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DisclaimerDisclaimer
The information in this presentation is for 
educational purposes only.  The securities of 
companies referenced or featured in the seminar are for 
illustrative purposes only and are not to be considered 
endorsed or recommended for purchase or sale by 
BetterInvesting™ National Association of Investors 
Corporation (“BI”) or the OKI Chapter Board.  The views 
expressed are those of the instructor and do not 
necessarily represent those of BetterInvesting™, or 
OKI.  

Investors should conduct their own review and 
analysis of any company of interest before making an 
investment decision.
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ItIt’’s All Relatives All Relative

Definition of Relative Value

Definition of Projected Relative Value

Choosing a good time to buy or sell

Warnings and Watch Outs
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Many DefinitionsMany Definitions

Fund managers compare price/earnings, 
price/book, or price/sales with a 
benchmark and then make a decision.

Relative Strength is dividing the 
performance of one stock by the 
performance of an index or of another 
stock.
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P/E’s are part of RV 
Think about the company’s P/E

The Average P/E is a sort of signature P/E –
a measure of the normal enthusiasm that 
investors have for this company.
Stock prices are driven over the long term 
by earnings.
Deviations in P/E, not caused by earnings, 
will tend to seek its normal or signature 
level.
Historically, P/E’s have ranged from 6-25
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There are Many RV Definitions

SSG SECTION 3

Current P/E Ratio 
divided by the co’s 
historical 5-year 
average P/E Ratio

VALUE LINE

Basic P/E = price divided 
by last 6 mo earnings 
plus next 6 mo estimated 
earnings.

Relative P/E compares 
the P/E of a co with the 
median of estimated P/Es 
of all other co in VL 
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SSG Section 3
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Value Line
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How to Use Relative Value

Buy company whose 
RV is less than 110%

Use the whole SSG to 
make your decision.

Sell if RV is less than 
85%

Check financial news, 
the company web 
site, investor 
relations.
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Projected Relative ValueProjected Relative Value

Projected P/E Ratio 
divided by the 5 year 
average P/E Ratio

SSG uses the future 
earnings which YOU 
estimated at the 
bottom of page 1.

Don’t buy a co with 
Projected RV above 
100% 

Get suspicious if it’s 
below 80%.
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What does RV Mean?What does RV Mean?

If less than 100%, the stock would be 
undervalued.

We strive to purchase stocks whose 
current P/E is not much above the 
average or better yet is somewhat 
below it.
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Interest rates
Inflation
Competition
Industry Trends
Cyclical companies
Emerging companies
Irrational Market
Dividing an unrealistic current P/E by an equally 
unrealistic Average P/E gives a useless Relative Value

Cautions and Watch OutsCautions and Watch Outs
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Life cycle of the business
P/Es are higher when estimated growth 
rates are high
Growth rates decline as a company matures 

The business cycle of the economy
Average P/Es are highly correlated with 
inflation rates.

Two Cycles to Keep in MindTwo Cycles to Keep in Mind
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InflationInflation

Inflation is an investor’s worst enemy.

Multiples move opposite to interest 
rates and inflation.
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Red FlagsRed Flags

Disappointing Qtr Results
 Actual loss or not meet analysts expectations

Sales Growth
 Flattening?

Pretax Profit Margins
 Down for 2-3 quarters?

EPS growth
 Is growth rate for last 4 quarters above industry avg?


