PEG Ratio

Over the long-term, earnings, more than any other
fundamental,drive the price of the stock

Consequently, the price of the stock should rise at about
the same rate as earnings. If EPS rise at 15%, then the
price of the stock should rise at about the same rate.
This relationship helps us forecast the high PE in part
4A of the SSG [related info at TT # 20.]

As stated in TT # 20, one way to avoid an overly-liberal forecast for
high PE is to make it no more than 1% times the forecast growth
rate for earnings per share. This is called the P/E to earnings growth
rate ratio, or PEG.
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P/E: PrOJected Growth Rate [PEG Ratlo] Is a comparison of the PE with
the one-year forecast growth rate of the EPS. Less than 110% is desirable
[and rare.] Use as a comparative rather than an absolute figure.Example: If a
company’s PE is 21 and the forecast EPS growth rate is 14%, then

PEG= 21
—— =15=150%
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The higher the ratio, the less of a “bargain” it is, since future returns are less
from stocks that are already so over-valued. You can find a company’s PEG by
using the information in TT # 27, page 3.




