Forecasting High and Low PEs

Some Rules of Thumb
[SSG, part 4]

High PE
Seldom should it be more than 20-25

Seldom should it be higher than historical average

Another option is to make it no more than 1% times fore-
cast EPS growth rate

The forecasted growth rate earnings per share [from SSG
graph, part 1] for the company on the graphic on the next
page was 18% annually. Therefore, using the 3 rules above
for forecasting high PE, the possible figures are

20—25 f[first rule]
36 [second rule: historical high average]
27 [that is, EPS growth rate of 18% * 1¥2 = 27]

The way to not get overly optimistic is to select the most con-
servative answer [ie, first rule, 20-25]
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[Red arrows and ovals above shows how Toolkit “defaults” the historical
high and low PEs into parts 4a and 4b, respectively. These figures should
not stand if unrealistically high, as in the case above.]

Low PE

Seldom should it be higher than the historical average.

Another option is to make it no more than the forecast EPS
growth rate. [Note: 18 in this case, from SSG, part 1]

Therefore, using the 2 rules above for forecasting low PE, the
possible figures are

21 [first rule—the historical figure]
18 [second rule—using the forecast EPS growth rate.

Again, select the lower figure, that is, 18.



