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UNLEASH THE POWER OF SHAREMAESTRO 
 
For centuries pundits and analysts have argued about whether share 
prices are expensive or cheap. Traditional methods of valuing shares, 
such as dividend yields and price/earnings ratios, do not work because 
they ignore the current and prospective economic environment. They 
also do not scientifically value the future corporate growth prospects. 
ShareMaestro uniquely combines the use of selected corporate data with 
economic and market data to calculate the current real value of the 
FTSE100 or UK share. 
 
Now, at last, you have at your fingertips a proven, powerful system which 
measures the true value of UK shares according to the prevailing market 
factors. You can also measure the impact on UK share values of 
changes in one or more of these factors. 
 
ShareMaestro has separate modules covering: 
 

�  The FTSE100 share index, which incorporates the top 100 shares 
comprising nearly 80% of the value of the UK stock market. 

 
�  Individual UK shares. 

 
ShareMaestro is based on extensive research and has been developed 
using an exclusive, proprietary system for share valuation.  
 
ShareMaestro is extremely easy to use. For example, only 6 items of 
data are needed to produce a current intrinsic valuation of the FTSE100 
index. These items of data are all readily available from the national 
press, websites and other sources. 
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WHY SHAREMAESTRO IS AN ESSENTIAL TOOL FOR THE UK 
STOCK MARKET INVESTOR 
 
Short-term stock market performance is driven by two emotions – fear 
and greed. Share prices can be driven by greed to unjustifiable peaks. 
When the greed evaporates and is replaced by fear, the prices crash. 
These excess peaks and troughs present investment opportunities for the 
intelligent informed investor.  
 
Recent history shows the fear/greed syndrome at work: 
 

�  At the end of 1999 the FTSE100 was driven by greed and by 
dot.com fever up to nearly 7000. 

 
�  In the next three and a quarter years the FTSE100 lost more then 

half of its value to less than 3300. 
  
�  Whilst greed drove the FTSE100 to unsustainable heights, the 

subsequent fear, which took over when the bubble burst, drove the 
index too low.  

 
Although the City employs many very bright fund managers and analysts, 
who use complex quantitative techniques, the herd instinct ensures that 
greed and fear still prevail. Also, as has been well documented in the 
press and highlighted by the City regulators, many analysts at investment 
banks have been influenced in their share recommendations by their 
banks’ desire to win or preserve fee revenue from corporate clients. In 
short their share recommendations have become tainted and unreliable. 
At least two major investment banks have suffered £ multi-million fines 
from the regulators for giving buy tips on shares which they knew were 
already overpriced.  
 
Most fund managers fail to match the performance of their relevant 
benchmark index, let alone beat it. This explains the increasing popularity 
of index tracker funds. 
 
ShareMaestro provides an easy, independent and unbiased system for 
you to value UK shares. 
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THE SHAREMAESTRO TRACK RECORD 
 
Updated information on the ShareMaestro track record will be available 
from the website at www.sharemaestro.co.uk. 
 
It is important to note that ShareMaestro produces an intrinsic valuation 
based on the prevailing market factors. As these market factors change, 
so will the ShareMaestro valuation. When share/index values are driven 
to extremes by greed or fear, the ShareMaestro what-if functionality can 
be used to show that any feasible change to the market factors could not 
justify the current market values. This was the case, for example, at the 
end of 1999, the peak of the dot.com bubble. 
 
Section 11 below, entitled “What-if scenarios”, shows how ShareMaestro 
can be used to calculate the changes in valuations which would result 
from changes to the input market factors. If no feasible changes in 
market factors, when input into ShareMaestro, can justify the current 
market valuation, the associated buy or sell signal is correspondingly 
reinforced. 
 
 
PROJECTED INVESTMENT RETURNS 
 
In addition to producing current intrinsic valuations for the FTSE100 or for 
individual UK shares, based upon the current market factors, 
ShareMaestro provides information on the projected investment returns 
which these valuations would produce over the assumed 5-year 
investment period: 
 

�  Absolute % growth in the investment value over the period, 
including reinvested dividends taxed at the basic rate of tax. 

 
�  Compound annual % growth in the investment value, including 

reinvested dividends taxed at the basic rate of tax. 
 
�  Compound annual % growth in the investment value, including 

reinvested dividends taxed at the higher rate of tax (40%). 
 
�  Projected value of the index/individual share at the end of the 

period. 
 

http://www.sharemaestro.co.uk/
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�  Projected compound annual % growth in the value of the 
index/individual share over the period. 

 
The above projected growth rates and values are not inflation-adjusted. 
They also do not include any deductions for capital gains tax since either 
no or low-rate CGT may be payable, depending on individual 
circumstances. 
 
These projected growth rates and values can be used to compare with 
the projected returns from alternative investments. ShareMaestro uses a 
5-year investment period, as this has been proven to be a reliable base 
for the market’s investment horizon. However it is important to stress that 
the intrinsic valuations produced by ShareMaestro are measurements of 
the current value of the shares/FTSE100. It is not necessary to hold the 
shares/FTSE100 for 5 years. 
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SHAREMAESTRO TERMS AND CONDITIONS 
 
The ShareMaestro system prompts you to accept these terms and 
conditions before you can use ShareMaestro: 
 
You should read this ShareMaestro User Manual fully before using 
ShareMaestro. An updated User Manual will also be included with future 
versions of ShareMaestro. 
 
ShareMaestro is designed for use by individuals who understand the 
concepts and terminology of investment in equities and stock markets.  
The ShareMaestro license entitles you only to personal use of the 
ShareMaestro system. The ShareMaestro system is protected by 
copyright and any publication, copying or distribution of all or part of the 
ShareMaestro system, including without limit ShareMaestro valuations 
and the User Manual, requires the prior written approval of ShareMaestro 
Limited.  
 
ShareMaestro is designed to provide intrinsic valuations and other 
related information only for the FTSE100 index or for the ordinary shares 
of UK companies within the FTSE All-Share Index, excluding Investment 
Companies and Investment Trusts. The individual shares must be priced 
in the UK stock market in the £ Sterling currency and have paid a 
dividend for each of the last 5 years prior to the date of the ShareMaestro 
valuation. The dividend yield quoted in the Financial Times for the 
individual share at the date of the share price on which the ShareMaestro 
valuation is based must be at least 1%. ShareMaestro is not suitable for 
AIM shares nor for collective investments such as unit trusts, investment 
trusts and OEICs. 
 
