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CORPORATE PERFORMANCE

AMERICA’S BEST
WEALTH CREATORS

These companies aren’t always the biggest or even most profitable. But an innovative performanc

measure shows who’s tops—and who flops—where it really counts.

WHAT'S the best measure of

' corporate success? Which
number most tellingly reveals

' how well or how badly a com-

pany has been run? The usual
candidates—sales, profits, return on stock-
holders’ equity, market value—convey im-
portant information but carry flaws that
sometimes portray doggy performers as

stars and vice versa. Now a measure de- -

visgd by the New York City consulting firm
Stern Stewart looks like the best way yet to
express corporate success ar failure in a
single figure.

The measure is called market value added
(MVA), and it shows how well managers
have performed their most important func-
tion: increasing the value of the capital that
investors have entrusted to them. The con-
cept is straightforward. First add up all the
capital that has been put into a company—
invested by shareholders, lent by bondhold-
ers and banks, and retained from earnings.
Then see how the market evaluates the com-
pany today by checking the value of its out-
standing stock and adding in its debt. If the
company’s market value is greater than all
the capital invested in it, then it has a posi-
tive MVA. That means the managers have
done their job—they've created wealth. But
in some cases the market value of a company
is actually less than the capital put into it.
These companies have a negative MVA.
That means their managers
have destroyed wealth.

" The methodology is win-
ning wide acceptance. Doz-
ens of companies—AT&T,
Coca-Cola, Quaker Oats,
Scott Paper, Transamerica,
and many others—pay close
attention to their MVAs. So
do major investors. Dale
Hanson, CEO of the Califor-
nia Public Employees Re-
tirement System (assets: $79

64 FORTUNE

“Creating
value is the right
objective, not
growing sales or
the number of
employees or

even earnings.
That's not what
creates value in
a stock.”

billion), says, “At IBM, for instance, the
problems were evidenced in the Stern Stew-
art approach much earlier.” Michael Jensen,
a professor at Harvard business school, says,
“Creating value is the right objective, not
growing sales or the number of employees
or even increasing earnings. That’s not what
creates value in a stock.”

So which companies are best at creating
wealth? Stern Stewart looks at the 1,000
nonfinancial companies with the largest to-
tal market capitalization and calculates
their MVAs. The list presented here shows
the 200 largest of those companies, with
their rankings in the group of 1,000. The re-
sults are enlightening. Wal-Mart Stores is
the champion, having created $64.1 billion
of wealth for investors. IBM sits at the list’s
bottom with an MVA of negative $23.7 bil-
lion. That is, IBM’s market value is $23.7
billion less than the capital that was put into
the company—a breathtaking display of
wealth destruction.

Because MVA varies with market value,
it of course rides with the tides of the stock
market. At times a stock might be sailing
unjustifiably high as the subject of Wall
Street adoration. Stocks can likewise tumble
dramatically when Wall Street feels despair.
MVA can also be distorted by inflation;
some of General Electric’s capital went into
the company over a century ago, for in-
stance, while Microsoft’s is no older than 15
years. In practice this distor-
tion isn’t as great as it might
seem, since the low cost of
old assets is offset by the
high cost of maintaining and
running them.

Nonetheless, it is the
trends and relationships in
MVA, rather than the bare
numbers, that are most tell-
ing. For example:

W America’s most success-
ful carmaker by a mile is

B by Laura Walbe

Chrysler (No. 405), with an MVA of $5°
million. Ford (No. 998) and GM (No. 99

remain impressive wealth destroyers wi

deeply negative MVAs.

B You don’t need a lot of capital to produ:
a substantial MVA, Exxon and Microsc
rank No. 11 and No. 12, with similar MVA
Yet Exxon created its $22.2 billion of M\

with $78.6 billion of invested capital, whi
Microsoft created its $21 billion of M\

with just $2.4 billion of capital.

B The only retailer remotely near Wal-Mu
in MVA is not one of its general-mercha:
dise rivals, Kmart or Sears, but Home D:
pot at No. 14.

B The real star of the computer hardwa:
industry is Hewlett-Packard (No. 45). Di
ital Equipment, unsurprisingly, is No. 99"

HE MVA VIEW of the world hig

lights the deficiencies of other pe

formarice measures, emphatical

including plain market value. I
example, GM had a total market capitaliz.
tion at year-end 1992 of $75 billion, mu
higher than Coca-Cola, with $58 billion. ¥
GM reached that market cap by taking
even more capital and then annihilatii
much of it. Coke, by contrast, is a mammo
wealth ¢reator. ‘This list puts them in the
proper places.

