
Market-Based
Valuation:

Price and Enterprise 
Value Multiples



Valuation Indicators

Price 
Multiples

Enterprise 
Value 

Multiples



Methods for Price and Enterprise 
Value Multiples

1. Method of Comparables
• Economic rationale is the law of one price

2. Method Based on Forecasted Fundamentals

• Reflects firm fundamentals and future cash flows

Justified Price Multiples



Example



Price-to-Earnings Multiple
Rationales and Drawbacks

Rationales
EPS is driver of value

Widely used

Related to stock returns

Drawbacks
Zero, negative, or very 

small earnings

Permanent versus 
transitory earnings

Management discretion 
for earnings



Price-to-Earnings Multiple
Definitions

Trailing P/E

Uses last
year’s 

(current)
earnings

Preferred 
when 

forecasted 
earnings are 
not available

Forward P/E

Uses next 
year’s 

earnings

Preferred 
when trailing 
earnings are 
not reflective 

of future



Forward P/E

1.EPS for the next four quarters;
2.EPS for the next 12 months (NTM); or
3.EPS for the future fiscal year. The future fiscal 
year itself may be defined in different ways: 

a)If the time of prediction is between fiscal year-ends, 
the fiscal year used can be the current one, for 
which some time has already elapsed. 

b)The fiscal year used can be the next fiscal year. 



Example: Forward P/E for November
2016Stock price* $20 .00

2016:Q1 EPS $0 .18
2016:Q2 EPS $0 .25
2016:Q3 EPS $0 .32
2016:Q4 EPS $0 .35
2016 Fiscal year forecast $1 .10

2017:Q1 EPS $0 .43
2017:Q2 EPS $0 .48
2017:Q3 EPS $0 .50
2017:Q4 EPS $0 .59
2017 Fiscal year forecast $2 .00

* Assume we are at the end of November 2016.



Example: Forward P/E
1) Forward P/E based on EPS for the next four quarters:

EPS for the next four quarters = $0.35 $0.43 $0.48 $0.50 $1.76

Forward P/E based on EPS for the next four quarters $20 $1.76 11.4

2) Forward P/E ba

+ + + =

= / =

( ) ( )
sed on EPS for the NTM (next 12 months):

1 11EPS for the NTM $1.10 $2.00 $1.92512 12

Forward P/E based on EPS for the NTM $20 $1.925 10.4

= + =

= / =



Example: Forward P/E
3) Forward P/E based on the current fiscal year's EPS:

EPS for the current fiscal year $1.10

Forward P/E based on EPS for the current fiscal year $20 $1.10 18.2

4) Forward P/E based on the next fiscal ye

=

= / =

ar's EPS:

