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This paper proposes to develop a selection model for investment strategy, 
which depends on market and book value of the company. The start of this 
approach is the idea that the financial criterion is the most important 
criterion in the selection and evaluation of investment strategies. It 
compares the assets or equity book value upon which the selected 
investment strategy is based, and the market value of these assets and 
equity of the company as a result of the application of the selected 
strategic option. To achieve this, a large number of financial indicators 
are used, including a wide array of company evaluation methods.  
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1. INTRODUCTION 

 
From our point of view, the main financial criterion in selecting and 

evaluating the investment strategies is the market value of the company. 
The strategic analysis allows assessing the strategic situation of an 

enterprise and identifying its position (or their business) in the sector. 
Conservation and permanent growth of the market value are the objectives 
that inspire the enterprise’s life. The strategic investment and disinvestment 
options selected in accordance with the strategic analysis approach are to 
meet this objective. Realizing the basic objective of maximizing the market 
value of assets is the basic criterion for acceptance of a strategic investment. 

Both the equity and the enterprise’s assets values seek to quantify the 
shareholders’ wealth. In addition to the first, the value of assets presents, in 
our opinion, larger valences, since it satisfies the informational needs of 
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larger interested groups which take part in the life of the enterprise: 
shareholders, management, creditors, state, including the enterprise itself. 
 

2. MODEL PRESENTATION 
 
The model is based on the dual optical assessment value of the 

company, first based on its book value (BV), given by the history cost*, on 
the other hand, based on its market value (MV), given by the capacity of the 
enterprise to generate results in the future and to add value over the book 
one. Therefore, the market value is given by the use of capital allocated to 
the assets and the book value is given by the intrinsic value of capital 
allocated to the assets. The basic relationship of the model is: 
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Forms of expression: 
a) for the assets (invested capital) 
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 where: 
)OCFn(MV  - present value of net cash flows from future operating 

activities during the implementation of the investment strategy; 
K – book value of the assets (invested capital); 
MVA – market value added which shows the excess market value 
established by trust of shareholders over the book value of capital†; it is 
determined as: 

− difference between the market value of the entire enterprise and the 
book value of the invested capital: 

MVA = MV - K   *                                        (4) 

                                                
* Halpern P., Fred Weston J., Brigham F. E.,op.cit.,1998, p. 114 
† Marius Ioan PANTEA, Valentin MUNTEANU, Delia GLIGOR, Daria SOPOIAN, „The 
Managerial Performances Evaluation through the Economic Value Added”, European 
Research Studies, Vol. XI, Issue 4, 2008, Special Issue 



LUCRĂRI ŞTIINŢIFICE, SERIA I, VOL. XI (3) 

− or as present value of the future economic value added during the 
implementation of the investment strategy; economic value added 
(EVA) is the economic net earnings (after the imposition of tax) 
obtained after the entire capital invested payment (irrespective of 
provenience) in a business that develops following the adoption of 
an emerging or deliberate strategy†. 

MVA = MV (EVA)     (5) 
The model market value / book value of capital invested on the basis 

of economic value added, is reduced to comparing the market value added 
(MVA) with the book value of capital invested (K). 

An enterprise, by its investment strategies promoted by the 
management must provide shareholders at least the preservation of the 
substance of economic assets by achieving a growth of the capital invested 
value (MVA > K). 

This growth in value over book value of assets is provided if yearly:  
- economic net profitability ratio exceeds the weighted average cost of 
capital invested: 
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- remuneration in cash invested capital exceeds the weighted average cost of 
capital invested: 
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- net operating profits exceed the cost of capital invested in absolute sizes: 

                                                                                                                        
* http://www.valuebasedmanagement.com/vbm/content/definitions/index/html 
† Pantea I.M., Eros – Stark L., Principii ale cuantificării performanţelor manageriale pe 
baza valorii economice   adăugate, International Management Symposium Timisoara, 
February 2002 
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- net cash flows from exploitation are beyond the cost of capital invested in 
absolute sizes: 
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   (9)                          

 
Net economic profitability Ratio (Rren) is the extent to which the 

capital invested in a book value is paid by the net results of operation. It 
shows how much net operating profit is to a unit of capital invested. 

K

NOP
Rren =   (10) 

The invested capital cash remuneration ratio represents the 
remuneration of the investors in terms of cash (shareholders + creditors). It 
shows how much of the operational cash flow is to a unit of capital invested. 
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b) for the equity 
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where: 
)SCF(PV  - present value of future cash flows available to shareholders 

during the implementation of the investment strategy 
SCF - cash flow available to shareholders: 
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- by the additive method, at the total cash flow of the enterprise are 
added the amounts whose distribution is the decision of the General 
Assembly of Shareholders (dividends (DPS), personnel participation 
(Pp) and the manager’s share (MS)); 

- it represents the result in terms of enterprise cash before the division, 
at the disposal of shareholders. 

MSPpDPSTCFSCF +++=   (14) 

The model market value / book value of equity, based on economic 
value added for shareholders, is reduced to comparing the market value 
added (MVA) with the book value of equity (Eq).  

An enterprise, by its investment strategies promoted by the 
management, must provide shareholders at least storage of their capital 
value, by achieving a growth of the equity’s value (MVA > Eq). 

