MVA RANKINGS

America’s Wealth Creators

Big companies like Microsoft, GE, and Intel are T H E W I N N E R S
making investors richer than ever before. But mggmmvgé -
as FORTUNE's annual MVA rankings show, Microsoft

these giants will have to keep growing like small $328 billion

startups to meet the market’s expectations. Up $184.5 billion

CEO Bill Gates created

phenomenal new wealth
magine that you're standing at the pinnacle of glory. You're in just one year.
the CEO of a megaplayer called General Giant, the top dog

in its industry and still growing fast. You didn’t reach these

JAMES M. KELLY—GLOBE PHOTOS

heights by chance. You excel at hatching technologically ad- HIGHEST EVA
vanced products that sell for premium prices. As soon as ri- Ph|||p Morris
vals catch up, you outflank them with a wave of fresh offer- gﬁ 2 biltion
ings that do the job faster or make it simpler. But your -

greatest achievement is refusing to let your size slow vour re- CEO Geoffrey Bible has

strong EVA, but investors
are still pessimistic.

flexes. To crown your achievement, Wall Street loves your
story and believes that you, the big guy, can outrun nimble start-
ups. Your reward: an Olympian stock price.

The view from this lofty perch looks pretty good, right? Well,
sort of. That huge valuation is a blessing, but as FORTUNE’s an-
nual MVA list (for market value added) shows, it could put a hex
on the tuture. General Giant is really a proxy for the top 20
wealth creators in this year’s rankings, a group that encompasses
tech pioneers Microsoft and Lucent, legendary marketers Coca-

AP/WIDEWORLD

T H E L 0 S E R S

Cola and Johnson & Johnson, and cost-crunchers General Elec- LOWEST MVA &
tric and Wal-Mart. Our 1999 list—which is based on data from
1998—shows that investors, as never before, are putting their big LOWEST EVA
b bet; i)n a}( handf(tlll ’(;fh f:ompafrln'ie}sltv:ith sul— Genera| Motors
perb track records. This new flight to qual- Lpre
y ity could mean that investors are making “gi?g biliion
Sh awn sensible choices; so far it’s been impossi- ~45.5 hillion

ble to go wrong picking most of these

Tu ” stocks. But today’s prices should also
y sound alarms. By swelling the market val-

ues of what we’ll call the Towering Twenty,

investors are raising expectations of their future performance

CEO Jack Smith’s capital-inten-
sive company is at the hottom of
the listin both MVA and EVA.

GREGORY PACE—SYGMA

frosm rnﬁmlz1 daﬁntli\r/;%/ o strafSphelrliC- T ke it i1 BIGGEST DECREASE IN MVA
o what do the numbers show? To kecep it simple, let’s
say that General Giant represents the average company in the schlumberger
Towering Twenty. At the beginning of 1999, General’s MVA— misiﬁﬁ hillion
total market value minus invested capital—was $136 billion. C .
That’s fine, but look at what that value is based on. Last year Gen- .CEO Euan Baird's ”'."S‘?”"C‘
ing company was hit with a

eral handed shareholders only $1.7 billion in EVA—operating
profit minus the cost of capital. (We’'ll get back to MVA and EVA
in a minutc.) Hence thc market sets General’s MVA at 79 times
its EVA earnings. Two years earlier its MVA would have been 47
times EVA. According to Stern Stewart, the firm that coined the

downturn in the industry.
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MVA/EVA names and popularized the
concepts, General must multiply its EVA
more than sixfold, to more than $10.6 bil-
lion, by 2004 to support its current MVA.

