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ECONOMIC VALUE ADDED (EVA)
AND ITS CALCULATION FEATURES
IN BANKS

As a financial organization each commercial bank in order to solve its tasks, must
perform a number of operations that play a primary role not only in the bank's
activities, but also in the development of the economy as a whole and its individual
industries. The effectiveness of corporate governance and the use of resources directly
affect the economic development of the country, providing a positive financial result.
Therefore, the analysis of the bank's financial indicators is especially important for
management to maintain the stability of the company and increase its market share (AL
Osaimi, 2019).

The passive operations of Ardshinbank CJSC, considering possible scenarios for
their change, are analyzed in the given article. The goal is to identify what additional
economic value the bank creates and how attractive it is from the investors’ point of
view. Forecasts of EVA components for 2023 have been implemented in Excel, using
the tools of Polynomial and Exponential Trend line. The impact of the given components
on EVA have been considered, and the bonus plan system based on the EVA indicator
for managers has been calculated, which will greatly stimulate the use of the EVA
indicator in banks. A regression model has been performed to identify the mutual link
between the EVA indicator and the Bonus plan. The latter can become quite an
interesting tool for bank managers in management decision-making.
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In recent years, the main issue of bank management is the
assessment of the effectiveness of bank owners’ activities, the definition of the
organization's strategy and a number of other issues (Ivashkovskaya et al.,
2010). In international practice, the EVA (Economic Value Added) indicator is
widely used to assess the possibility for banks to create additional value
(Thampy & Baheth, 2000).

For years, companies have measured their shareholder returns in terms of
size and quantity, but not quality. Thus, the banks' profits grew, but the
concentration on the growth of the value was low. EVA seems to create an
opportunity to solve this urgent problem. Now, managers are able to create
competitive advantages. Such relevance of the evaluation and forecasting of the
EVA is due to the fact that it motivates employees and managers of the bank to
think and act as shareholders. The solution of the raised issues makes the chosen
topic quite relevant in the conditions of the current acute competition.

The article is aimed at calculating the EVA indicator, forecasting its
elements, constructing scenarios, as well as calculating the Bonus Plan, which
makes it possible to assess the impact of changes in the EVA indicator on the
bonus plan and vice versa. It enables the interested parties to identify the impact
of the bank's performance on the decisions of both investors and managers, as
well as employees of the bank.

The emphasis on the Economic value added indicator
was first mentioned by the famous economist Alfred Marshall in 1890 (Kyriazis
& Anastassis, 2007) then the EVA model was carefully applied by a group of
consultants of Stern Stewart & Company (Stern et al., 1995). The economic
literature mentions that EVA is one of the best methods of measuring the real
economic profit of a company (Nikhil, 2009). This indicator is used to select the
composition of the portfolio and measure the effectiveness of banks. A number
of researchers note that, unlike traditional indicators of profitability, such as
EBIT and EBITDA, EVA can measure net profit and best express the maximum
profitability of shareholders (Grant, 2003).

There is also an opinion that EVA is one of the indicators of measuring
efficiency, evaluating the value of a company and a convenient tool for making
managerial decisions of a financial institution (Ahmadyan, 2021).

It is possible to identify examples of the use of the EVA indicator in
American companies, which in most cases increased the profit of shareholders.
In these companies, bonuses and incentive payments were paid to managers
who were able to receive long-term dividends in excess of the Cost of Capital



(Ahmadyan, 2021). Thus, by calculating the value of both Liabilities and
Capital, EVA gives managers an incentive to act like shareholders when making
corporate investment decisions (Ahmadyan, 2021).

A review of the literature shows that EVA is also a measure of a company's
financial performance. It is connected with efficiency and competitiveness, and
it is this connection that is currently in the focus of special attention of
investors, managers and institutions. For corporations, this task is becoming
increasingly important, especially when making investment decisions to achieve
desired long-term goals. In fact, it is used to measure the value that a company
creates from the funds invested in it. If the company's EVA is negative, it means
that the company does not create additional value from the funds invested in the
business. Conversely, a positive EVA shows that the company generates value
from the funds invested in it (Maulana et al., 2023).