This growth in value over the book value of equity is ensured if 
yearly: 

− the financial return exceeds the equity cost in relative sizes ( EqkRrf > ); 

− the remuneration in cash of the equity exceeds the cost of equity in 
relative size (the rate of remuneration in cash of the equity reveals the 
potential compensation of the equity (shareholders) in terms of cash, on 

the cash flow available to shareholders) ( EqkRrEq > ); 

− the net profits exceed the cost of capital in absolute size ( EqKNP > ); 

− the cash flows available to shareholders exceed the cost of capital in 

absolute size ( EqKSCF > ). 

 
3. STRATEGIC LINES OF ACTION 

 
We can distinguish the next situations: 
a. if MV = BV : 

− the market value is equal to the book value, so on the invested 
capital, the enterprise’s activity, guided by the strategic option that is 
valued, will emit a market value equal to the amount of initial 
capital, without increasing their value; 

− the growth of wealth for shareholders is not ensured;  
− the evaluated strategic option is at the acceptability limit;  
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− there is a need for strategic directions, either towards a more 
efficient use of assets (rethinking business) or towards a more 
effective use by abandoning even the proposed business; 

b. if MV > BV : 
− the market value is greater than the book value, therefore the amount 

of capital invested will increase, exceeding the initial value (the 
moment of asset allocation); 

− the shareholder’s wealth is increasing, adding value;  
− the strategic option evaluated is accepted; 
− usually, there are necessary strategic maintenance lines of action 

(continuing the business at the same conditions of efficiency); 
c. if MV < BV : 

− the market value is less than the book value, there is a decrease in 
the value of capital invested under the original;  

− impoverishment of shareholder and destruction of the value thereof; 
− the evaluated strategic option is not supported; 
− there should be a more efficient use of capital by leaving the 

business and recovering the maximum possible of value. 
If options that are mutually exclusive are evaluated, the option which 

provides the largest increase in capital value at a lower initial level of their 
book value is selected.  

Starting from the idea that the market value, given by the exchange 
rate (or market price of the shares), reflects the current market value which 
will be added in the future, then the model becomes: 
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where: 
Sq – stock quotes; 

EVs – equity value of the stock
Ns

EV
EVs = ; 

MVAs – market value added per stock 
Ns

MVA
MVAs =  - reflects the stock’s 

growth of value over the book one, as a result of investor confidence in the 
enterprise’s ability to evolve:  

− KkRren > ; 
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− KkRrK > ; 

− KKNOP > ; 

− KKOCFn >  

or 

− EqkRrf > ; 

− EqkRrEq > ; 

− EqKNP > ; 

− EqKSCF > . 

In this case, the model is reduced to comparing the value added 
market value per share with the mathematical – account value of the action.  

For the option to be accepted it was necessary that MVAs > EVs. 
Starting from the size of the two values in line with the sector’s 

attractiveness, we built the company values matrix. 
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Fig.1. MARKET VALUE / BOOK VALUE MATRIX 

 
a. If both values are low: 
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− if the sector of activity in which the enterprise operates is attractive 
(can provide significant increases in value) it is required the increase  
of both amounts, but the market value must advance the book one by 
more efficient use of capital already allocated and then through the 
adoption of new investment decisions (by the infusion of capital by 
issuing shares or debt if the additional capital unit is required to be 
more gainful than the additional lent source unity LcEq kk > ); 

− if the activity sector isn’t or no longer is attractive (can’t or may not 
longer provide increases in value), a total disinvestment decision is 
required; 

b. If both values are high: 
− if the activity sector is attractive, there is the need to continuously 

increase both values, but the market value must increase at least in 
pace with the book one, through more efficient use of capital already 
allocated and no further investment decisions;  

− if the activity sector is no longer attractive (can’t provide increases 
in value) it is required to maintain the level of values (only if MV> 
BV) or to adopt gradual disinvestment decisions (some investors will 
withdraw immediately, others will expect ); 

c. BV lower and MV higher assumes an attractive sector and requires the 
maintenance of the efficiency level and an increase in volume of assets 
through the adoption of investment decisions which will ensure both 
values increased at least in the same pace; 

d. If BV is higher and MV is lower: 
− if the activity sector is attractive, it is required to maintain the level 

of assets (not undertaking a new investment decision) and to 
increase the market value through more efficient use of capital;  

− if the activity sector is no longer attractive (can’t provide value 
increases), it is needed to adopt a total and rapid disinvestment 
decision. 
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4. FEATURES OF THE ROMANIAN ECONOMY 
 

For the Romanian economy, we can underline the following features.  
1. The comparison is vitiated by the book value. In Romania, between 

1990 and 1998, the revaluation process of the enterprise’s assets could 
be achieved only on the basis of normative acts issued specifically for 
this purpose (GD 945 / 1990, GD 26 / 1992 and GD 500 / 1994). 
Outside this framework, any attempt to update the value of assets was 
illegal. Such acts were sporadic, at large intervals of time (the rate of 
inflation in that period has been accelerated). Only since 1998, by G.D. 
403, companies are able to adjust the value of assets with the cumulative 
inflation since the last revaluation. Unfortunately not many enterprises 
achieve this process periodically. 

2. Widely in business in Romania, especially in the case of the privatized 
ones, the book value far exceeds the market value. These companies 
have many technical and technological facilities, even if old, but which 
have a value much higher than the results that might be obtained through 
their use. 

3. Also, during the process of privatization, the privatization authority puts 
more emphasis on the book value of assets fixed to date, rather than the 
yield one (the use of assets), in order to achieve higher prices of 
businesses put for sale. This aspect constitutes a brake on the 
privatization. 
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