The Top Wealth Creators

e . WHO CREATES WHAT MARKET VALUE THE WEALTH THE MEASURE OF
g)ﬁaf;‘;f its stock price, and MVA, could VALUE? ADDEDMEANS ~ PREDICTOR WiSDOM
In pondering the task ahead for General The 290 companies with MVA shows the differ- EVAis after-tax net oper- Does the return on capi-
Giant, consider the fate of the Nifty Fifty. the biggest market caps ence between the capital ating profit minus the tal exceed the cost of
In the early *70s investors created a simi- (out of a paol of 1,900 investors have putintoa cost of capital. A growing capital? If so, then the
lar aura around a group of big-cap growth large-cap companies) company and the money EVAis a good sign that company is using inves-
stocks that included Xerox, Polaroid, are listed by MVA rank. they can take out. a stack will soar. tprs’ money wisely.
Avon, and Interna- ¥
THE TOP 20°s tional Flavors & Fra- . :
GROWING MVA RN crances. “This does  hik MALGE OV ¥
intrillions remind me of the ADDED ADDED Capital Return Cost
Nifty Fifty phenom- 1999 1998° 19947  COMPANY® $ millions  $millions  $millions _on capital  of capital

MICROSOFT $328,251 $10,954

enon,” says Al Jack-
son, head of global
equity research at
Credit Suisse First
Boston. “Most of
those stocks went ka-
boom. You really
have to wonder if
these valuations are

$13,311
$29,550

valid.” $119.350  $2,273  $15883
The MVA list con- $116,572  ($1,058) $73.801

THER firms what lofty P/Es
MVAIS already suggest: that PROCTER & GAMBLE

a few big companies PHILIP MORRIS :

are gelling pricey, JOHNSON & JOHNSON

while investors are DELL COMPUTER

only lukewarm about ELILILLY

most other large caps.

But the MVA and BC COMMUNICATIONS

EVA numbers tell the WORLDCOM $77,032

SCHERING-PLOUGH $75,620

EVA. In short, investors
expect near miracles.

are. To compile this
year’s list, Stern

Stewart took Amer-
ica’s 1,000 largest cor-
porations (measured by market cap) and
ranked them by MVA, the total wealth
created for investors by the end of 1998.
We publish the MVA standings of the 200
largest corporations—as well as an update
of what’s happened to the MVA of the top
ten through Oct. 22 of this year. Stern Stew-
art senior financial analyst Charles Protell
crunched the numbers.

MVA and EVA answer the most critical
question in business: Is management creat-
ing or destroying wealth for its sharehold-
ers? Let’s look first at MVA. It’s the total
value the market places on all the com-
pany’s stocks and bonds—in other words,
what investors would pocket if they sold all

3 story better because
< they remove account-
¢ ing distortions that
% canmake profits look
WVAisracingaheadof ~ 1OSiex than they really :;i%TltT:AL: ﬂnﬁ?«fﬁm

BELL ATLANTIC

_AMERICAN INTL. GROUP

WARNER-LAMBERT $55,038

COMPAQ COMPUTER
AMERITECH'

$54,918

PEPSICO $46,328

$22,589

HEWLETT-PACKARD $45,464

$38,933

$28,436

$38,854

ORACLE $36,740

$819 $4,787

'Calculations are based on figures as of the previous year-end. Historical rankings reflect alterations due to mergers and other financial charges. *The rankings exclude
electric utilities and real estate firms. *Ameritech was acguired by SBC Communications on October 8, 1999
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their securities—minus the capital they in-
vested, including equity and debt offerings,
retained earnings, and bank loans. The dit-
ference between what investors could take
out and what they put in is MVA.

If MVA is positive, management has
achieved Job One by making shareholders
richer. If not, it’s just burning capital.
I.ook how Cisco (No. 8) has turned a few
dollops of investor money into mounds of
MVA. Over its entire life, Cisco has col-
lected just $9.5 billion from shareholders
and lenders for all of its labs, inventories,
and research. Yet it parlayed that slender
investment into nctworking products so
lucrative that at the start of 1999, the in-
vestors who put up that capital could have
sold their stocks and bonds for $145 bil-
lion, reaping $136 billion in newly minted

wealth, or MVA.