ShareMaestro has been developed to cover positive UK inflation rates 
(using the Retail Price Index) of up to 10.5% p.a. ShareMaestro should 
not be used when the actual or projected inflation rates fall outside this 
range. The projected investment growth figures (1 and 2) produced by 
ShareMaestro are based on the UK personal basic and higher income 
tax rates respectively. These projected growth figures exclude share 
dealing costs and any capital gains tax or other taxes payable. The 
current intrinsic valuation of the FTSE100 or individual share is based on 
a 5-year investment period. ShareMaestro also provides projected 
market prices of the FTSE100 or individual share at the end of the 5-year  
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investment period, according to the variable values which have been 
input for the valuation.   
 
Investment in stock markets involves risk. Past performance is not 
necessarily a guide to future performance. Stock markets are volatile and 
can be driven to extremes by fear and greed. ShareMaestro valuations 
are dependent on the variable data which you input – both actual market 
data and the judgement-based factors which you choose, including 
default values where applicable. The ShareMaestro valuations will 
change according to changes in the input values, including, for example, 
changes in the market conditions and changes in the assumptions about 
the prospects of dividend growth for the FTSE100 and for individual 
companies. The ShareMaestro valuations do not constitute any form of 
investment advice from ShareMaestro Limited. Your specific needs, 
investment objectives and financial situation need to be taken into 
account before making investment decisions. You are strongly 
recommended to consult a qualified financial planner or investment 
advisor before acting on any information provided by ShareMaestro. 
 
ShareMaestro Limited., and its employees, agents and authorised 
representatives exclude all liability for any loss or damage, including 
indirect, special or consequential loss or damage, arising from the use of 
ShareMaestro or from any information produced by ShareMaestro, 
whether or not caused by any negligent act or omission.  
 
By providing links to other websites via the ShareMaestro User Manual or 
via the ShareMaestro website, ShareMaestro Limited does not approve, 
guarantee or endorse the content or products of these websites.  
 
The terms and conditions of this agreement will be construed in 
accordance with English law and will be subject to the exclusive 
jurisdiction of the English courts. 
 
We may revise these terms and conditions as we develop our services. 
You may view our current terms and conditions at our website 
www.sharemaestro.co.uk. 
 
  
 

http://www.sharemaestro.co.uk/
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GETTING STARTED 

ACTIVATING SHAREMAESTRO 
 

·  Click on ShareMaestro System – accessed by clicking on Start/All 
Programs and then, either 

·  Select the “ShareMaestro Check Activation” option and click on the 
“Unlock via the telephone or email” button,  OR 

·  Select the “ShareMaestro Licence Manager” option and click on the 
“Phone/Email License” icon. Please note that the “Internet Activate” 
and “Internet Deactivate” icons are not currently applicable. 

 
You will be presented with the following screen. 

 

 
 
You should now email to technicalsupport@sharemaestro.co.uk. the following 
information: 
 

·  The License Number we sent to you in response to your order and; 
·  The Installation ID (see above) which you obtained on successful 

installation of the ShareMaestro software. 
 
 
 

mailto:technicalsupport@sharemaestro.co.uk
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We will email to you by return a 16 digit Unlocking Key. Just copy the key 
from our email and paste the digits into the Unlocking Key dialog box 
(see green box below) and click the “Install License” button. 

 
 
NOTE:  You will be notified if you enter an invalid Unlocking Key and the 
Installation ID will immediately change afterwards. 

 

 
 
 
You should activate the system within 30 days of installation. 
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USING SHAREMAESTRO 

 
Click on the “ShareMaestro System” option under “Start/All 
Programs/ShareMaestro System”; you will be presented with the 
following screen: 
 
 

 
 
 
 
To use ShareMaestro you must read all the Terms and Conditions (use 
the scroll bar on the right to see all the text ) and click on the “I Accept 
the ShareMaestro Terms and Conditions” button. When you have done 
this, the “Share Valuation” and “FTSE100 Valuation” boxes become 
active. Click on the relevant box according to the type of valuation which 
you want to undertake.   
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Click on the “FTSE100 Valuation” box and you will be presented with the 
following screen: 
 
 

 
 
 
 
 
 
             
              
 
 
 
       
 
 

Files of previous 
valuations  

Click this box to do 
a new valuation 

The fields in 
this column are 
for input data 

The fields in 
this column 
display results 

Click on the “i” buttons to 
display information about 
each field for input data 
and for results 
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INPUTTING DATA 

 
You can create a new valuation. You can also edit an existing valuation 
and recalculate to get a revised valuation. 
 
Click on the “i” buttons for each field to get information about the 
definition and source for each data field. The displayed “i” box for each 
input field also provides information about the acceptable value ranges 
for each input item. If you input values outside these ranges, an error 
message will be displayed. 
 
CREATING A NEW VALUATION FOR THE FTSE100 

 
·  Click on the “New Valuation” button. This activates the input 

screen and populates the “Risk Premium %” and “Real Dividend 
Growth Rate % p.a.” input fields with the default input values. 
These default values can be overridden (see below). 

·  The input fields should be completed in sequence. 
·  If you use the default input values for the Risk Premium and 

Real Dividend Growth Rate, you only need to input six data 
items to produce a FTSE100 valuation. These six data items are 
available from readily accessible sources (see below). 
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INPUT FIELDS IN ORDER OF INPUT 

 
Input Field Label Source/Description 
FTSE100 ID Your choice of file name for the valuation. 
FTSE100 
Description 

Any information which you wish to attach to the valuation – up 
to 35 characters. This field must be completed to save your 
valuation. 

Valuation Date The date of the data on which the valuation is based 
Current FTSE100 
price 

The current FTSE100 price is available from the Financial 
Times and other broadsheets. Also available from websites 
such as http://markets.ft.com/ft/markets/researchArchive.asp.  
Select the Equities category and the FTSE Actuaries Indices –
UK series report for the relevant date.  - see Web Sources  
below 

Current Net 
Dividend % Yield 

Annual % pa effective dividend yield on the FTSE100 index, 
net of basic rate tax. Dividend yields are normally quoted, net 
of basic rate tax, in the FT or the financial pages of any 
broadsheets. The Current Net Dividend % Yield on the 
FTSE100 is available from the Financial Times newspaper 
and from http://markets.ft.com/ft/markets/researchArchive.asp 

Redemption Yield 
% p.a. 5-yr Gilts 
(For Inflation) 

See section below on Using Bank of England market-implied 
inflation rates. 

Current Inflation % See section below on Using Bank of England market-implied 
inflation rates. 

Redemption Yield 
% p.a. 5-yr Index-
Linked Gilts. At 0% 
Inflation 

See section below on Using Bank of England market-implied 
inflation rates. 

Redemption Yield 
% p.a. 5-yr Index-
Linked Gilts. At 5% 
Inflation 

See section below on Using Bank of England market-implied 
inflation rates. 