The relationship between these or other phenomena is a support from the
point of view of research, as it makes it possible to deepen the analysis of the
indicators under consideration and identify their causal relationship. For
example, Sivakumaran & Saravanakumar (2011) experimentally tested the
relationship between EVA, EPS and ROA using the Pearson correlation
coefficient. Their study included 39 Indian banks from 2005 to 2011. In the
study, researchers found a link between the EVA and the stock price.
Meanwhile, Costa (2012) conducted a similar study of Brazilian banks. Results
have shown that EVA significantly explains the profitability and value of the
company (Azeem et al., 2018). Rao in his study also examines the applicability
of the EVA based on reports published in Indian banks. He comes to the
conclusion that EVA is gradually beginning to be considered as a financial
criterion for evaluating banking activities (Priyanka & Sudha, 2020).

From the analysis of the literature, we have concludeds that different
companies are implementing the concept of the EVA under the influence of
various incentives. In this regard, there are two levels of EVA usage: external
and internal (Andrutsky, 2008). The external level indicates that the company
uses EVA as a reference tool, that is, the latter is presented as a competitive
advantage and the best system for attracting new investors. Nevertheless, EVA's
internal management level is focused on improving the company's efficiency,
optimizing processes and improving the choice of management decisions.

Thus, having studied the theoretical literature on the calculation of the
EVA indicator, it can be noted that the latter can serve as the best way to
measure the cost and efficiency of an organization's capital. It creates an
attractive investment environment, thereby ensuring the competitiveness of the
company. It is also noteworthy that, the EVA indicator is not mentioned and is
not calculated in the Armenian theoretical literature, analysis or research of
organizations, while in international practice it is considered to be one of the
widely used methods for evaluating effectiveness.



During the research, comparison and historical
analysis, estimation, forecasting and trend detection and regression analysis
methods have been used, some formulas have been calculated to complete the
analysis.

Thus, the comparison and historical analysis methods were used to
compare the data of the period under consideration and to identify the features
of the data presented in the series. The data of Ardshinbank CJSC for 2017-
2022 on an annual basis have been analyzed. Using the assessment, trends
forecasting and identification methods, the features of the presented data set
have been identified. In particular, on the basis of graphs created in the Excel,
trend lines are constructed in such a way that the latter makes it possible to
represent deviations of actual data from the predicted ones. Two types of
forecasting trend line have been used in the analysis: Exponential trend line and
Polynomial trend line (ExcelTABLE Corporation). The Exponential trend line
is used when the data presented in the series tend to increase or decrease
continuously. Thus, the possible values of the EVA indicator are predicted. The
second or Polynomial trend line is used when the data presented in the series
have a simultaneous trend of growth and decrease. In such cases, the graph has
one or more extreme (maximum and minimum) points. Of great importance for
the accuracy of forecasting is not only the coefficient of determination (R?),
which should be greater than 0.8, but also the correct choice of the degree
(order) of indicators, which should be one more than the number of extreme
points. Thus, the indicators of the expected value of Cost of liabilities,
Liabilities, Equity and the Expected return on equity of Ardshinbank CJSC have
been forecast. As a result of using the regression analysis method in Excel, we
have shown the relationship between the EVA and the Bonus Plan, thus
justifying how much an increase in the EVA by one unit affects the size of the
bonus plan and vice versa.

The EVA is calculated using the following formula (Thampy & Baheth,
2000).

EVA = NOPAT — WACC * C,,

Where:

EVA - Economic Value added,

NOPAT - Net Operating Profit After Taxes,

WACC - Weighted Average Cost of Capital,

Ce - Capital Employed (Corporate Finance Institute).

The level of risks taken by the bank is taken into account when calculating
both NOPAT and WACC (Mironov, 2018).

When EVA>0 it is an incentive for further investment by owners in the
enterprise. When EVA<O it leads to a decrease in the market value of the
company and the loss of capital invested by the owners due to the lack of
alternative profitability. If EVA is zero, then the market value of the enterprise



and the market value of net assets coincide, which means that the market profit
of the owner is 0 (Arsenal CJSC):

NOPAT (Kislingerova, 2000) and WACC (Ernst&Young) are calculated as
follows:

NOPAT = Operating profit (OP) — taxes

WACC = Re§+ R;(1— t)§ ,
Where:
Re - expected return on capital,
Rd - expected cost of borrowed capital,
E/V - share of equity in total capital,
D/V - share of borrowed capital in the total capital,
t-profit tax rate.