L with the stock market. But the MVA
for highly cyclical stocks can also drop

in a generally good market, even when the

companies are excellent performers. A

case in point is oil services giant Schlum-

berger, which posted the biggest MVA de-

ike market cap, MVA rises and falls

Tech Marvels

1999
VVA
GROWTH

ANDREA RENAULT—GLOBE PHOTOS (2)

JONATHAN ELDERFIELD—GAMMA LIAISON

LAVHD ANNLAHOL

With Tim Koogle of Yahoo (top), Jeff Bezos of Ama-
zon, and Steve Case of AQL leading the charge, the
techs are growing MVA faster than everyone else.

278 * FORTUNE November 22, 1999

cline on the list, shedding $16.5 billion in
value during 1998. The decline happened
because of a steep drop in oil prices, which
prompted the Exxons and Shells to curtail
their capital spending on exploration and
development. Schlumberger’s profits, and
stock price, tumbled. Still, it weathered the
downturn better than most of its rivals.
This year oil prices are rebounding, and as
the market foresees bigger profits, so is

Although good companies can get buf-
feted in the short run, over the long term
the key to the big MVA numbers posted
by the Intels and GEs is a strong and
growing EVA—the wealth management
adds each year. EVA is similar to ac-
counting earnings, but with a crucial
twist. In their financial statements com-
panies take a charge for debt in the form
of interest. But the most important capi-

Schlumberger’s MVA. tal, the funds provided by shareholders,
MVA MARKET ~ ECONOMIC
RANK VALUE VALUE

i ADDED ADDED Capital Return Cost
1999' 1998719947 - COMPANY? - ~$ millions.  $ milliens . $ millions on capital  of capital

MEDIA ONE GROUP

AIRTOUCH COMMUNICATIONS*

$35,966 17.4% 9.0%

$30,706 9.7%

BANK OF AMERICA

WELLS FARGO

$30,618 12.4%

$21,212 $38,388

WALGREEN

ANHEUSER-BUSCH

TEXAS INSTRUMENTS

$25,737 $3,808

$24,578 15.2%

FIRST UNION CORP.

“$24,321

11.3%

$22,962 12.8%

SARA LEE

$22,635 12.1%

$21,368

CHARLES SCHWAB

PHARMACIA & UPJOHN

$21,186

$19,461

10.3%

SUNTRUST BANKS

CARDINAL HEALTH

COMCAST

11.2%

$19,283

$18,005

ELECTRONIC DATA SYSTEMS

MONSANTO

$17,696

$17,028 $19.754

ALLSTATE

17,015

$16,876
$16,828

$14.478

COMPUTER ASSOGIATES

$16,389 ($85) $8,728  126%  13.6%

ICalculations are based on figures as of the previous year-end. “Historical rankin

gs reflect alterations due to mergers and other financial charges. The rankings exclude

electric utilities and real estate firms. *Airfouch was acquired by Vodafone on June 30, 1999.
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carries no accounting cost at all. Conse-
quently, many managers treat equity as if
it’s free—or at least very cheap. (Just look
at disastrous takeovers at inflated prices
that buyers blithely finance with stock but
would never dream of doing with cash.)

n fact, equity is very expensive. When in-

vestors buy stocks they expect returns at

least as big as those they might get from
an equally risky investment. If a company
doesn’t provide competitive returns, share-
holders will sell, driving down the price and
denying management the money it needs
to keep growing. To derive each company’s
cost of equity capital, Stern Stewart deter-
mines what return investors expect from a
basket of stocks in the same industry. And
if the company isn’t at least matching that
competitive return, it isn’t making money
for its shareholders. For General Giant,
our proxy, the current cost of capital in-
cluding debt is around 11%. If the EVA is
still positive after the capital charge, the
company is producing real earnings for its
shareholders. If not, it’s destroying value
by coaxing puny profits from loads of ex-
pensive plants and inventories, 4 la General
Motors or RIR Nabisco, which show up at
the bottom of the list.

