2. Yield or Market Value Method 
Problem:- 01
Form the following information of Jamanadas com Ltd. Compute the value of its equity share on the basis of 1) Expected earnings 2) Capitalization and 3) Normal Rate and number of shares 
Balance Sheet as on 31/03/2121
	Liabilities 
	Rs.
	Assets
	Rs.

	5000 Equity Shares of Rs 100 each 
	500000
	Fixed Assets 
	700000

	Reserve and Surplus 
	180000
	Current Assets
	460000

	10% Debentures
	300000
	Discount on issue of Debentures
	40000

	Current Liabilities
	220000
	
	

	
	
	
	

	Total 
	1200000
	Total 
	1200000



Additional Information:
 1.Average Profit before Tax is Rs. 282000/-
2.Rate of Tax is Rs. 50%
3.Every year the company transfers Rs.16000/-to Reserve Fund 
4.The rate of normal earnings is 12.5%










Solution:-
In the Books of Jamanadas com. Ltd.
 1. Calculation of Profit available for dividend/equity share holders/Earnings 
 
	Particulars 
	Rs.

	Average Profit
	282000

	      Less Tax 50%                            141000
	

	      Less transfers to Reserve Fund  16000
	157000

	
	

	Profit available for dividend----
	125000

	
	




A) On the basis of Earnings
Step –I Calculation of expected rate of Earning
                                                            Profit after tax & Preference Dividend
Expected rate of Earnings = -----------------------------   X 100
                                                           Paid up equity share capital 

                                                           125000
Expected rate of Earnings = ----------------------   X 100 = 25%
                                                           500000
Step –II Calculation of value of each share 
                                           Rate of Earnings
Value Per Share = -----------------------------   X Paid up value of equity share 
                                          Normal Rate of return 

                                                   25  
Value Per Share = ------------------   X 100 = 200/-
                                                   12.5 
                                                    





B) On the basis of Capitalization Value
Step –I Calculation of Capitalization Value
                                              Average Profit
Capitalized Value = ----------------------   X 100
                                             Normal Rate of return

                                              125000
Capitalized Value = ----------   X 100 = 1000000
                                             12.5

Step –II Calculation of value of each share 
                                           Capitalized Value
Value Per Share = -----------------------------   
                                          Number of equity share
                                              
                                           1000000
    Value Per Share = -------------------- = 200/-   
                                         5000


C) On the basis of Normal Rate and Number of share

                                              Average Profit
Value Per Share = -------------------------------   X 100
                                         Normal Rate  X  Number of equity share

                                              125000
Value Per Share = -----------------   X 100  = 200/-
                                     12.5 X  5000