Risk Premium % The Risk Premium compensates for the greater risk of holding 
equities than gilts. ShareMaestro uses the Risk Premium to 
reduce the valuation of the FTSE100 or individual share.  The 
valuation, pre Risk Premium, is multiplied by a fraction, of 
which 100% is the numerator and (100% + Risk Premium) is 
the denominator. The premium will be higher for individual 
shares than the default 10% for the FTSE100, where there is 
less risk through the diversification of holding many shares. 
For the FTSE100 the default risk premium of 10% has been 
based on past experience. This can be overridden if you 
believe that a different figure is more appropriate for a specific 
period (e.g. increase it during times of extreme uncertainty). 
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Real Dividend 
Growth Rate % p.a. 

The Real Dividend Growth Rate % p.a. is the underlying 
annual dividend growth rate excluding inflation. In recent 
years this has averaged around 2% p.a. for the FTSE100. In 
recent years this has averaged around 2% p.a. for the 
FTSE100 but is unlikely to average as much as that for the 
foreseeable future, given the likely depth and duration of the 
recession. You should enter your chosen value. On 21 March 
2009, the Daily Telegraph said that UK dividends were 
forecast to be cut by 30% in the coming year. By October 
2009, the reduction in dividends, which had already occurred, 
implied a compound negative real growth rate of 2.4% p.a. for 
the next 5 years. assuming that they grow by 2% p.a. real, 
following the 30% fall. 

Redemption Yield 
% p.a. 5-yr Gilts 
(For Interest Rates) 

Gross pre-tax redemption yield on non-index-linked gilts 
redeemable in 5 years. Listed in the Financial times under 
FTSE UK GILTS INDICES-Yield Indices- 5 years. Also 
available from:  
http://markets.ft.com/ft/markets/researchArchive.asp.  Select 
the Bonds and Rates category and the FTSE UK Gilts Indices 
report.  
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WEB SOURCES 

 

Current FTSE100 price and Current FTSE100 Net Divid end % Yield 

 
These are available from http://markets.ft.com/ft/markets/researchArchive.asp      
Information is available free but you may have to register with ft.com. 
Select the Equities category and the FTSE Actuaries Share Indices – UK 
series report. This link will provide a list of the PDF files for the most 
recent dates. Click on the most recent date and the following type of file 
will be downloaded. This is the same information which appears in the 
Financial Times newspaper. 
 

 
 
 
 
 
 

FTSE100 Price 
FTSE100 Net 
Dividend % Yield 
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Redemption Yield % p.a. 5-yr Gilts 

 
This is available from: http://markets.ft.com/ft/markets/researchArchive.asp (see 
above). Select the Bonds and Rates category and the FTSE UK Gilts 
Indices report. 
 
Click on the relevant date to download the PDF which will be in this 
format (same information as in Financial Times paper): 
 

 
 
 
 
 
 
 
 
 
 
 

Redemption Yield 
% p.a. 5-yr Gilts 
(e.g. 4.74% for Aug 2) 
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Using Bank of England market-implied inflation rate s. 

 
ShareMaestro uses inflation forecasts amongst other factors to produce 
valuations. The ShareMaestro input fields can be used to produce 
inflation forecasts from published Bank of England data on the future 
inflation rates implied by the market. 
 
The Bank of England data can be found at: 
 
www.bankofengland.co.uk/statistics/yieldcurve/index.htm 
 

1. Click on the spreadsheet entitled “implied inflation (government 
liability)” to download the data. 

2. Click on the “2. fwd curve” tab. 
3. Read across to the column headed “5.00”. Read down to find the 

figure for the appropriate date (e.g. the figure for 25 September 08 
is 3.34). This is the market-implied inflation rate in 5 years time. In 
the unlikely event that this figure is negative, the market is 
predicting deflation in 5 years time and you cannot use 
ShareMaestro to perform FTSE100 or share valuations (see our 
Terms and Conditions). 

4. Click on the “4. spot curve” tab. 
5. Read across to the column headed “5.00”. Read down to find the 

figure for the appropriate date (e.g. the figure for 25 September 08 
is 2.63). This is the market-implied average inflation rate over the 
next 5 years. 

6. Round both figures to one decimal place. 
7. When undertaking a standard ShareMaestro valuation (i.e. not a 

what-if scenario to assess the impact of different inflation rates), 
along with the other data enter : 

 
a) The rounded figure from step 5 (average inflation rate) in the 

ShareMaestro “Redemption Yield % p.a. 5-yr Gilts (For Inflation)” 
input field: 2.6 in this example. Do not also enter this figure in 
the ShareMaestro “Redemption Yield % p.a. 5-yr Gilts  (For 
Interest Rates)” input field. The source data for t his input field 
is given in the previous section. 

 
b) Double the average inflation rate from step 5 and deduct the 

rounded end-period inflation rate from step 3: e.g. (2 x 2.6) – 3.3 = 
1.9. Enter this figure (1.9 in this example) in the ShareMaestro 
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“Current Inflation %” field. On rare occasions this figure will be 
zero or negative. If so, go to step 9 below, as you cannot enter 
a zero or negative number in the “Current Inflation % ” field. 

 
c) Enter 0 in the next two  ShareMaestro input fields – “Real 

Redemption Yield % p.a. 5-yr Index-Linked Gilts” at 0% and 5% 
Inflation. 

 
8. After running the ShareMaestro valuation, check that the rounded 

value from step 5 appears in the results field “Implied Average 
Inflation for Period %” and that the rounded value from step 3 
appears in the results field “Implied End-Period Inflation %”. 

 
9. If the calculation from step 7b) above results i n a negative 

value: 
 
This was the case, for example, on 24th October 2008, when the 
forecast average inflation for the 5-year period was 1.3, but the 
forecast end-period inflation was 2.8. (2x1.3) – 2.8 = -0.2, a 
negative value. In this situation: 

 
 

a) Enter 1.0 in both the “Current Inflation %” field and 1.0 in the 
ShareMaestro “Redemption Yield % p.a. 5-yr Gilts (For 
Inflation)” input field. Do not also enter 1.0 in the 
ShareMaestro “Redemption Yield % p.a. 5-yr Gilts (For 
Interest Rates)” input field. The source data for this input field 
is given in section 8.2.1 of the User Manual. 

 
b) Deduct 1.0 from the rounded forecast end-period inflation and 

halve the resulting number. In this example 2.8 – 1.0 = 1.8. 
Half of 1.8 = 0.9 . 

