Return On Investment Capital (ROIC) 

	
	A calculation used to assess a company's potential to be a quality investment by determining how well (i.e.. profitably) a company's management is able to allocate capital into its operations. Comparing a company's ROIC with its cost of capital (WACC) reveals whether invested capital was used effectively.

The general equation for ROIC is as follows:
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	Total capital includes long term debt, common and preferred shares. Since some companies receive income from other sources or have other conflicting items in their net income, net operating profit after tax (NOPAT) will be used instead.

This is always calculated as a percentage. Invested capital can be in buildings, projects, machinery, other companies etc. One downside of ROIC is it tells nothing about where the return is being generated. For example, it does not specify if it is from continuing operations or from a one-time event, such as a gain from foreign currency transactions.


Economic Value Added (EVA) 
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	A measure of a company's financial performance based on the residual wealth calculated by deducting cost of capital from its operating profit (adjusted for taxes on a cash basis). (Also referred to as "economic profit".)

The formula for calculating EVA is as follows: 

= Net Operating Profit After Taxes (NOPAT) - (Capital * Cost of Capital) 
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	This measure was devised by Stern Stewart & Co. Economic value added attempts to capture the true economic profit of a company.


Market Value Added (MVA) 
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	A calculation that shows the difference between the market value of a company and the capital contributed by investors (both bondholders and shareholders). In other words, it is the sum of all capital claims held against the company plus the market value of debt and equity. 

Calculated as:
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	The higher the MVA, the better. A high MVA indicates the company has created substantial wealth for the shareholders. A negative MVA means that the value of management's actions and investments are less than the value of the capital contributed to the company by the capital market (or that wealth and value have been destroyed).


Return On Investment (ROI) 
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	A performance measure used to evaluate the efficiency of an investment or to compare the efficiency of a number of different investments. To calculate ROI, the benefit (return) of an investment is divided by the cost of the investment; the result is expressed as a percentage or a ratio. 
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Return on investment is a very popular metric because of its versatility and simplicity. That is, if an investment does not have a positive ROI, or if there are other opportunities with a higher ROI, then the investment should be not be undertaken. 
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	Keep in mind that the calculation for return on investment can be modified to suit the situation -it all depends on what you include as returns and costs. The term in the broadest sense just attempts to measure the profitability of an investment and, as such, there is no one "right" calculation. For example, a marketer may compare two different products by dividing the revenue that each product has generated by its respective expenses. A financial analyst, however, may compare the same two products using an entirely different ROI calculation, perhaps by dividing the net income of an investment by the total value of all resources that have been employed to make and sell the product. 

This flexibility has a downside, as ROI calculations can be easily manipulated to suit the user's purposes, and the result can be expressed in many different ways. When using this metric, make sure you understand what inputs are being used.


