3. Fair value Method
Which is the means of Intrinsic value Method and Yield value Method. As it consider both the values. 
                                                         Intrinsic value + Yield value 
I ) Fair value of each equity share = ---------------------------------   
                                                                             2

Problem no. 01
Following is the balance sheet of Snehlata Co.Ltd as on 31st March 2021.

	Liabilities 
	Rs.
	Assets
	Rs.

	10000 equity share of Rs 10 each 
	100000
	Building
	200000

	12% Preference share of Rs 10 each
	100000
	Plant
	100000

	General Reserve 
	60000
	Investments
	50000

	Profit & Loss A/C 
	40000
	Stock 
	60000

	15% Debentures
	100000
	Debtors 
	40000

	Creditors
	80000
	Cash
	10000

	
	
	Discount on issue of Debentures
	20000

	
	
	
	

	Total 
	480000
	Total 
	480000



Ascertain the value of each equity share under Fair value Method 
On the basis of the above balance sheet and information given below
Asset are revalued as, 
Building Rs.320000/-    Plant Rs.180000/-    Stock Rs.45000/-      Debtors Rs.35000/-
No change in the value of Liabilities 
Average Profit of the company is Rs.120000/-and 
12 ½ % of profit is transferred to General Reserve, 
Rate of Taxation being 50% ,
Normal dividend expected on equity shares is 8% ,
Whereas fair return on capital employed is 10%   


A) Calculation of Intrinsic value
Calculation of Net Assets
	Particulars 
	Rs.

	Assets ( with revised values )
	

	Building
	320000

	Plant
	180000

	Investments
	50000

	Stock 
	45000

	Debtors 
	35000

	Cash
	10000

	Total 
	640000

	Liabilities ( with revised values )
	

	12% Preference share of Rs 10 each
	100000

	15% Debentures
	100000

	Creditors 
	80000

	Total
	280000

	             Net Assets = Assets Less Liabilities
	360000



                                               Net Assets 
Intrinsic value per share = --------------------   
                                              Number of equity share

                                                  360000 
Intrinsic value per share = ----------------- = 36/-   
                                                  10000

B) Calculation of Yield value 

Calculation of Profit available for equity share holders 

	Particulars 
	Rs.

	Average Profit
	120000

	Less Tax 50% 
	60000

	Net profit after tax 
	60000

	12 ½ %  transferred to General Reserve
	7500

	Profit available for equity share holders
	52500





 
                                   Profit available for equity share capital
Capitalized Value = -----------------------------------------------   X 100
                                             Normal Rate of return

                                        52500
Capitalized Value = ----------------   X 100 = 525000/-
                                         10

Calculation of value of each share 
                                           Capitalized Value
Value Per Share = -----------------------------   
                                          Number of equity share

                                               525000
Value Per Share = -------------- = 52.50/-   
                                              10000

C) Calculation of Fair value
                                                          Intrinsic value + Yield value 
 Fair value of each equity share = ---------------------------------   
                                                                             2

                                                           36 +52.50 
 Fair value of each equity share = ------------------- = 44.25/-   
                                                                 2