MVA is a close relative of economic val:
added (EVA), a concept that growing nui
bers of companies are using to gauge pc¢
formance (see FORTUNE, September 2
EVA, an annual figure, is a company’s 1
after-tax operating profit minus the cost
the capital employed in the businc:
Sounds simple enough—yet many co
panies don’t even know their true cost
capital. Without that knowledge, they cu
not know whether they are really creati
value and thus increasing their MVAs. S«
Richard Spitzer of the consulting firm Bo:
Allen Hamilton: I feel very strongly abo
the use and applicability of EVA. If yo



WHAT IS

MARKET
VALUE
ADDED?

B Stern Stewart

computes a com-
pany's MVA by com-
bining its debt and
the market value of
its stock, then sub-
tracting the capital
that has been invest-
ed in the company.
The result, if posi-
tive, shows how
much wealth the
company has
created; if negative,
how much the com-
pany has destroyed.,

“Tha F00 campanias on this list are the lorgest in the Stern
BN, ranks given Rere show sach company's standing in

MARKET MARKET ECONOMIC
VALUE ADDED VALUE VALUE RETLRN COET
RANK®' ADDED ADDED CARTAL O F
1993 1982 % millions & millions  § millicns CAFITAL CAFTTAL
1 WAL-MART STORES $64,061 $957 16,938 18.5% 11.0%
2 COCA-COLA $51,179 $1,203 6,871 29.7% 10.5%
3 PHILIP MORRIS $49,423 $3,261 38,946 16.6% 10.0%
4 GENERAL ELECTRIC $42,480 ($304) 44 487 12:5% 13.7%
5 MERCK $41,952 $1,606 8,944 35.1% 12.2%
[ BRISTOL-MYERS SOUIBE $26,175 $980 195 RS 2%
7 AT&T $25,453 891 G oo
8 JOHNSON & JOHNSON $25,161 SR s
E PROCTER & GAMBLE $23,939 [ s
0 PEPSICO $23,939 3%, 7
11 EXXON $22,162
12 MICROSOFT $21,011
13 ABBOTT LABORATORIES $20,341
14 HOME DEPOT $20,013
15 WALT DISNEY ' $17,458
16 WMX TECHNOLOGIES $17,104
17 PFIZER $16,400
18 AMERICAN HOME PRODUCTS $16,302
19 MINNESOTA MINING & MANUFACTURING | $13,377
KELLOGG S0 $13.305
GTE $13,024
MCDONALD'S 411,491
INTEL $11,274
SARA LEE $10,641
GILLETTE $10,598
ELI LILLY $10,417
SCHERING-PLOUGH $9,918
ANHEUSER-BUSCH £9,829
GENERAL MILLS $9,103 ]
TOYS *R" US t8668 . . %100 ! 5%
E.l. DU PONT DE NEMOURS $8,637 ($4,022) 37,282 0.2% 1.7%
H.. HEINZ $8,396 $110 4,827 12.5% 10.2%
AMGEN $8,370 $339
986  SOUTHWESTERN BELL $8,210 ($561)
50 EMERSON ELECTRIC $8,111
12  DUN & BRADSTREET 47,902
700  BELL ATLANTIC $7,679
103 CAMPBELL SOUP $7,603
90  SCHLUMBERGER $7,572
237 NOVELL $7,439
&4 LIMITED %7,218 y
455  AMERITECH $7,107 ($361) 20,116 8.0%
#70  BELLSOUTH $6,809 ($832) 28,389 7.2%
59  TELE-COMMUNICATIONS $6,456 ($379) 13,473 5.8%
12 HEWLETT-PACKARD $6,257 {$501) 13,174 10.9%
_ 47  MOTOROLA $6,217 $191)  omzdl . anEw
214  ATLANTIC RICHFIELD $6,195 Cis302) 22985 7%
139 UST s6,137 | sme T l@E simk
40  AUTOMATIC DATA PROCESSING $5,902 s1e2 | 2z ZdBw
51  WIMBERLY-CLARK $5,885 %97 R e S

Siowenrt Perfarmance 1,000, an analysis of the 1,000 LS, companies with the bigges! tedal rorket copitalization,
the 1,000-eampany group, MV are os of 12/31/92, EVAs and rotes ore for 1972




