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Abstract 

 Market Value Added is a measure which is conceptually linked with free cash flow 

model of valuation, but in the certain way it also reflects the results of the decisions 

taken by managers in previous time. The market value of a business at a point in 

time is an approximation of fair value of the business’s entire debt and equity 

capitalization. Theoretically, market value at a point in time is equal to the total 

capital employed plus or minus the net present value of all future Economic Value 

Added. So, market value is maximized by maximizing the present value of future 

Economic Value Added. Consequently, a projection of annual Economic Value Added 

can be prepared into the future and discount these projections to the present 

value, at the cost of capital, people get an estimation of market value that 

management has added to or subtracted from the total capital employed in the 

business. The higher MVA is always considered better. A high Market Value Added 

specifies the company has created considerable wealth for the shareholders and 

vice versa. The present study is about the evaluation of MVA in selected IT 

companies in India. It also explores the concept of MVA as performance appraisal 

tool. 

Keywords: Market Value Added, Book Value, Investors, Capital Employed, EVA 
Introduction 

ook value of equity refers to all equity equivalent items like reserves, 

retained earnings and provisions. In other words, it can be said, all the 

items that are not debt (interest bearing or non-interest bearing) are 

classified as equity. Market value added (MVA) is identical in meaning with the 

market–to–book ratio. The difference is only that MVA is an absolute measure 

and market–to–book ratio is a relative measure. If MVA is positive, that means 

that market–to–book ratio is less than one. According to Stewart, it explains that 

how much value the company has added to, or subtracted from, its shareholders 
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investment. Successful companies add their MVA and thus increase the value of 

capital invested in the company. Unsuccessful companies decrease the value of 

the capital originally invested in the company. Whether a company succeeds in 

creating MVA or not, depends on its rate of return. If a company’s rate of return 

exceeds its cost of capital, the company will sell on the stock market with 

premium compared to the original capital. On the other hand, companies that 

have rate of return smaller than their cost of capital sell with discount compared 

to the original capital invested in company. Whether a company has positive or 

negative MVA depends on the rate of return compared to the cost of capital. 

MVA = Market Value of equity – Invested Capital 

MVA is the difference between market value, which includes the market value of 

equity and debt, and capital invested by investors. Market value reflects how the 

market evaluates the successfulness of managers in managing the investor’s 

money and also its trust in future growth and development of the company. The 

major limitation of this metric is to recognize who is the real value creator, what 

is the result of the work of the company and its managers and what is the result 

of the factors influencing the market. Later on, MVA does not consider if the 

company pays the dividends to its shareholders or not. 

MVA measure differentiates between` the total market value, including debt and 

equity, and the total capital invested: MVA is the difference. The problem is that 

MVA is strongly affected by stock price, which is notoriously independent of 

senior executives. This makes MVA less useful for encouraging the creation of 

value, since it has limited operational use.  

The measure should differentiate between financial inputs—what enters a 

company over time—and outputs—the value created. It is a tool to measure 

shareholder’s value at a particular moment this was introduced by Stewart 

in1991. MVA is the additional market capitalization over and above the book 

value of equity (Gupta & Kundu 2008). From an investor’s point of view, MVA is 

the best final measure of a Company’s performance. Stewart (1991) states that 

MVA is a cumulative measure of corporate performance and that it represents 

the stock market’s assessment from a particular time onwards of the net present 

value of all a Company’s past and projected capital projects. MVA is calculated at 

a given moment, but in order to assess performance over time, the difference or 
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change in MVA from one date to the next can be determined to see whether 

value has been created or destroyed. 

 By making new investments in projects with a positive return spread 

(positive EVA); 

 Expanding current projects earning a positive EVA; and  

 By scaling down or eliminating projects that have a negative EVA.   

MVA measure is based on the assumption that the total market value of a firm is 

the sum of the market value of its equity and the market value of its debt. Stewart 

(1991) defines Market Value Added (MVA) as the excess of market value of 

capital (both debt and equity) over the book value of capital. In another words 

Market Value Added (MVA) is the difference between the current market value of 

a firm (V) and the capital contributed by its investors (K):  

Market Value Added (MVA) = V – K 

If the Market Value Added (MVA) is positive, the Company has created wealth for 

its shareholders. If it is negative, then the firm has destroyed value. The capital is 

the amount that is put in the Company by the shareholders. According to Stern 

and Shiely (2001), in order to calculate the market value of a firm, we have to 

value the equity part at its market price on the date the calculation is made. The 

total investment in the Company since day one is then calculated as the interest-

bearing debt and equity, which includes retained earnings. Present market value 

is then compared with total investment. If the former amount is greater than the 

latter, the Company has created wealth. 