 
c) Reverse the sign of the figure from step 9b.) So, in this 

example, 0.9 becomes -0.9 (i.e. negative) Enter this figure in 
each of the two ShareMaestro input fields – “Real 
Redemption Yield % p.a. 5-yr Index-Linked Gilts” at 0% and 
5% Inflation. If the figure from step 9b) were negative, you 
would reverse the sign and enter a positive value in step 9c).  
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d) After running the ShareMaestro valuation, check that forecast 
end-period inflation figure (2.8 in this example) appears in the 
results field “Implied End-Period Inflation %”. If not recheck 
your figures and recalculate. 

 
e)  The figure which appears in the results field “Implied 

Average Inflation for Period %” should be different from the 
rounded value for average inflation from step 5 above. In this 
example the results table shows a value of 1.9 compared with 
a value of 1.3 from step 5 i.e. 0.6 higher. As this inflation 
value is used in conjunction with your chosen value for Real 
Dividend Growth Rate to calculate the actual dividend growth 
rate, you should adjust the Real Dividend Growth Rate % p.a. 
input value by the difference between these two figures. So, 
in this example, if your chosen input value for Real Dividend 
Growth Rate is 0%, you should reduce this by 0.6% to give 
an input value of -0.6% (i.e. negative). 
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·  After all data fields have been input, the “Calculate” box on the 
valuation screen will become activated. Here is an example, using 
data for 5th October 2007: 

 
 
 

 
 
 
 
 
 
 
 
 
 

 
 
 
 
 

Click on this button to 
calculate the FTSE100 
valuation 
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·  Click on the “Calculate” button and the valuation results will be 
displayed: 

 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

Click to exit without 
saving valuation 

Click to save the valuation 
under your choice of file 
name 
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RESULTS FIELDS IN ORDER OF DISPLAY 
 
 
 
Results Field Label Description 
Current Net Dividend The value of the current effective annual 

dividend for the FTSE100, including declared 
dividends but excluding forecast dividends. 
Calculated from the input values of the 
Current FTSE100 Price and the Current Net 
Dividend % Yield for the FTSE100.  

5-yr Index-linked Gilts. Average Real 
Redemption Yield % pa. 

Using the Bank of England inflation 
forecasts, this value is an interim value in 
calculating the inflation forecasts and no 
longer equates to the average real 
redemption yield on 5-yr Index-Linked Gilts. 

Implied Average Inflation for Period Implied average inflation (RPI) over the 
period. Do not use the ShareMaestro 
valuation if the calculated inflation rate is 
less than .1% and more than 10.50% p.a., 
as this is outside the range covered by 
ShareMaestro. 

Implied End Period Inflation % The projected inflation rate (RPI) at the end 
of the 5-year investment period. Do not use 
the ShareMaestro valuation if this rate is 
outside the range of +.1% and +10.50% 
p.a. (see above).  

Actual Dividend Growth Rate % pa Projected actual annual compound dividend 
growth rate over the period, derived from the 
input real % pa compound dividend growth 
rate over the period and the projected 
compound annual inflation rate over the 
period. 

Projected Growth for Period % (1) Projected absolute growth in investment 
value over the period, including reinvested 
dividends, taxed at the basic UK dividend tax 
rate. Not adjusted for inflation. Dividends are 
declared and paid by UK companies net of 
this basic rate tax. Excludes any CGT. 

Projected Annual Growth % (1) Compound annual % growth in investment 
value, on the same basis as the Projected 
Growth for Period % (1). If the calculated 
value is zero (e.g. 0.00), it is likely that the 
calculation is outside the range of the 
compound interest function and the zero 
value should be ignored. 
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Projected Annual Growth % (2) Compound annual % growth in investment 

value, assuming reinvested dividends, taxed 
at the higher rate of tax (40%). Not adjusted 
for inflation. Excludes any CGT. If the 
calculated value is zero (e.g. 0.00), it is likely 
that the calculation is outside the range of 
the compound interest function and the zero 
value should be ignored. 

Projected End-Period FTSE100 
Value 

Projected price of the FTSE100 at the end of 
the 5-year investment period, based on the 
input values. 

Projected FTSE100 Annual Growth % Projected annual compound % growth in the 
price of the FTSE100 over the 5-year 
investment period, not adjusted for inflation. 
If the calculated value is zero (e.g. 0.00), 
unless the projected end-period FTSE100 
value is virtually identical to the current 
FTSE100 price,  it is likely that the 
calculation is outside the range of the 
compound interest function and the zero 
value should be ignored. 

Value As % Current Price The current intrinsic ShareMaestro valuation 
of the FTSE100, expressed as % of its 
current price. A figure above 100% indicates 
that, according to the ShareMaestro 
valuation from the input values and default 
values (where applicable), the current market 
price undervalues the FTSE100. 
Correspondingly, a figure lower than 100% 
indicates that, according to the 
ShareMaestro valuation from the input 
values, the current market price overvalues 
the FTSE100. 

Current FTSE100 Intrinsic Value The intrinsic valuation of the FTSE100 at the 
date of the input values, as calculated by 
ShareMaestro according to the input values 
and default values (where applicable). 
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·  To save the valuation under the same file name as the ID which 

you selected as the first input value, click on the “Save” box, and 
click on “OK” when the “Save as” box appears. You must ensure 
that there is at least one character entered in the FTSE100 
Description field or you will lose the valuation. 

·  The file name will then appear in the list of valuation files to the left 
of the valuation screen. The valuation screen input and results 
values will be cleared. 

·  If you click on a saved file name, the following screen format will 
appear : 

 

  
 
 
 
 
 
 
 
 

Click to print a copy 
of the valuation or 
save it outside 
ShareMaestro 

Shows the date 
when the valuation 
was created 

Click to 
delete file 
entirely 

Click to edit valuation. 
Toggles to “Save”, ready 
for saving revised valuation 
after recalculation 
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·  If you want to test the effect of changing one or more of the input 

values of the saved file: 
 

o Click on the “Edit” box, which will then toggle to “Save” 
o Amend the relevant input fields 
o Click on the “Calculate” box to view the revised valuation 

resulting from the changes input values 
 

·  When you have the revised valuation, you can: 
 

o Save it under the original file name, thereby overriding the 
original valuation 

o Save it under a new file name, thereby keeping the original 
file/valuation 

o Discard it by clicking on “New Valuation” or “Close”. By 
clicking on “Close” you will exit the FTSE100 Valuation 
Screen and return to the ShareMaestro home screen. 