Re is the ratio of dividends paid to authorized capital for each year, and Rd
is the average effective interest rates for each obligation (Ardshinbank CJSC).
Bonus is calculated as follows (Trofimova & Soloviev, 2008):

B =TB + y% * (AEVA — EI),
Where:
B - bonus,
TB - target bonus,
AEVA - a change in the added economic value,
EI - expected change in EVA

y - the sensitivity coefficient, which is a fixed fraction of the deviation of
the actual EVA level from the EVA level expected by investors, aimed at
stimulating managers. B can also take a negative value. B and TB are rewards
intended for managers, with the target bonus being the minimum bonus set to
achieve the EVA expected by the organization's investors.

To find out what additional economic value Ardshinbank
CJSC created in 2017-2022 and how the bank's passive operations affected it,
we have evaluated its EVA (Table 1, Chart 1).

From 2017-2020, Ardshinbank CJSC increased its additional economic
value from year to year and recorded an unprecedented growth in 2022, which
was due to the provision of excess profits by the bank during this period. Since
the EVA indicator turned out to be positive, and for all the years under
consideration, it can be argued that the market value of the bank also grew from
year to year. It can be seen from Table 1 based on the (WACC*Ce) data, the
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expression (WACC *Ce) is less than NOPAT, which means that the bank is
able to raise funds cheaper and at the same time provides high profitability.

Table 1
Ardshinbank CJSC EVA for 2017-2022 (thous. AMD, %) (Ardshinbank CJSC)

25,552,852 27,386,038 36,642,957 41,783,642 41,652,990 125,978,148
2,347,031 1,681,510 2,387,192 1,515,519 1,959,048 3,387,168
66,454,868 65,419,356 77,543,111 89,818,361 100,069,123 145,563,346
23,205,821 25,704,528 34,255,765 40,268,123 39,693,942 122,590,980
6,99% 3,73% 3,95% 3,47% 3,69% 10,29%
18,560,682 23,262,891 31,195,489 37,153,117 36,001,288 107,615,793

Ce

[ 66,454,868 65419356 77,543,111 89,818,361 100,069,123 145,563,346
[ 501,664,041 607,569,397 643,594,879 831,021,020 910,341,679  1,412,222,602
568,118,909 672,988,753 721,137,990 920,839,381 1,010,410,802 1,557,785,948
11,70% 9,72% 10,75% 9,75% 9,90% 9,34%

88,30% 90,28% 89,25% 90,25% 90,10% 90,66%
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Chart 1. Dynamics of Ardshinbank CJSC EVA for 2017-2022 (thous. AMD, %)

It should be noted that on a macroeconomic scale, capital return is the
factor that has the greatest impact on the economy and GDP growth. Any
economy is characterized by a certain "reserve" of capital, which leads to the
formation of a new GDP. The higher the productivity of the capital, the more
GDP is created. Thus, achieving the maximum possible positive value of EVA
is a positive factor not only for shareholders from the point of view of managing
the value of the company, but also for the entire economy. In practice, the latter
characterizes the possibilities of a more efficient redistribution of capital from
one sphere to another, which allows industries to develop and receive additional
income.



To use the predicted EVA values in the analysis, we have created an
Exponential EVA trend line in Excel. In the equation, x is replaced by the time
period for the expected EVA values for 2017-2023. The impact of changes in
the expected value of Liabilities and the Expected return on equity on the EVA
indicator are also examined, as a result of which possible scenarios for changes
in the EVA indicator for 2023 are presented.

Expected cost of liabilities

14.00% y = 0.0049x - 0.0292x + 0.088

12.00% R2=0.7566 4
10.00% .
8.00% &
6.00% 22 AT

4.00%
2.00%

0.00%
2017 2018 2019 2020 2021 2022

Forecast of Expected cost of liabilities of Ardshinbank CJSC for 2023 (%)

To calculate the Expected cost of liabilities for 2023, a forecast in Excel
was performed using the Trend line tool, which allows to calculate the expected
value of the future period based on the data presented in Chart 2 so a
Polynomial trend line is constructed. The accuracy of the forecast depends on
the coefficient of determination or R? (the more the coefficient tends to 1, the
greater the accuracy of the forecast) and the correctly selected indicator (based
on the number of points of extreme) (ExceTABLE Corporation).

