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Exercise 1
Investment ratio (Valuation ratio):
· Calculate the earnings per share (EPS) of Alexis plc for the year 2018.
· Calculate the P/E ratio of Alexis plc for the year 2018.
· Calculate the P/E ratio for Alexis plc for the year 2017. What do you deduce from the comparison of the changes (increases or declines) in the share price and P/E ratio? Can you provide some potential reasons of these changes?
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Activity 6.27

What do you deduce from the investment ratios set out above? Can you offer an explana-
tion why the share price has not fallen as much as it might have done, bearing in mind
the much poorer trading performance in 2018?

Although the EPS has fallen dramatically, and the dividend payment for 2018 seems very
imprudent, the share price has held up reasonably well (fallen from £2.50 to £1.50). Moreo-
ver, the dividend yield and P/E ratios have improved in 2018. This is an anomaly of these two
ratios, which stems from using a forward-looking value (the share price) in conjunction with
historic data (dividends and earnings). Share prices are based on investors’ assessments
of the business’s future. It seems that the ‘market’ was less happy with Alexis plc at the
end of 2018 than at the end of 2017. This is evidenced by the fact that the share price had
fallen by £1 a share. The decline in share price, however, was less dramatic than the decline
in profit for the year. This suggests that investors believe the business will perform better
in the future. Perhaps they feel confident that the large increase in assets and employee

numbers occurring in 2018 will yield future benefits; benefits that the business was not able
to generate in 2018.