Stewart (1991) states that Market Value Added (MVA) is an cumulative measure 

of corporate performance and that it represents the stock markets assessments 

from a particular time onwards of the net present value of all of a Company’s 

past and projected capital projects. The disadvantage of the method is that like 

EVA there can be a number of value based adjustments made in order to arrive at 

the economic book value and that it is affected by the volatility from the market 

values, since it tends to move in tandem with the market.  

Calculation of MVA is the difference between the total market value of the 

Company and the economic capital (Firer, 1995; Reilly & Brown, 2003). A 

Company’s total market value is equal to the sum ofthe market value of its equity 
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and the market value of its debt. In theory, this amount is what can be ‘taken out’ 

of the Company (i.e. when all shares are sold and debt is repaid) at any given 

time.  

Market Value Added = Market value of Company – Invested Capital  

MVA =MV - IC 

From an investor’s point of view, MVA is the best final measure of a Company’s 

performance. Stewart (1991) states that MVA is a cumulative measure of 

corporate performance and that it represents the stock market’s assessment 

from a particular time onwards of the net present value of all a Company’s past 

and projected capital projects. MVA is calculated at a given moment, but in order 

to assess performance over time, the difference or change in MVA from one date 

to the next can be determined to see whether value has been created or 

destroyed. Company creates value when MVA > 0 that is when the market value 

of capital exceeds the capital invested. A negative value for MVA proves that the 

provisions concerning the ability of management to use efficiently the capital 

are unfavorable. The link between EVA and MVA is that MVA is the present value 

of all the future EVAs a Company is expected to generate, discounted at the 

WACC.  

Market Value Added (MVA) = PV (EVA) 

Theoretically, MVA is equal to present value of all future EVAs. On the 

assumption that there will be no future growth in the current EVA, or that the 

expected future growth in EVA will be at a constant rate, the theoretical MVA can 

be calculated as perpetuity. The result reveals that MVA is a multiple of the 

current EVA. If no future growth in EVA is expected, the theoretical MVA can be 

calculated as follows:  

MVA = PV (future EVA)  

Market Value Added (MVA) = current EVA / WACC 

Where,  

PV= Present Value  

EVA= Economic Value Added  
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WACC= Weighted Average Cost of Capital  

Market value added can also be defined in relation to Economic Value Added 

(EVATM). EVA measures whether the operating profit is enough compared to 

the total cost of capital employed. Stewart defines EVA as the surplus of Net 

Operating Profit after Taxes (NOPAT) after adjusting for capital cost, where  

NOPAT = Profit after depreciation and taxes but before interest costs and 

Capital Cost = Weighted average cost of capital X capital employed 

Or 

EVA = (ROI – WACC) x Capital employed.  

He further explains the connection between EVA and MVA as: 

Market Value Added = Present Value of All future EVA 

By increasing EVA, a company increases its market value added or in other words 

increases the difference between Company’s value and the amount of capital 

invested in it. The relationship of MVA with EVA has its implication on valuation. 

By rearranging the formula, market value of equity can be defined as: 

Market value of equity = Book value of equity + Present value of all future 

EVA 

MVA is essentially the difference between the company’s current market value, 

as determined by its stock price, and its economic book value. For example, in the 

case of General Electric, which was the top U.S. performer at the end of 1994, the 

total market value of GE’s debt and equity at that time was $101 billion. And 

since the adjusted book value of that capital was only $46 billion, GE’s MVA 

amounted to $55 billion.MVA is a far more revealing figure than a simple rise in 

market capitalisation, because the latter fails to consider the money investors 

put up.  

Review of Literature 

Gianpaolo et al, (2014) states a comparison between Value Added Intellectual 

Coefficient (VAIC) and one of the most important performance MVAluation 

methods, the Economic Value Added (MVA), starting from a reinterpretation of 

the VAIC. The empirical data were gathered from AMADEUS Bureau van Dijk 
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and consist of 2,596 companies operating in Northern Italy, from six different 

economic sectors, observed for the year 2011. A correlation analysis was 

carried out in order to highlight whether there is a relationship between the 

two concepts of VAIC and MVA. Results show that MVA and VAIC have no 

significant relationships; as a matter of fact, MVA is based on financial theory, 

whereas VAIC is focalized on the assessment of Intellectual Capital Efficiency 

(ICE). 

The impact of other practices on MVA were found Alam, Perways and 

Nizamuddin, Shaikh Mohammed, (2012) suggested that corporate house plans 

to move from traditional to value based performance measures, MVA would 

yield good result and the study may become helpful to them to comprehend the 

methodology. The study was more emphasize on to explain theoretical 

foundation of MVA with its origination, definition, ways to make it tailored, 

adjustments required, scope and some other related issues. It also identified 

that MVA largely depends on the quality of accounting information system, as 

traditional information system will not provide sufficient information to 

compute true MVA. Therefore, MVA is required to be tailored in line with 

accounting system, management philosophy and the degree of demand of such 

a system. 