The data presented in Chart 2 most closely correspond to two indicators of
the polynomial trend line. In this case, R>=0.7566, which is a pretty good
indicator. The calculation has been also done when the order is 5 (this is also the
number of extreme points). In this case, R* = 1, but the predicted value is higher
than 20%, which is not true in the conditions of the current refinancing rate.

The trend line equation shown in Chart 2 is the following:

y = 0.0049x? — 0.0292x + 0.088

Where:

y is the Expected cost of liabilities calculated by the Polynomial trend line

equation,

X is a time period.

Table 2 shows the Expected cost of liabilities calculated by the equation of
the Polynomial trend line for 2017-2023, which are compared with the actual
values.

11
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Table 2
The values of the Expected cost of liabilities calculated by the equation of Polynomial
trend line for 2017-2023, %

Sequence number for

. . 1 2 3 4 5 6 7
time periods

Expected cost of 594% 5.11% 551% 4.67% 4.95%  9.69%
liabilities actual values

Expected cost of

liabilities actual values 6.37% 4.92% 4.45% 4.96% 6.45% 8.92% 12.37%
predicted values

Variation Coefficient

(Sadovnikova et al., 349% 1.89% 10.64% 3.01% 13.16% 4.14%

2008)

From the data in Table 2, it can be seen that the coefficient of variation is
less than 33%, while it does not exceed 13.16%, which indicates the accuracy of
the predicted values (12.37%) which is also quite accurate.

Liabilities
2,000,000,000
1,800,000,000 y= 4E+07x2=1E+08x+6E+08 .
1,600,000,000 R2=0.9523 _.°'

1,400,000,000 1. 412,222,602
1,200,000,000

1,000,000,000

800,000,000 831,021,020
600,000,000 Tt 643,594,879
607,569,397
400,000,000 501,664,041
200,000,000
0

2017 2018 2019 2020 2021 2022
Chart 3. Forecast of the volume of liabilities of Ardshinbank CJSC (thous. AMD)

The forecast for 2023, shown in Chart 3, is done using the Polynomial
trend line, taking the indicator of 2, as a result of which R*> = 95.23%, and the
forecast equation is the following:

y=4x107xx2—1%10%*x +6x108
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Table 3
The values of liabilities calculated by Polynomial trend line equation for 2017-2023,
thous. AMD

Sequence number

. . 1 2 3 4 5 6 7
for time periods
— o~ =) o =) g
<t [ N I ~ INCY
Liabilities’ actual S 2 % S © ~
iabilities’ actua % 2 55 § E a
values i ) - = o ol
(=] (=3 <t o — <
) o o [e] N —_
(=] (=] (=]
S S S g S g S
RN . = < < < S S =
Liabilities’ predicted S = = = S S S
(=3 (=3 (=3 1= S S (=]
values = = = = S S =
(=] = = (=] (=) < \O
x <) <) < — < 3]
v v O 0 " - _

Variation Coefficient 3.68% 4.07% 1.26% 0.54% 9.43% 0.97%

Chart 3 shows that R?= 98.17%, which means that the predicted value is
not characterized by the available data by only 1.83%, which is a pretty good
indicator. The data in Table 3 show that the predicted values are quite accurate,
since the coefficient of variation does not exceed 9.43%. Therefore, it can be
assumed that with a probability of 98.17% in 2023, the amount of Liabilities
will amount to 1,860,000,000 thous. AMD.

Equity capital
250,000,000
y =961972x3 - 6E+06x2 + 2E+07x + SE+07
200,000,000 R>=0.9792
150,000,000 “145,563,346
100,000,000 100,069,123
) s 1 20818361
65,419,356 7"
30,000,000 66,454,868 ’
0

2017 2018 2019 2020 2021 2022

Chart 4. Forecast of Ardshinbank CJSC Equity capital (thous. AMD)

The forecast for 2023 presented in Chart 4 is again performed using the
Polynomial trend line, taking order of 3, as a result of which R? = 97.92%, and
the forecast equation is the following:

y=961972x3 — 6% 10° xx2 + 2% 107 * x + 5 * 107
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Table 4
Ardshinbank CJSC Capital values calculated using the equation of the Polynomial
trend line for 2017-2023, thous. AMD