The challenge for the Towering Twenty
is that MVA is soaring, while EVA—the
source of future MVA—is tiny by com-
parison. Last year the hot stock market

The Beat Goes On

MVA as of Oct. 22, 1999

The flight to quality continues. Eight out of our top ten
saw their MVA rise even more in the first ten months
of 1999. Here's how they would be reranked today.

m COMPANY sﬂ::: ﬁ‘:m
T MICROSOFT L 3%
7 ammuucrmc Wszsr s 415%
3 WALMART Cpnsn iM%
"+ oiscosys svsrms Comass +53% -
5 omE Msznszzsmi{é%u'
T LUCENTTEC TEGHNOLOGiES e 4%
1 MERCK Ut 6%

”5135 §95 —-8%
$i 13 689 +12%
SHH MG ~-1%

" FORTUNE TABLE

PFlZER
BRISTOL MYERS SQUIBB

18 COCA GOLA

280 FORTUNE

boosted MVA for the top 20 companies by
almost $1.1 trillion—a remarkable 64%.
But EVA rose by a measly $8 billion, or
30%. That puts even more pressure on
companies to generate huge increases in
earnings without adding loads of capital.
To gauge how tough that will be, consider
Microsoft. To sustain its $328 billion in
MVA, investors expect it to expand earnings
at a rate of more than 40% per year through
2004. Now, that’s below Microsoft’s annual

average growth rate of more than 50% for
the past five years. But the high valuation
means that Microsoft will have to continue to
grow like a startup despite its much bigger
base. Just look at what investors expect Mi-
crosoft to earn in 2004: well over $40 billion,
more than what GE, Intel, Wal-Mart, Coke,
and Merck earned—combined—in 1998!
Now we begin to see why even President
Steve Ballmer says the market may be ex-
pecting too much from Microsoft.

MV MARKET - ECONOMIC
RANK VALUE VALUE
ADDED Capital  Return Cost
1899' 19987 19947 COMPANY’ $milions . $millions  $ millons on capital  of capital
................................... UNITED TECHNOLOGIES  ~ $15939 ~ $136  $14772  12.5%  11.5%
BANK ONE

.................... MERRILL LYNCH

............................. viRcom _ 9150 29% 9.
FIFTH THIRD BANCORP $15,106 sua 13.9%

................................... PITNEYBOWES$15081$455252/

L 4 S GUIDANT

98 179 126 LOWES . S14867  $147  $5258  124%  90%
SCHLUMBERGER $14 557 $189 T132% 113%
KROGER $14.474 14.9%

168%  89%

C0X COMMUNICATIONS
COSTCO

$12,797
$12,602

$10,721
$4.273

BOEING $12 315
BAXTER INTERNATIONAL $12,200

FOX ENTERTAINMENT $11,860
ALLTEL $11,816

KELLOGG

APPLIED MATERIALS 511 294
IMS HEALTH $11,102

$10,764
$10,743

CLOROX $10,342 16.0%
................................... CABLEVISION SYSTEMS _ $9.948 ($601) 35579 (3.2%)  86%
WACHOVIA 39817

INTERPUBLIC GROUP $9,566 $212 $3323  16.5%

Breaks in numerical order indicate where high MVA perfomers with smaller market caps would have ranked among the pool of 1,000.

ICalculations are based on figures as of the previous year-end. Historical rankings reflect aiterations due to mergers and other financial charges. The rankings exchsde
electric utilities and real estate firms. “Now FleetBoston Financial. SAscend was acquired by Lucent on June 24, 1998.
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Of course, Towering Twenty cheerlead-
ers believe that these companies could still
make or even beat expectations, if two fac-
tors continue to help them. The first is ec-
onomic. The optimists say the climate will
remain stable and balmy, with little infla-
tion in sight. The second is competitive
advantage. The top companies on this list
all stay way ahead of their competitors:
Microsoft and Cisco by creating the most
popular technology; Merck and Pfizer by
generating a steady stream of blockbuster
drugs protected by patents; Coke and
Procter & Gamble by nurturing their
brands. That edge allows them to charge

slips even a little, competitors could carve
away at those big margins. Then a big slice
of the profits that used to flow into the cor-
porate coffers will go instead to consumers
in the form of lower prices. The lesson
from former highfliers like Lotus and East-
man Kodak is that fat margins are a mag-
net for new competitors. The troubling
news for the Towering Twenty is that their
huge valuations leave no margin for error.
Any sign that management is faltering

