
EXAMPLE OF THE EARNINGS MULTIPLIER MODEL 

Bronze Ltd currently retains 80% of its earnings which are R5 a share this year. It earns a ROE 
of 20%. Assuming a required rate of return of 18%, how much would you pay for Bronze Ltd on 
the basis of the earning multiplier model? 
 

1. R5.80 
2. R40 
3. R50 
4. R58 
 

Step 1: Calculate the ଴ܲ ଵൗܧ ሺ݃ሻ ݁ݐܽݎ ݄ݐݓ݋ݎܩ . ൌ  ܴܴ ൈ ൌ                                   ܧܱܴ   0.80 ൈ  20%                                   ൌ 16%  ܲ
଴ ଵܧ ൌ ଵܦ ଵൗ݇ܧ െ ݃  ൌ 1 െ ܴܴ݇ െ ݃  ൙  

            ൌ 0.200.18 െ 0.16             ൌ 10 ൈ 

Step 2: Calculate the price of Bronze Ltd.    ଴ܲ     ൌ  ଴ܲ ଵൗܧ ൈ ଵ             ൌܧ  10 ൈ ܴ5.80             ൌ ܴ58 

ܦ൫ ݐݑ݋ݕܽ݌ ݀݊݁݀݅ݒ݅ܦ  :ࢋ࢘ࢋࢎࢃ  ൗܧ ൯ ൌ 1 െ ሺܴܴሻ    ൌ ݁ݐܽݎ ݊݋݅ݐ݊݁ݐܴ݁ 1 െ 0.80    ൌ 0.20 



ܦ  ൌ ܧ  ݁ݎ݄ܽݏ ݎ݁݌ ݏ݀݊݁݀݅ݒ݅݀ ൌ  ݁ݎ݄ܽݏ ݎ݁݌ ݏ݃݊݅݊ݎܽ݁

 .ݏ݀݊݁݀݅ݒ݅݀ ݏܽ ݐݑ݋ ݀݅ܽ݌         ݐݑ݋  ܾ݃݊݅݁ ݁ݎܽ ݐ݄ܽݐ ݏ݃݊݅݊ݎܽ݁ ݏ’݉ݎ݂݅ ݄݁ݐ ݂݋ ݁݃ܽݐ݊݁ܿݎ݁݌ ݄݁ݐ ݏ݅ ݐݑ݋ݕܽ݌ ݀݊݁݀݅ݒ݅ܦ :ܤܰ 
ଵܧ     ൌ ଴ሺ1ܧ  ൅ ݃ሻ          ൌ 5ሺ1.16ሻ          ൌ ܴ5.80 

 

Refer to Marx 2013: 154 


