Financial Reporting BMBM5011
Investment Ratios
Answer
Tiger Ltd.
1. The ratios are as follows.
	Leopard Ltd
	2017
	2018

	EPS
	£1.00
	£0.80

	P/E ratio
	12.0
	18.1



Calculations.
1 a. Earnings per share (EPS):
EPS = Profits / Number of equity shares
2017:  £10m profits / 10m equity shares = £1.00
2018:  £12m profits / 15m equity shares = £0.80

1b. Price earnings ratio (P/E):
P/E = Current market price per equity share / Earnings per share
2017: £12.00 / £1.00 = 12.0
2018: £14.50 / £0.80 = 18.1

2. The following points are relevant.
EPS.
Although EPS is falling, this can partly be explained by the new shares issued. Profits have been increasing but from 2018 they are spread over a greater number of shares.
[bookmark: _GoBack]The Tiger Limited board may want to consider whether Leopard Limited are making the best use of the £5m additional share capital raised. 
P/E ratio.
The P/E ratio has increased significantly.  This increase generally means the market price is too high, or substantial future growth in EPS is expected.
If substantial future growth in EPS is expected, the additional capital of £5m raised may cause the markets to expect an increase in EPS as Leopard makes use of these extra funds.
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