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                            3 METHODS OF VALUATION OF SHARES

                ↓                                        ↓                                              ↓              
 1) NET ASSET METHOD   2) YIELD METHOD           3)   FAIR VALUE

              (OR)                                  (OR)

   INTRINSIC VALUE           MARKET VALUE 

        METHOD                           METHOD

1) NET ASSET METHOD= NET ASSET
                                             NO.OF SHARES

I) NET ASSET = The assets which are forming part of net asset includes all the assets including non-trade investment but excluding miscellaneous expenditure. For the purpose of taking goodwill in to account we should not take goodwill existing in balance sheet we have to value goodwill as per goodwill valuation method.
                                                (plus)

Any calls in arrears that should be added

                                                 (less)  
 Current liabilities &Long term liabilities & Preference share capital
(A) The Alternative way of finding Net Asset 

►NA=Equity share capital + Reserves & surplus (Less) Miscellaneous expenditure

(B) Another Alternative way of finding Net Asset (surplus method) 

►NA =Reserves & surplus (plus) Increase in Assets (less) Decrease in Assets
II) NO.OF SHARES = Total number of equity shares.
 (x)  If the shares have different paid up value then it should be arrived to same rate.

For example.  10000 shares of RS.10 each and 10000 shares RS.5 each. Then the no. of shares will be 30000 shares (10000 +20000)                                                                     (i.e.) 10000 (5 paid up) +10/5*10000 (10paid up) = 20000
4 TYPESOF VALUATION OF GOODWILL

         1) AVERAGE PROFIT METHOD

         2) SUPER PROFIT METHOD

         3) CAPTALIZATION METHOD

         4) ANNUITY METHOD

I) AVERAGE PROFIT = SUM OF GIVEN  YEARS PROFIT
                                          NO.OF YEARS OF PUCHASE
II) SUPER PROFIT = SUPER PROFIT * NO.OF YEARS

SUPER PROFIT = FUTURE MAINTAINABLE PROFIT (LESS)

                                              NORMAL PROFIT
  FUTURE MAINTANIABLE PROFIT (FMP)
3 TYPES OF CALCULATION FMP 1) SIMPLE  AVERAGE 

                                                             2) WEIGHTED AVERAGE 

                                                             3) TREND
          FMP                    = 
	BASIS OF CAPITAL EMPLOYED
	PROFIT TO BE

	1) Capital employed inclusive of debt
	Profit before interest and tax (or) Profit after tax (plus) interest 

	2) Exclusive of long term loan
	Profit after interest and tax

	3) Equity shareholders fund
	Profit after tax  (less)  Preference dividend  (less) Dividend distribution tax

	4) Equity share capital
	Profit after tax  (less)  Preference dividend  (less) Dividend distribution tax

	5) Exclusive of investment
	Excludes income  from investment in income

	6) Inclusive of investment
	Includes income from investment in income

	Any abnormal activity included in P&L A/C that should be eliminated. EXAMPLE Any profit or loss on sale of assets


Normal Profit = Actual Capital Employed * Normal Rate of Return                        
Actual Capital Employed can be;
I)   Average Capital (or)
II) Closing Capital (In case of Big problem it can be used)
Actual Capital Employed can be derived in two ways
	PARTICULARS
	LONG TERM FUND APPROACH
	SHAREHOLDERS FUND APPROACH

	Other Fixed Assets
Other tan Good Will 

(market value)
	         XXX
	         XXX

	Trade Investment
	         XXX
	          XXX

	Current Assets

(market value)
	         XXX
	          XXX

	Less
	       
	

	Current Liabilities
	         XXX
	          XXX

	Long term Liabilities
	       --------
	          XXX


A)The Alternative way of finding capital employed
  CE = Equity capital + Preference share capital +

           Reserves & surplus + Debt (LESS)

          Non-Trade investment (LESS) Miscellaneous Expenditure
B) If only liabilities given in question then other way of finding capital employed 

Actual capital employed:

I) If it is given return on capital employed then  

   CE = Equity capital + Preference share capital +

           Reserves & surplus + Debt 

II) If it is given return on equity then 

   CE = Equity capital + Reserves & surplus

III)If it is given return on equity capital

 CE = Equity share capital only

 2) VALUATION OF SHARES BY YIELD METHOD
         I) PV*DR/MR (It is used for minority of share)

                  (or)
       II) PV*ER/MR (It is used for majority of shares)
1) PV = Paid up value of shares
2) DR = Dividend rate
3) MR = Market rate 
4) ER =   Earnings rate 

HOW TO FIND OUT EARNING RATE = 

	PARTICULARS
	CALCULATION

	Opening Capital
	              XXX                   

	Add-Current Year Profit
	              XXX                

	Less-Dividend Paid          
	              XXX                 

	Closing Capital
	              XXX                   

	Average Capital
    opening  + closing                                        
                2

Earning Percentage
Current  Year Profit
    Average Capital
(OR) Earning Percentage
Current Year Profit
 Closing capital




3) FAIR VALUE METHOD = NET ASSET METHOD + YIELD METHOD
                                                                             2                                               

To Overcome the Difference between Net Asset Method and Yield Method Fair Value Method is used  .                       