EPS for the next fiscal year $2.00

Forward P/E based on EPS for the next fiscal year $20 $2.00 10.0

=

= / =



Example: Forward P/E

2016:	Q1	
EPS

2016:	Q2	
EPS

2016:	Q3	
EPS

2016:	Q4	
EPS

2017:	Q1	
EPS

2017:	Q2	
EPS

2017:	Q3	
EPS

2017:	Q4	
EPS

growth	 - 38.89% 28.00% 9.37% 22.86% 11.63% 4.17% 18.00%

P/E	=	11.4
P/E	=	10.4
P/E	=	18.2
P/E	=	10.0





Issues in Calculating EPS

EPS Dilution Underlying 
Earnings

Normalized 
Earnings

Differences in 
Accounting 
Methods











Diluted EPS



Diluted EPS



Example: Underlying Earnings

Reported EPS from previous four quarters $4.00

Restructuring charges $0.10

Amortization of intangibles $0.15

Impairment charge $0.20

Stock price $50.00



Example: Underlying Earnings
P/E based on reported earnings $50 $4.00 12.5

Reported core earnings $4.00 $0.10 $0.15 $0.20 $4.45

P/E based on reported core earnings $50 $4.45 11.2

Underlying earnings $4.00 $0.20 $4.20

P/E based on und

= / =

= + + + =

= / =

= + =

erlying earnings $50 $4.20 11.9= / =







Example: Normalized Earnings
Year EPS BVPS ROE

2015 $0.66 $4.11 16.1%

2014 $0.55 $3.67 15.0%

2013 $0.81 $2.98 27.2%

2012 $0.73 $2.12 34.4%

2011 $0.34 $1.61 21.1%

2016 stock price $24.00 



Example: Normalized Earnings

1) Method of historical average EPS

($0.66 $0.55 $0.81 $0.73 $0.34)Average (normalized) EPS $0.618
5

P/E $24.00 $0.618 38.8

+ + + +
= =

= / =



Example: Normalized Earnings
2) Method of average ROE

(16.1% 15.0% 27.2% 34.4% 21.1%)Average ROE 22.8%
5

Average (normalized) EPS Average ROE Current equity book value per share
Average (normalized) EPS 22.8% $4.11 $0.937

P E $24.00

+ + + += =

= ´
= ´ =

/ = / $0.937 25.6=



Stock price $18.21



Justified Forward P/E from 
Fundamentals
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Justified Trailing P/E from 
Fundamentals
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Method of Comparables

Benchmark Value of the 
Multiple Choices

Industry 
peers

Industry 
or sector 

index

Broad 
market 
index

Firm’s 
historical 

values







Method of Comparables
Using Peer Company Multiples

§ Law of one price
§ Risk and earnings growth adjustments
§ PEG limitations:

§ Assumes linear relationship 
§ Does not account for risk 
§ Does not account for growth duration 



Example: Method of Comparables
Using P/E and PEG

Values for subject firm
Five-year EPS growth rate 8.0%
Consensus EPS forecast $4.50
Current stock price $28.00

Values for peer group
Median P/E 9 .00
Median PEG 1 .60



Example: Method of Comparables
Using P/E and PEG

P/E $28.00 $4.50 6.2

PEG 6.2 8.0 0.78

Intrinsic value 9.0 $4.50 $40.50

= / =

= / =

= ´ =







Price-to-Book Value Multiple
Rationales

Book Value Is Usually Positive

More Stable than EPS

Appropriate for Financial Firms

Appropriate for Firms that Will Terminate

Can Explain Stock Returns



Justified P/B
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Justified P/S
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Example: Calculating the Actual and 
Justified 

P/E, P/B, and P/S
Stock price $50 .00
EPS $2 .00
Dividends per share $1 .20
Book value of equity per share $6 .25
Sales per share $15 .00
ROE 22.5%
Required return on stock 12.0%



Example: Calculating the Actual
P/E, P/B, and P/S

0

0

0

0

0

0

 $50 Actual 25.0
$2

 $50 Actual 8.0
$6.25

 $50 Actual 3.3
$15

= =

= =

= =

P
E

P
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P
S



Example: Calculating the Inputs for the 
Justified

P/E, P/B, and P/S

Dividend payout ratio $1.20 $2.00 0.60

Retention ratio ( ) 1 0.60 0.40

Growth rate in dividends ( ) 0.40 22.5% 9.0%

= / =

= - =

= ´ =

b

g



Example: Calculating the Justified
P/E, P/B, and P/S
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Inverse Price Ratios



Issues in Using Enterprise Value 
Multiples

EV = Market value of stock + Debt – Cash – Investments (marketable securities)

Justified EV/EBITDA
• Positively related to FCFF growth
• Positively related to ROIC
• Negatively related to WACC

Comparables May Use Total Invested Capital

Other EV Multiples
• EV/FCFF
• EV/EBITA
• EV/EBIT
• EV/S



Cross-Country Comparisons
• Net income higher under IFRS
• Shareholder's equity lower under IFRS
• ROE higher under IFRS

US GAAP 
vs. IFRS

• P/CFO and P/FCFE most comparable
• P/B, P/E, and EBITDA multiples least comparable

Valuation 
Multiples

• Higher inflation ® Lower justified price multiples
• Higher pass-through rates ® Higher justified 

price multiples
Inflation