Time periods 2017 2018 2019 2020 2021 2022 2023
Sequence number for

. . 1 2 3 4 5 6 7
time periods
— - 1) ©
8 s = e s 3
OOh (")“ — (")h o\‘\ m’\
Capital actual values s 2 g = ° 2
< <. ), o0, ) peS
8 S = & = =
I © < © =4 - 2
apital predicted val o S 2 8 3 % P
Capital predicted values & % a T% g & s}
3 < % & a © Q
Variation Coefficient 1.12% 6.33% 2.86% 3.20% 10.08% 5.57%

Chart 4 shows that R? = 97.92%, which means that the predicted value is
not characterized by the available data by only 2.08%, which is pretty good. The
data in Table 4 show that the predicted values are quite accurate, since the
coefficient of variation does not exceed 10.08%. Therefore, it can be assumed
that with a probability of 97.92% in 2023, the equity capital will amount to
225,956,396 thous. AMD.

Expected return on capital
0.8

0.7 y =0.0043x> + 0.0057x2 - 0.2053x + 0.4149 K
R?=10.9006 O
0.6
0.5
0.4
0.3

238G
02 0.2389

0.1

"~... 0.0011 0.0016 )

.
P

0.004

e — 0.0032
01 2017 2018 2019 """ ** 3020 2021 2022

Chart 5. Forecast of Ardshinbank CJSC Expected return on equity (%)

Similarly, the Expected return on equity for 2023 is calculated, while R? =
90.06%, taking the order of 3. The low indicator is explained by the fact that the
decision to pay dividends is due not only to the values fixed in previous periods,
but also to a number of unforeseen circumstances, for example, the addition of
Buffer 1 and Buffer 2 by the bank under Bazel 3, which may contribute to
strengthening the financial stability of the bank. As a result, the Expected return
on equity in 2023 will be 73.20%:



G. Harutyunyan, I. Badalyan

Based on the predicted indicators EVA possible scenarios have been
presented for 2023. In particular, we have considered those cases when the
volume of equity and the expected return on equity simultaneously increased in
case of best scenario (respectively 225,956,396 thous. AMD and 73.20%) and
decreased respectively by 10% in case of worst scenario (131,046,621 thous.
AMD and 29.73%), and the volume of liabilities and the expected value of
liabilities simultaneously increased (1,860,000,000 thous. AMD and 12.37%)
and decreased by 10% (respectively 1,271,000,342 thous. AMD and 8.72%)
compared to the previous period (Table 5).

As we can see, all other things being equal, the higher the expected value
of Liabilities and the Expected return on capital, WACC and, consequently, the
lower the EVA. When considering these scenarios, we have also taken into
account the change in total Equity and Liabilities. Based on these data, we have
calculated EVA for those cases when the Expected return on equity and the
Expected value of Liabilities will increase or decrease simultaneously. In case
of an increase, EVA will be equal to 84.237.457 thous. AMD, in case of a
decrease - 110.458.595 thous. AMD. Obviously, the simultaneous increase or
decrease of the WACC components will have a greater impact on the value of
the overall coefficient.

One of the main strategic goals of management is to increase the value of
the business. For this reason, the effective management of the EVA relies on
ensuring a stable non-negative value of this indicator. When calculating
Ardshinbank CJSC EVA, we have noticed the positive dynamics of the latter,
which means that the management of the bank's activities is qualitative and
ensures the efficiency of capital in use (Capital OJSC). Consequently, with the
growth of EVA, the investment attractiveness of the organization increases, and
vice versa, if there is a tendency of EVA decrease we can conclude about a
decrease in the value of the company and a decrease in the interest of external
investors in it. Therefore, it is desirable to present ways to increase the EVA
indicator (Gerasimov, 2001).