MVA
RANK

could send their shares into a tailspin.
The Towering Twenty scenario—the
yawning gap between market value and real
earnings—is even wider among tcch com-
panies. During 1998 the combined MVA of
the 23 techies on the list, ranging from
Compaq to Yahoo, jumped 118%, while
their EVA went down by 9%. (MVA for
everyone else on the list grew just 45%.)
In some ways the Internet firms embody
an EVA/MVA paradox. The market expects

MARKET ECONOMIC
VALUE VALUE
ADDED Capital Return Cost

premium prices and book extra-large

earnings.

But there is a danger. If management

A Giant Stumbles

egendary CEO Roberto Goizueta taught Coca-

Cola to manage by EVA and built one of America’s

greatest wealth creators. it was Goizueta who
sold off capital-intensive sidelines fike pasta making
and plastic cutlery to focus on the lucrative soft drink
business: “As Willie Sutton said, ‘That's where the
money is!’ " he told FORTUNE in 1993.

But now under CEO Douglas Ivester, Coke is faltering.
And its problems symbolize how investors will severely
punish companies that generate great expectations and
thenfail to live up to them. It's the only playerin the
Towering Twenty that
lostMVAin last year's
hot market, dropping
$684 million in value.
This year Coke's MVA
fell again, by about
$27 billion.

Sowhat's wrong?

_
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; Coke’s foreign sales
Ivester's MVA sank

are suffering from the
strong dotlar and the economic weakness in Asia and
Brazil. Its inept handling of product safety problems
in Europe this year raised questions about post-
Goizueta management. in 1998, after years of dou-
ble-digit gains, its profits tumbled 14%, and they're
falling again this year. But even after the decline in
MVA, the market still expects Coke to rebound from
here. Coke could do it. But it has a lot to prove.

282+ FORTUNE

1999 19982 19942  COMPANY® $ millions  on capital  of capital

$24,129

$ millions

$ millions

MICRON TECHNOLOGY
J.P. MORGAN

NATIONAL CITY

.................... e
ATLANTIC RICHFIELD $8.311  ($2971) $23210  (3.8%)  8.3%

MAY DEPARTMENT STORES
RALSTON PURINA

.....$10’931”, I T T L

BECTON DICKINSON $3733  124%  100%

EQUITABLE'
TRICON GLOBAL REST.

DOW CHEMICAL $51  §21723  91%  89%
............................... CONOCO ... G813 89D $14273  25%  86%
AMERICAN STORES*

PHILLIPS PETROLEUM $5.770
NEXTEL COMMUNICATIONS  $5,754

AIR PRODUCTS AND CHEM.  $5,429
................................... UNISYS $5388  ($249)  $6449  81%  11.8%
__________________________________ COLUMBIA/HCA HEALTHCARE 95,132 ($1,208) $19340  31%  87%
................................... LOCKHEED MARTIN ~ $49%4  $850  §25445  100%  7.7%
................................... COCA-COLAENTERPRISES 94,781 (§745) $20910  54% 9
RAYTHEON $203
___________________________________ KEYCORP %4693 ($74) $9785  10.6%  114%
CIGNA ..{8531)
................................... ALUMINUM CO. OF AMERICA  $3672 $156  $16,047  102%  9.0%
,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,, WEYERHAEUSER ~ $3385 (§369) $10480  64%  98%
WASHINGTON MUTUAL 42,793 ($873)  $19,980

Breaks in numerical order indicate where high MVA perfomers with smaller market caps would have ranked among the pool of 1,000.