 
·  By clicking on the “Valuation Report” box and selecting the printer 

icon, you can print a copy of the valuation. You must have a printer 
configured to print in A4 size. By selecting the export icon, you can 
save the valuation elsewhere on your computer (e.g. under My 
Documents). 
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USING THE SHAREMAESTRO SHARE VALUATION SYSTEM 
 
To use the ShareMaestro Share Valuation system, click on the “Share 
Valuation” box of the ShareMaestro home screen. 
 
ShareMaestro is suitable for valuing the shares only of UK companies 
which have paid out £ dividends for the last 5 years and have a minimum 
current net dividend yield (the annual dividend expressed as a % of the 
share price) of at least 1%. Valuing individual shares involves more 
judgement than valuing indices such as FTSE100. 
 
Using the ShareMaestro Share Valuation System is very similar to using 
the ShareMaestro FTSE100 Valuation System. The basic functionality of 
the two systems is the same. See the above section for details: USING 
THE FTSE100 VALUATION SYSTEM.  The Results fields of the two 
systems are identical except that “Share” is substituted for “FTSE100” 
where appropriate. 
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DIFFERENCES BETWEEN INPUT FIELDS OF THE SHARE AND F TSE100 
VALUATION SYSTEMS 

 
The differences in the input fields of the Share Valuation System from the 
FTSE100 Valuation System are: 
 

�  “Current Share Price ” replaces “Current FTSE100 Price ”. 
�  “Current Net Dividend % Yield ” refers to the Yield on the Share 

rather than on the FTSE100. The FTSE100 Net Dividend % Yield is 
still required. This is now labelled “Current FTSE100 Net Dividend 
% Yield ” to distinguish it from the share dividend yield. The sources 
for the Current Share Price and the Current Net Dividend % Yield 
for the Share are shown below under Share Valuation 
Information Sources.  

�  An extra input field is required: “Current Net Dividend Yield For 
Sector” . This information is available from the Financial Times.  
Each share is listed in an industrial sector classification by the 
Financial Times, e.g. Banks or Chemicals. The current average net 
% dividend yield for each industrial sector is published under 
“FTSE Actuaries Industry Sectors” heading. See below under 
Share Valuation Information Sources .  

�  There are no pre-populated values for Risk Premium % and Real 
Dividend Growth Rate % p.a.  You must determine these values 
through your own research and judgement on the target share 
unless you are using the default valuation method, which is 
described in the final section. See below and also the penultimate 
section. 

 

Risk Premium % 

 
The Risk Premium for an individual share will be higher than for an index, 
because of the lack of diversification and the increased exposure to 
unpredictable and potentially damaging events. 
 
Even a blue-chip stock will have a Risk Premium of at least 15%. On 
more speculative shares the risk premium could be as high as 50%. 
Unless you are using the default valuation method, which is described in 
the final section, you have to exercise your own judgement in determining 
the Risk Premium to assign to an individual share at any point in time. 
This is not an exact science. Some factors to take into account are the: 
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�  track record on dividend payments 
�  exposure to political risks 
�  exposure to competitive risks 
�  recent record on profits and earnings 
�  threats and opportunities for the future 
�  quality of the company’s management  
�  volatility of the share price (e.g. look at the highest and lowest 

price for the year to date, as listed in the quality newspapers). 
 
Essentially the Risk Premium is a measure of your confidence in both the 
real dividend growth rate and the current net dividend yield for the sector 
(as adjusted if required - see above) which you have input. The higher 
the Risk Premium, the lower will be the ShareMaestro current share 
valuation. The Risk Premium calculation is explained above under the 
Risk Premium section of Input fields in order of input under USING 
THE FTSE100 VALUATION SYSTEM . For example a Risk Premium of 
30% will produce a share valuation which is 11.5 % lower than a Risk 
Premium of 15%. 
 
Generally there is more chance of a small, young company going out of 
business (and losing all your investment) than of a long-established 
FTSE100 company. So the Risk Premiums for young, small, growing 
companies tend to be higher. However the reward prospects of young, 
successful, growing companies can also be higher; the risk premium 
should not be set so high as to make any investment appear foolhardy, 
whatever the prospects of the company. 
 
 

Real Dividend Growth Rate % p.a 

 
Real dividend growth prospects are much harder to forecast for individual 
companies than for overall indices. 
  
Taking into account the average inflation rate over the period, which has 
been calculated by ShareMaestro from the input data, you should input 
what you judge to be the most likely real compound % p.a. dividend 
growth for the target share. The real growth is the actual growth less the 
effect of inflation. This real growth figure can be positive or negative. For 
example, if average inflation for the period has been calculated at 2.5% 
p.a. and you believe that the dividend of the individual share will increase 
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on average by 6 % p.a., you should input a Real Dividend Growth Rate % 
p.a. of 3.5% (6 less 2.5). On the other hand, if you believe that the actual 
dividend growth will only average 1% p.a., input a Real Dividend Growth 
Rate % p.a. of –1.5% (1.0 less 2.5). 
 
For individual UK companies the recent dividend history and broker 
forecasts for dividend growth are available from websites such as 
www.digitallook.com . Brokers generally do not agree on corporate 
prospects and so you need to use your own judgement, using your 
knowledge and research. Publications such as the Investors Chronicle, 
Shares Magazine and the Financial Times, provide comment on the 
results and prospects of UK companies. These comments provide 
context to the dry accounting figures. 
 

The Current Net Dividend Yield for Sector 

 
If you believe that the % dividend yield on the share, which you are 
valuing, will deviate by the end of the investment period from the average 
sector yield, you should adjust accordingly the current sector yield which 
you input. For example, if the current sector yield is 4% and you believe 
that the yield on the target share will be 25% higher than the sector 
average by the end of the period, you should input 5% (4 plus 25% of 4) 
as the current sector yield. You should also adjust the current sector 
dividend yield if you believe that the current ratio of the sector dividend 
yield to FTSE100 dividend yield will change by the end of the investment 
period. For example if the current FTSE dividend yield is 3% and you 
believe that the sector yield will be 50% higher than the future FTSE yield 
at the end of the investment period, you should input the current sector 
yield as 4.5%.  
 

SHARE VALUATION INFORMATION SOURCES 

 

Current Share Price and the Current Net Dividend % Yield 

 
The current share price is available from www.digitallook.com and from 
other sources mentioned in the penutlimate section.  This information is 
available from most broadsheets. The Current Net Dividend % Yield, as 
published by the FT, can also be calculated by establishing from these 
sources the total net dividends paid or declared over the last year, 



                                              �����������	
����
���
��


 Page:   32  

�� 


including any changes to interim dividends since the last final dividend 
was paid. Exclude any special dividends and convert currency to £ 
Sterling at the current exchange rate. Calculate these total net dividends 
as a % of the current price to determine the Current Net Dividend % 
Yield. Most research sites exclude any changes to interim dividends and 
so their calculated dividend yields may vary slightly from the FT method.  