Increase in profit when using the previous amounts of capital _I
Reducing the amount of capital used while maintaining profits at the same level _I
Reduction of capital costs _I

Chart 6. Ways to increase the cost of EVA

15
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\%
E/V
D/V
Re
Rd

Ce
NOPAT
WACC
EVA

145,563,346
1,412,222,602
1,557,785,948

9.34%
90.66%
33,03%
9.69%
18%
145,563,346
122,590,980
10.29%
107,615,793

Possible scenarios of Ardshinbank CJSC EVA (thous. AMD, %)

2023 2023 2023 2023 2023

145,563,346
1,860,000,000
2,005,563,346

7.26%
92.74%
33,03%
12.37%
18%
145,563,346
122,590,980
11.80%
105,407,948

145,563,346
1,271,000,342
1,416,563,688

10.28%
89.72%
33,03%
8.72%
18%
145,563,346
122,590,980
9.81%
108,311,598

225,956,396
1,412,222,602
1,638,178,998
13.79%
86.21%
73.20%
9.69%
18%
225,956,396
122,590,980
16.94%
84,303,808

131,046,621
1,412,222,602
1,543,269,223

8.49%
91.51%
29.73%

9.69%

18%
131,046,621
122,590,980
9.79%
109,756,828

225,956,396
1,860,000,000
2,085,956,396

10.83%
89.17%
73.20%
12.37%
18%
225,956,396
122,590,980
16.97%
84,237,457

Table 5

2023
E, Re, D, Rd

131,046,621
1,271,000,342
1,402,046,963

9.35%
90.65%
29.73%

8.72%

18%
131,046,621
122,590,980
9.26%
110,458,595
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The increase in profit when using the previous amounts of capital can be
carried out through the development of new products, as well as new market
segments. In order to achieve a reduction in the amount of capital used while
maintaining profits at the same level, the liquidation of unprofitable or
insufficiently profitable areas of activity is carried out, and the reduction of
capital raising costs occurs due to changes in the capital structure.

That is, in fact, the added economic value can be increased by increasing
profitability, which can be achieved by investing capital in programs with
growing profitability. Various incentive and reward systems are also built on the
basis of the EVA indicator. In order to avoid accidental fluctuations and smooth
out bonus payments, a so-called bonus bank has been created. According to this
system, the bonus is paid not when the goal is achieved, but in a certain period
of time. At the same time, in order to receive an already earned bonus, it is
necessary to constantly reach the target value of EVA. We have applied this
method for Ardshinbank CJSC for 2022. The target bonus is set by this
organization itself. Usually it is set to 1% of the expected EVA.To predict the
expected EVA indicator for 2017-2023 in the Excel, an Exponential trend line
has been plotted (Chart 1, Table 6)

Table 6

EVA calculated using an Exponential trend line in 2017-2023, thous. AMD

Time periods | 2017 2018 2019 2020 2021 2022 2023
2 3 4 5 6 7

Sequence

number for 1
time periods
EVA actual
values

EVA
predicted 13,399,126 17,953,659 24,056,335 32,233,387 43,189,923 57,870,725 77,541,716
values

Variation

Coefficient

18,560,672 23,262,891 31,195,489 37,158,117 36,001,228 107,615,793

16.15% 12.88% 12.92% 7.10% 9.08% 30.06%

Based on Table 7, the bonus for managers for 2022 is calculated (Table 7).

Table 7
Calculation of Ardshinbank CJSC bonus for 2022 (thous. AMD, %)

Indicators 2021 2022

Actual EVA 36,001,288 107,615,793

[ ActwalEVA |

- 57,870,725
- 21,869,437
- 71,614,505
- 578,707
- 60,75%
B | - 30,798,836

17
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To find the sensitivity coefficient, we subtract the actual EVA of the
previous year from the predicted EVA and divide by the last one (Popov, 2003).

_ (57,870,725 — 36,001,288)

0f — 0
36,001,288 *100% = 60.75%

y

Therefore, the higher the sensitivity coefficient, that is, the higher the
expected return of EVA, the higher the bonus value will be. Since managers
have exceeded the plan, they have earned more bonuses and can receive them,
constantly providing the target value. In other words, managers are entitled to
receive a targeted bonus if they can meet investors' expectations regarding
performance.

To show the relationship between the EVA and the Bonus Plan, a
regression model is built based on the 2018-2022 indicators (Table 8).

Table 8
Regression model

Regression Statistics

Multiple R 0.986113
R Square 0.972418
Adjusted R Square 0.963224
Standard Error 6577331
Observations 5

It can be seen from Table 9 that R? fixes a fairly good value, from which
we can conclude that the observed indicator is included in the model by 97.2%:
The variance analysis of the model is presented in Table 9 and Table 10.

