4. Price Earnings Ratio Method
According to this method, the shares are valued on basis of earning per share and the price earnings ratio.
                                             Profit available for equity share holders
Earnings per share = -----------------------------   
                                              Number of equity share

Market value per share = Price Earnings Ratio X  Earnings Per Share

Problem No. 01
The capital structure of Genesh com. Ltd is as follows 
	Particulars 
	Rs.

	12% Preference share of Rs 10 each
	250000

	Equity share of Rs 10 each
	400000

	Reserve and surplus 
	200000

	10% Debentures
	300000

	11% Term Loan 
	350000



The average annual profit before payment of tax and Interest is Rs. 328500/-
The Income tax rate is 50% 
Price Earnings Ratio is 9
You are required to calculate valuation of equity shares 








Solution:- In the books of Genesh com. Ltd
Calculation of Profit available for equity share holders
	Particulars 
	Rs.
	Rs.

	Profit before Interest and tax 
	
	328500

	Less- Interest on 10% Debentures 
	30000
	

	          Interest on 11% Term Loan
	38500
	68500

	          Profit after Interest
	
	260000

	Less- Income tax -50% 
	
	130000

	          Profit after Interest and tax
	
	130000

	Less-12% Preference shares dividend
	
	30000

	
	
	

	Profit available for equity dividend
	
	100000



                                             Profit available for equity share holders
Earnings per share = -----------------------------   
                                              Number of equity shares

                                                 100000
Earnings per share = ------------ = 2.50/-  
                                                 40000


  Market value per share = Price Earnings Ratio X  Earnings Per Share

                                           =    9    X  2.50
                                          
                                           =  22.50/-                     