Current Net Dividend Yield For Sector 

 
The current net dividend yield for each industrial sector can be found via 
http://markets.ft.com/ft/markets/researchArchive.asp. and clicking on the relevant 
date (normally the most recent) to download the PDF file. This 
information is also available under “FTSE Actuaries Share Indices” in the 
Financial Times paper, where the industrial sector in which each share is 
listed can be found.  
 

 
 
 
 
 
 

The current net dividend yield % 
for each industrial sector is 
shown in this column. 

e.g. the current net dividend yield % 
for the Oil & Gas Producers sector 
on this date is 2.93% 
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GOLDEN RULES FOR INVESTING IN UK COMPANY SHARES 
 
When investing in individual companies, there is no substitute for doing 
as much research as you can. ShareMaestro will help you convert the 
results of your research into a company share valuation, taking account 
of current market factors and your judgements. 
 
There are some other golden rules for investing in individual UK company 
shares: 
 

1. Always undertake a ShareMaestro FTSE100 valuation f irst.  If 
the market looks highly overvalued, most UK share prices will get 
dragged down by any subsequent crash. Similarly, if the market 
looks highly undervalued, most well-run, established companies 
will see their share price benefit from any subsequent boom in the 
FTSE100 price. 

 
2. Do not put all your eggs in one basket. The risk premium on the 

FTSE100 is lower than for individual shares because the number 
of shares involved spreads the risk. Spread your own risk by 
building a portfolio of at least 15 shares, with roughly equal 
weighting. 

 
3. Review the progress of each share and perform pe riodic 

valuations. Review events and information objectively. If company 
prospects are poor, it is often better to recognise a bad purchase 
decision and cut your losses rather than to let further losses 
accumulate in the hope of an eventual recovery. One of the most 
common ways in which private investors lose money is to hold on 
to poorly performing shares in the hope that there will, at some 
stage, be a recovery back to the original price which they paid. 

 
4. Only invest in the stock market money which you do not need 

for day-to-day living expenses. Investing in the stock market 
involves risk. Although ShareMaestro helps mitigate the risks, it 
cannot eliminate them.  
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WHAT-IF SCENARIOS 
 
ShareMaestro produces current valuations for the FTSE100 and for 
individual shares based on the prevailing market factors and 
assumptions. The valuations will change according to any changes in the 
market factors and assumptions. With ShareMaestro you can evaluate 
the effect of any changes in these variables on the valuations. These 
evaluations are known as what-if scenarios. You can model the valuation 
impact either of changing one variable in isolation or of changing a 
combination of the variables. 
 
The ability of ShareMaestro to produce what-if scenarios is a very 
powerful feature. This enables you to assess how much a valuation could 
change according to different market conditions and assumptions. What 
would it take to turn a buy signal (when the current ShareMaestro value 
exceeds the current price) to a sell signal (when the current 
ShareMaestro value is less than the current price) – and vice versa? 
 
When the FTSE100 stood at nearly 7000, it was virtually impossible to 
produce any feasible set of market factors and assumptions which could 
turn the sell signal into a buy signal. So what-if analysis confirmed the 
sell signal as a very strong sell signal. Subsequent events proved the 
strong sell signal to be absolutely correct – the FTSE100 lost over 50% of 
its value over the next 40 months. 
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VARIABLES WHICH AFFECT SHAREMAESTRO VALUATIONS 

 
Given the current FTSE100/share price and dividend yield, there are only 
4 variables in ShareMaestro which can affect the FTSE100 valuation: 
 

�  Interest Rates (Redemption Yield % p.a. 5-year gilts) 
�  Inflation 
�  Real Dividend Growth Rate % p.a. 
�  Risk Premium 

 
For the Share Valuation System only, there is an additional variable in 
ShareMaestro which affects the share valuation: 
 
�  Current net dividend yield % for the sector. 
 
The use of what-if scenarios for each of these variables is covered below. 
In all these cases it is assumed that you have completed a full initial 
valuation for the FTSE100 or individual share and wish to assess the 
impact on this valuation of changes in the above variables.  
 

ASSESSING THE IMPACT ON A VALUATION OF CHANGING ONE  OR MORE 
VARIABLES 

 
To assess the impact of changing one or more variables in your base 
valuation, click on the relevant valuation file in the file section of 
ShareMaestro, click on “Edit”, enter your revised value(s) in the relevant 
input field(s), and then click on “Calculate” to view the revised valuation.   
 

Interest Rates (Redemption Yield % p.a. 5-yr Gilts)  

 
Share valuations fall as interest rates rise (and vice versa), because it 
becomes relatively more attractive to hold cash or interest-bearing 
securities such as gilts. Hence stock markets often fall as interest rates 
start to increase. Gilts have been chosen for the interest rate input, as 
they are government-backed securities on which there is virtually no risk 
of default. The 5-year gilt has been chosen because ShareMaestro 
produces valuations based on a 5-year investment period. Experience 
has shown that this is a reliable period for producing FTSE100 and UK 
share valuations.   
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To change the interest rate assumption from your base valuation, enter 
your chosen rate in the “Redemption Yield % p.a. 5-yr Gilts (For 
Interest Rates)” input field. Do not enter your changed rate in the 
Redemption Yield % p.a. 5-yr Gilts (For Inflation ) input field, as this 
field is used by ShareMaestro only to produce infla tion rate 
projections - average period and end-period - which  will change if a 
different figure is entered (see Inflation Rates below).  
 

Inflation Rates 

 
There is some correlation between interest rates and inflation rates. It 
would therefore be inconsistent to undertake a significant what-if change 
on interest rates without making some change to the inflation rate 
assumption. However in recent years (certainly when compared with the 
1970s) inflation has been relatively stable. This is partly because the 
Bank of England manages interest rates in order to achieve a target of 
2% annual inflation. 
 
Given the recent stability of inflation, you may wish to substitute the 
calculated end-period inflation rate in your base valuation with the 2% 
Bank of England target rate, unless there are signs that inflation is getting 
out of control.  
 
To change the assumption for either average inflation or end-period 
inflation or both, consult the section on Using Bank of England market-
implied inflation rates. 
 
Do not input any values which produce negative end-period inflation rates 
or end-period inflation rates in excess of 10.5%, as these will invalidate 
the ShareMaestro valuations. Although deflation (negative inflation) is a 
theoretical possibility, it has not occurred in the UK in recent history and 
is not accommodated in the ShareMaestro system. 
 