Table 9
Variance
(o s | ws | r | s
1 4.58E+15 4.58E+15 105.7677 0.001960439
3 1.3E+14 433E+13
4 4.71E+15
Table 10

Variable interdependence
: Standard Lower Upper | Lower | Upper
31782719 3294664 9.646725 0.002365 21297627.69 42267811 21297628 42267811
D
2458706 0239073 1028434 0.00196 1.697869803 3219542 1.69787 3.219542

The regression model equation is:

Y=31782719+2.46X,
Where:
Y is EVA value,
X is Bonus value.
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Therefore, if the bonus is increased by 1, the EVA will increase by 2.46.
Similarly the dependence of Bonus on EVA is estimated (Table 11,
Table 12).
Table 11
Regression model

Regression Statistics

Multiple R 0.98611271

R Square 0.972418277
Adjusted R Square 0.963224369
Standard Error 2637968.779
Observations 5

As it can be seen from Table 12, R?> = 97.2%, which indicates the quality
of the model.

Table 12
Variance
Regression 1 7.36025E+14 7.36E+14 105.7677 0.001960439
REJGLUET 3 2.08766E+13 6.96E+12
Total 4 7.56901E+14
Table 13

Variable interdependence

: Standard ’ Lower | Upper | Lower | Upper
“
(] 4

= ©

© 3 o 2 o =
o 3 el Ve) — ~ o o
%) % o = %) = « =~
Intercept 2 2 e = Q & I b
; N I

o 2 "9 e 2 4 & 2
T — — ] [Y)
N ' 0

= & 2 % S
= ) pey o — 178 X %
= © @ X < o0 = 1%}
2y hal 0 — — 0 o [
ve) <~ N (=3 — o~ 2 %)
N g2 : S o — N ~
132) @ = = o~ Ve ] —
8 = = o S = o)
= S o S

The regression model equation is:
=-12398846+0.40X

It can be seen from the equation that with an increase in the EVA by 1, the
bonus will increase by 0.4.

Thus, constructing a regression model based on the Bonus Plan and EVA,
it can be noted that due to the coefficient of R? there is a strong relationship
between the considered indicators.
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If the EVA obtained during the period under review exceeds the expected

one, the well-being of the company's shareholders increases due to an increase
in the market value of the shares and/or an increase in the dividends paid.
The part of the additional income of shareholders in a predetermined proportion
is used for higher remuneration of managers, so this approach should ensure a
close link between the remuneration of managers and changes in the welfare of
shareholders (Lukasevich, 2004).

One of the main issues that must be solved to ensure
economic growth is the assessment of possible ways and mechanisms for the
formation of financial resources of the banking system. Ensuring a favorable
investment environment in the country largely depends on the growth of the
resource potential of banks, since its strengthening is one of the prerequisites for
the activation of investment activities and economic recovery after the crisis.
For the successful functioning of a commercial bank, it is important to manage
not only the resources in the bank, but also to assess the possibilities of
attracting the necessary financial resources.

Most banks still use traditional accounting indicators, which, as it is
known, are not so effective. EVA is an alternative method of traditional
performance measurement. This is the most profitable tool for determining the
performance of bank managers. In the current competitive environment, banks
should increase shareholders' profits and inspire them to invest more in banks.
To do this, bankers must measure their performance from the point of view of
the shareholder (Priyanka & Sudha, 2020). And it is for this purpose that it is
necessary to apply the criterion of Economic Value Added.

Proponents of EVA claim that its use provides the maximum annual
indicator created by the company. In addition, since EVA measures efficiency
in terms of "value", it should be the basis of any financial management system
used to develop and define corporate and business strategy, as well as to make
decisions about potential investments, evaluate corporate achievements or
efficiency.

Thus, having calculated various indicators and studied their features, we
have come to the conclusion that it is very important for the bank to constantly
increase the EVA indicator, since thanks to it, both external and internal
investors trust the bank. In addition, a positive EVA further increases the
investment attractiveness of the bank. The system of incentive bonuses for
managers, built on the basis of EVA, is highlighted. The use of such a
remuneration system as an incentive for effective management of the company
can improve the quality of decisions made by managers and provide significant
results in increasing the value of shares.
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