Sectors” mean MVA increased RM 14, 514,602,000 from RM135,313,928,000
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in 2007 to RM29,328,530,000 in 2011, In addition. the 8VA’s mean for Malaysia
Banking Sectors declined from RM4, 044.971,000 in 2007 to —RMS375, 771,000 m
2011, Besides, the SR's mean for Banking Sectors declined from 26.24% m 2007 to
1.29% in 2011, Moreover, the SVC's mean for Malaysia Banking Sector inereased
from RM634, 430,000 m 2007 to RM 3,168.001,000 in 2009 and declined to —RM

7,292.260,000 in 2011.

According to (Biddle, 1998), the paper concluded that EVA measure may be
an effective tool for some corporate performance mcluding internal decision making,
corporate performance measurement, and incentive compensation. However, it does
not dominate earnings in its association with stock market return, According to (Chen
& Daodd, 1997), the paper concluded that no single EVA measure was able to account
for more than 26 percent of the variation in stock return. Therefore, {Biddle, 1998)
and {Chen & Dodd, 1997) found that carnings outperform EVA and residual income
n the US market. Besides, the results of the present research do not support the
claims of (Stern, Stewart. & Chew, 1991) and the EVA is the best performance
measure the corporate. The objective of this study is used to examine or evaluate the
relative between EVA and Finaneial Ratios for the Banking Sectors in Malaysia from
2007 to 2011, From the Chapter 4, the outcomes of the correlations suggest that EVA
are positively and sigmficantly related to ROI while negatively and signilicantly
related to ROS. In addition, the outcomes also reveal that EVA are positively and
significantly to CDR, CR, and QR. Moreover, the Pearson correlation results
suggests that EVA is negatively and significantly related to LDR. The evaluation of
EVA adopters in order to provide interesting results to mecasure the banks
performance and more years in the sample would be appreciated too.  Besides,

another important suggestion for further research is to examine the corporate
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performance measures in explaining stock returns due to explore the value relevance

ol other [actors,

According to (Uyemura, Kantor, & Petit, 1996), the paper examine the
relationship between EVA and MV A in the financial institutions shows that a strong
relation between EVA and MVA. According to (Lehn & Makhij, 1997}, the paper
examine that the EVA is superior to accounting profits as a measure of sharcholder
value creation and this correlation was slightly better than with financial ratios
performance. Furthermore, (Milunovich & Tsuei, 1996) concluded that EVA 1s the
best appropriale measure for measuring the sharcholder wealth based on financial
ratios, it provides exact values how much really the sharcholder weallth over the
period by considering cost of capital like cost of equity, cost of debt, and cost of
retained earnings. In addition, the objective of this research is to examine the relation
between MVA and Financial Ratio and the relation between MVA and EVA for the
Banking Sectors in Malaysia from 2007 to 2011, From the Chapter 4, the Pearson
correlation outcomes suggests that MVA are positively and significantly related to

ROS and CAR while negatively and sigmificantly related to CDR.

Moreover. this research also tests the relation between NOPAT and
Shareholder Value Added (SVC) to identily whether the banking sector create value
for their shareholder. This research shows that SVC s negatively and no

significantrelatedto NOPAT,

5.1 Policy Application

Economic Value Added (EVA) 1s a proprietary residual imcome model to use to
measure the corporate shareholder wealth over the period. developed by Stern Stewart

& Co. In 1991 (Stern, Stewart, & Chew, 1991), defined EVA equals Net Operating
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Profit after Tax (NOPAT) subtract Weighted Average Cost of Capital (WACC), In
other words, it defined as residual return that subtracts the cost of invested capital
from NOPAT. There are a few action that can take by those investors or firms to

improve the value created by using EVA and they can take the following actions.

They can increase the corporate or firm’s Operating Income or Revenue from
assels i place by reducing costs and increasing their [irm revenues,

s  Wealth maximization and minimize operating expenses needed to generate a

given amount of revenue.

o They can reduce the corporate’s cost ol capital by changing the financing mix.
¢« They can reduce the amount of capital and invest additional capital in
opportunities that will earn more 1n existing project, without affect the revenue
of the corporate, by reducing the working capital investment and selling
unutilized assets.

e Corporate produce the same goods and services by using less capital.

5.2 Limitation

Furthermore, there are some limitations in the methodology that have been chosen to
evaluate or measure the Malaysia Banking Sectors for the five year period from 200
to 2011 by using Financial Ratios, EVA and SVC. One of the major limitations of
this research is time constraint.  This is becausc there is a need more time to
harmonize some adjustments that are required to be incorporated mn calculation of
NOPAT. Adjusted NOPAT are umique and debatable aspect of EVA, Besides, Stern
Stewart docs not fully disclose the adjustment (to protect its trademark), this making

the research of using the metric more difficult in analysis.
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