Real Dividend Growth Rate 

 
To change the value from your base valuation, enter your revised figure 
in the “Real Dividend Growth Rate % p.a.” input field. 
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Risk Premium. 

 
Any changed figure for what-if scenarios should be entered in the  “Risk 
Premium %” input field.  
 

Current Net Dividend Yield % For The Sector (Share Valuation System Only) 

 
 
For what-if scenario purposes, you need to enter any different value from 
that used in your base valuation in the “Current Net Dividend Yield % 
For Sector” input field  Significant changes to this value can have a 
profound effect on share valuations. So special care is needed to validate 
the basis for the proposed change. 
 

What-if Examples 

 
Examples of the impact of changes to the variables in the FTSE2Aug06 
valuation file (in the FTSE100 Valuation System) on the valuations are 
shown below. The impact is shown of each change in isolation rather 
than in combination with other changes. 
 
Factor Original  

value 
Original 
value 
+50% 

Change to  
Valuation*  

Original 
value  
-50% 

Change to  
Valuation*  

Real Dividend Growth 
% p.a. 

2 3 +5.0% 1 -4.8% 

Risk Premium 10% 15% -4.4% 5% +4.8% 
Redemption Yield 5-
year gilt % p.a. (For 
Interest Rates) 

4.74% 7.11% -10.59% 2.37% +12.1% 

Implied inflation at the 
end of the period 

3.4% 5.1% -6.04% 1.7% +11.0% 

 
* + indicates an increase in the original valuation, - indicates a decrease in the 
original valuation. 
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SHAREMAESTRO LICENCE MANAGER 
 
Licence Manager can be accessed via All Programs/ShareMaestro. 
 
This suite of utilities allows you to manage the ShareMaestro license 
installed on your PC. The “Internet Activate” and “Internet De-activate” 
icons are reserved for future use and are not currently usable. 
 
The “Phone/Email License” icon is used to activate to your ShareMaestro 
Licence. This is described in the section GETTING STARTED above. 
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TO MOVE A LICENCE TO ANOTHER PC 

 
If you wish to use ShareMaestro on another PC you will need to move 
your license from the installed PC to a storage medium such as a CD, 
USB Flash Drive, Floppy Disk, Zip-type Drive or a Portable Hard Drive. 
You should install ShareMaestro on the new PC and transfer the stored 
license to that PC. At that point the original PC will no longer be licensed.  
 
All this takes a few minutes using the Licence Manager Utility: 
 

·  Install ShareMaestro on your new PC. This will also install the 
License Manager Program 

·  Run Licence Manager on your new computer. 
·  Insert the storage medium in the applicable drive and note the drive 

letter. 
 

 
 

·  Select the drive letter with your storage medium in it by clicking the 
browse button.  
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·  The prompt box will display your PC drives (as below) : 
 
 

 
 

·  Click on Initialize Media  (as below). 
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Then go back to the original PC:  
 
 

1. If you wish to transfer your valuation files which are saved within 
ShareMaestro, first copy the ShareMaestro Office Access database 
to a portable medium such as a disc. The database can be 
accessed by clicking on the ShareMaestro Files Folder within 
Program Files.  

2. Then run License Manager on the original PC which already 
contains the license.  

3. Insert the initialised medium into the original PC. 
4. Select the drive letter of your Initialized medium by clicking the 

browse button.  
5. Click on Move To Media button (as below) 
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Then go back to the new PC:  
 

·  Insert the medium into the new PC and select the medium drive by 
clicking the browse button.  

·  Click on the Move from Media  button. 
 

 
 
You are finished. The copy protected program now will now run on your 
new PC. 
 
If you have saved the original PC’s ShareMaestro valuation files from the 
Access database onto a portable medium (to transfer these files to 
ShareMaestro on the new PC), insert the portable medium into the new 
PC. Then replace the ShareMaestro Access database on the new PC 
(which will exclude any valuation files which you have created on the 
original PC) with the Access database from the original PC which you 
have saved on the portable medium. Copy the database on the portable 
medium, select the ShareMaestro Access database on the new PC and 
click Paste. You will be prompted whether you wish to replace the 
existing database. Answer “yes” and your valuation files will be 
transferred.  
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TO REMOVE A LICENCE WITH PROOF THAT IT WAS REMOVED 
 
This may be required for refunds. 
 
To access this function you will need to run the “Remove License” Utility 
in License Manager. 

 

 
 

 
1. Run the License Manager (accessed via All 

Programs/ShareMaestro) 
2. Click on Remove License button 
3. When asked if you are sure, click Yes 
4. Contact ShareMaestro at technicalsupport@sharemaestro.co.uk. with 

the Installation ID (See red box above) that is displayed and the 
Proof of Removal Code (See green box above). 

5. ShareMaestro will confirm that your License has been successfully 
removed. 
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APPENDIX . SHARE VALUATION – A DETAILED CASE STUDY 
 

INTRODUCTION 

 
Valuing individual shares is more difficult and requires more judgement 
than valuing an index, which comprises a basket of shares. This 
appendix covers the process of using ShareMaestro to value a real 
company in the food retailing sector (company A) on 5th February 2009, 
using data for that company. The screenshot below shows the base 
valuation. This uses, in addition to the factual data for that date, the 
default FTSE100 real dividend growth rate of 2% (reduced to 1.5% 
because the calculated average inflation rate is 0.5% more than the Bank 
of England forecast of 1.7% p.a.  – see Using Bank of England market 
implied inflation rates .) and a risk premium of 15%, which is the 
minimum ShareMaestro risk premium level for an individual share. The 
descriptions and sources for the other input fields are covered in the main 
manual. 
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This base valuation produces an intrinsic valuation of 225.7 against a 
current share price of 263 – normally a sell signal. However this base 
valuation needs to be adjusted for other factors specific to the company 
being valued: 

REFINING THE BASE VALUATION TO GET A CORE VALUATION  

 
Most of the input data which underpin the base valuation is factual e.g. 
market and economic factors such as current inflation, interest rates and 
dividend yields. There are just 3 factors which require judgement: 

 
·  Risk Premium % 
·  Real Dividend Growth Rate % p.a. 
·  Net Dividend % Yield for Sector 

 
Unless you use the default factor valuation method, which is covered in 
the next section, you must undertake research to reach informed 
judgements on these 3 factors for individual share valuations. An 
excellent source of research is the Research Centre available at 
www.stockbrokers.barclays.co.uk. This is available free if you open, for 
example, an ISA or a dealing account with Barclays Stockbrokers. All the 
research mentioned below is available from this Research Centre. Other 
good free sources of information are www.digitallook.com and 
www.advfn.com. There are many other sources for research e.g. 
Hemmington Scott’s REFs (which is a subscription service). Also we 
recommend that, prior to making any investment decision, you read the 
latest company report and accounts, and, in particular the statements 
from the Chairman and Chief Executive. These statements often cover 
future prospects. Company reports are available free from the Company 
and are often available on-line via the corporate website. 
 