Sirbu Alexei, (2012) identified that MVA is the methods of calculation, shaping 

their benefits and limitations and exemplifying comparing a series of 

measurements of the enterprise value created on the basis of financial data. 

Employees are required to meet or exceed shareholders' expectations by 

improving the company’s Economic Profit or Economic Value Added. 

Fernandez (2011) in his study explained 582 American companies of America 

to find the correlation between EVA and MVA of for the period 1983-97. It was 

found that for 296 firms in the sample the changes in the e NOPAT had a higher 

correlation with changes in MVA than the EVA, on the other hand for 210 

sample firms the correlation was found negative between EVA and MVA. 

Stewart (1991) in his research also found a strong correlation between EVA and 

MVA.  He analysed both levels and changes in EVA and MVA and provided 

evidence of a remarkable relationship between both levels of EVA and MVA and 

between changes in these levels. As the correlation between changes in EVA and 
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MVA was high so he suggested that accepting the goal of maximizing EVA and 

EVA growth would in fact construct a premium into the market value of the 

Company. By the study of various research papers published earlier researcher 

found that MVA is better tool to analyse the performance and worth of capital 

invested.  

Objectives of Study 

Following objectives are determined by researcher for the present study: 

 To study about the MVA as performance tool in detail. 

 To evaluate the market value of selected IT companies. 

Research Methodology 

Research methodology describes how something will be done. It is therefore 

wide in nature and encompasses the research design. It provides the general 

direction of the research and a logical conclusion or solution to a research 

problem. Under the present research work the universe is identified as various 

listed IT companies in all the stock exchanges in India. Since, the universe of the 

study is large and divided into various sectors which cannot be analysed 

together few top companies were selected based on their past performances for 

the purpose to select a healthy and representative sample.  To identify the sample 

company convenience sampling method has been used within the Indian IT 

sector and sample on the basis of availability of data regarding modern measures 

of performance measurement. To reduce the sampling and standard errors the 

various parametric and non-parametric methods have also been used.   

It is always necessary to confine the research work to a certain area so that 

detailed and intensive study can be carried out. Keeping this in view the 

proposed study seeks to cover the following IT companies in India. 

 Tata Consultancy Services 

 Infosys 

 Wipro 

 Tech Mahindra 

 HCL Technologies 

These companies are selected for the study as these are the leading companies 

in IT industry in India. Period of ten years i.e. from F. Y. 2005-06 to 2014-15 is 
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being taken for the purpose of this research study. The present research is about 

the evaluation of market value of selected IT companies of India. For this 

purpose data is collected from financial reports of the selected companies. Study 

is based on secondary data so that various journals and publication are also 

considerably used by researcher. 

Evaluation of Market Value per share 

A subjective estimate of what a willing buyer would pay a willing seller for a 

given asset, assuming both have a reasonable knowledge of the asset's worth. 

Market value is important in both law and accounting. In the former, it is often 

used in assessing damages as the result of a lawsuit. In the latter, determining the 

market value of an asset (e.g. after depreciation) is important to determining the 

amount of tax owed on it. Value investors look for companies with market values 

below their book values, believing these companies to be undervalued. 

Market value is the value of a company according to the stock market. Market 

value is calculated by multiplying a company's shares outstanding by its current 

market price. Market value is most often the number analysts, newspapers and 

investors refer to when they mention the value of the business. 

The market values of the selected companies are shown in figure of respected 

company as under:  
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No. of Shares outstanding 

The numbers of share outstanding in the selected companies are shown in 

figures of respected companies:  
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Calculation and Analysis of MVA 

The MVA of selected companies were presented as under: 
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INFOSYS : Next the MVA is presented for Infosys as under: 

 

Wipro 

Next the MVA is presented for Wipro as under: 
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Tech Mahindra  

Next the MVA is presented for Tech Mahindra as under: 

 

HCL Technologies 

Finally the MVA is presented for HCL Technologies as under: 
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Findings and Conclusion 

The above graph showed that the MVA for all selected companies showed 

different trend from year 2006 to 2015. For TCD, MVA is increasing from study 

period of 2006 to 2015. The increase was significant for the year of 2010. The 

MVA remain nearly constant for the period of 2010 to 2015. For Infosys the 

pattern is shown a fluctuating pattern. The EVA has risen sharply for year 2015. 

From the period of 2006 and 2010, it shows an increasing trend.  

Wipro has also shown a fluctuating pattern for MVA. The values draw a growing 

pattern for year 2008 to 2015. But for year 2011 and 2014 the value drastically 

increased and remains nearly constant for next four years. MVA for Tech 

Mahindra is also progressive for selected period. There is also a sharp increase 

for year 2014. MVA has shown growing values for period of 2006 to 2009. For 

HCL, MVA also showed a progressive trend. For year 2015, MVA has shown from 

2006 to 2010.  
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