'Calculations are based on figures as of the previous year-end. Historical rankings reflect alterations due to mergers and other financial charges. *The rankings exclude
electric utilities and real estate firms. *Now called AXA Financial inc. *American Stores was acquired by Abertson's on June 23, 1999.
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Internet companies to generate huge earn-  yya MARKET ECONGMIC
ings from tiny amounts of capital, precisely ~ RANK VALUE  VALUE

.. . ADDED ADDED Capital Return Cost
the conditions that generate big MVAs, Just . . . s - - o . .
look at the how the Wb is rewriting the list. 1999' 19987 1994°  COMPANY $millions  $ millions  $ millions on capital  of capital

In one year America Online jumped from 336 177 205  ARCHER-DANIELS-MIDLAND $2,738 ($92) 10986  7.2% 8.3%

No. 113 to No. 23, with $71 billion in MVA. $12,651
Yahoo (No. 65) and Amazon (No. 88) came
out of nowhere. But for all three companies

now. . ; 2302184 69 1.C.PENNEY $2.144 1) $22,750
To Kecn thein stock strong. the Intorne; 820 420" 576 FEDERATEDDEPT STORES  $1.464 _ (§179) $12300 6%% 8 4%
. & 616 313 427 SEARS ROEBUCK $1,072 : : .
Companles have to grow Camlngs at SpCC- . 648 ..... 337 ..... 591 ....... OWENS-".LINOIS ...................... $938 ..............................................................
tacular rates on their eXiStlIlg businesses. ..................................................................................................................... f e P st R T
- 2 DUSIGSSCS 683 755 411 BURLINGIONNOSANTEFE 3846 (§11) $23 51y 5
T;‘rfgr:::‘gn‘;zﬁféls"; ‘():2 tilzzl“ Promise to ‘g15""g41 953 INTERNATIONAL PAPER $420 $25,369
& g pra’. 858 292 970 DELTAAIR LINES $163 $14,658

The danger is that Wlth thell’ hlgh Share .................................. A MRCORP ................................................................................................. AT

$19,386

prices, Web companies will start making
re(‘:kless, .multlbllllon-dollar acquisitions, §744) $15.812 . ‘
usmg thelr stock as easy Currency. Inves— ....................................................................................................................................... IO S

. ($1,011) {$253)  $15245 6.4%
tors are already forecasting fabulous per- $1799) $508  $18411 559

formances from the Internet target COIMMI-  croosrrrmrr e o S PR PIDEDPOIA S St e USRI SuduboIURNIED Shehed b o SNt .o ............. AT
panies; those great expectations are built - or oo T e ggigg; ---- ( 55:937)) iié?g? -------- 2 1510/; >>>>>>>>>>> SRS
into the steep share price. If Internet ac-  oomeeermm eSS SRR ($12171) ....... ($1449) ..... $35 041 ....... 3 40/" .......... e
quirers pay a big premium over and above i Srhen P AVAENEE s B 7 SR et SURURIN o Vi SR X 3R

. . o 1000 1000 995  GENERAL MOTORS ($17,943)  ($5528) §85,173 2.0%
those already hlgh valuations, it will be Breaks in numerical order indicate where high MVA perfomers with smaller market caps would have ranked among the pool of 1,000.

v1rtually 1mp0551ble ’fOI‘ them to generate 'Calculations are based on figures as of the previous year-end. *Historical rankings reflect alterations due to mergers and other financial charges. The rankings exclude
a good return on their capltal_ A flurry Of  electric utilities and real estate firms. *Nabisce spun off R.J. Reynolds Tobacco on June 14, 1999,

big bad deals could severely damage Wall

Street’s romance with the Web. Index ...............................................................................................................................................
Company MVA RANK Company MVARMK  Company MVARANK  Company MVARANK
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