 



                                              �����������	
����
���
��


 Page:   46  

�� 


Risk Premium % 

 
The Risk Premium on an individual share is always going to be greater 
than that of the index of which it forms part. This is because there is 
always a chance that you could lose all or most of your investment on an 
individual share, whereas the basket of shares in an index provides a 
safety-in-numbers effect. Even very highly regarded companies can 
suddenly go bad and plummet in value e.g. GEC, Enron and RBS. 
 
One of the standard measures of company risk is the volatility of the 
share price. A good measure of this volatility is the beta value which 
compares the volatility of the share to the market. The beta value is 
available from e.g. www.digitallook.com  A value above 1.0 indicates 
more volatility than the market and a value below one indicates less. The 
beta value of this share is 0.55 and so a Risk Premium of 15% is 
indicated. The next section (Appendix 2) describes how a default Risk 
Premium can be calculated from the beta value for a company.  
 
However volatility is not the only aspect of risk. Companies face both 
internal and external threats to their future profitability (e.g. debt, poor 
management, market pressures and possible government action). These 
threats should also be considered when choosing a Risk Premium. For 
example, if a new regulation is likely to be imposed which would impact 
the company’s profits, the Risk Premium should be correspondingly 
increased.  
 
In the case of this company, there are no major perceived threats and so 
a Risk Premium of 15% is chosen.  
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Real Dividend Growth Rate % p.a. 

  
The real dividend growth rate is a key determinant of the share valuation. 
The chosen rate for the company should take into account 3 factors: 
 

·  The past track record on dividend payments 
·  The future earnings and dividend prospects 
·  The current and prospective dividend cover (the ratio of the annual 

earnings per share to the annual dividend payment per share) 
 

The past track record on dividend payments 

 
When companies declare dividends and earnings in currencies other 
than £ sterling (e.g. BP) ensure that you convert all figures to £ sterling at 
current exchange rates before calculating historic and prospective growth 
rates. Research sites often quote past dividends and earnings per share 
in currency and future figures in £ sterling.   
 
This company’s dividends have increased by 30% over the last 3 years –
a strong track record.   
 

The future earnings and dividend prospects 

 
Broker forecasts for this company indicate a dip in earnings for the 
current year (possibly caused by special factors which increased 
earnings for the previous year- this should be investigated). Prospective 
earnings for year 2 and year 3 then continue on a strong upward path, 
with year 3 EPS increasing by 16% on the previous year to 21.48. 
Dividends are expected to grow even more strongly – with the year 3 
payout up 51.5% on year 0 – influenced in part, no doubt, by the current 
very strong dividend cover (see below).  The market certainly expects 
strong dividend growth because the current dividend yield for this 
company is only 1.8%, compared with 4.0%, 3.6% and 3.0% for the 
major listed competitors. 
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The current and prospective dividend cover 

 
The current dividend cover shows how many times dividend payments 
are covered by earnings (broadly post-tax profits). This is an important 
indicator of the company’s ability to pay dividends in the future.  
 
For the last full financial year the dividend payments per share totalled 
4.8p. The earnings per share were 19.59 and so the dividend cover was 
19.59/4.8 or 4.1. A dividend cover of over 2.0 is acceptable and a cover 
of over 4.0 is exceptional. 2.25 is a good target dividend cover for most 
companies. There is no apparent reason why this company should need 
a higher dividend cover than its competitors (e.g. its net gearing ratio is 
only 15%). The dividend covers of the 3 major listed competitors are 1.7, 
2.3 and 2.4. 
 
If this target  cover is used to compute what dividend could reasonably be 
paid out of the expected year 3 EPS, the year 3 dividend would be 
21.48/2.25 = 9.5. This calculation does not mean that 9.5 is likely to be 
paid as a dividend in year 3; however it is reasonable to assume that the 
target dividend cover will be achieved by the end of the 5-year 
investment period. 9.5 could therefore be used as a base on which to 
project dividend growth for year 4 and year 5 of the investment period. 
Brokers do not provide dividend forecasts for years 4 and 5.  You can, of 
course, use your own assumptions about dividend growth in years 4 and 
5. Alternatively, for example, you can use the long-term market average 
for the real dividend growth rate: 2%. As inflation is forecast to average 
1.7% p.a. over the investment period, as at the date of this valuation, the 
growth rate would equate to 3.7% p.a. for each of the last two years.  
 
On this basis, the sustainable dividend would increase to 10.2 by the end 
of the period (9.5*1.037*1.037).  
 
The next step is to calculate the projected compound annual growth rate 
of the dividend over the 5 year investment period. The dividend is 
projected to increase from 4.8 to 10.2. Using the compound annual 
growth rate calculator from the resources section of our website, you can 
see that the compound annual growth rate is: 16.3%. It may be advisable 
to reduce this growth rate to, say, 14% p.a. as brokers tend to 
overestimate future earnings growth. This equates to an input value for  
real growth of 11.8% p.a., after deducting the average calculated  
inflation rate of 2.2% p.a.  
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Conclusion 

  
A real dividend growth rate for this company of 11.8% p.a. has been 
chosen. This is a very strong growth rate. 
 

Net Dividend % Yield For Sector 

 
This is the final judgement factor required for the Core Valuation. As 
explained in the section above –The Current Net Dividend % yield for 
Sector – you need to adjust this yield if, by the end of the investment 
period, you believe: 
 

- the yield on this share will deviate from the sector yield and/or 
- the current ratio of the sector yield to the FTSE100 yield will 

change significantly. 
 
The sector yield on 5th February 2009 is 2.99%. The sector commands a 
premium to the overall FTSE100 yield of 4.82%.  
 

- Regarding the first question it is reasonable to assume that 
this share will have evolved from its current low yield to the 
sector yield by the end of the investment period. The broker 
forecasts for dividend growth imply this trend and there are 
no apparent gremlins to cause the share yield to rise above 
the sector yield. 

- Regarding the second question, you need to consider 
potential changes to the risk of the sector and to the 
comparative prospects for sustainable dividend growth. This 
sector normally commands a premium yield (i.e. lower than 
the market) because it involves lower risks than normal, 
provides essential goods and services to the public and, with 
good management, should be able to deliver sustainable 
dividend growth. 

 
For the above reasons, the chosen sector yield for this share is the 
current 2.99%.  
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CORE VALUATION 

    
In this case, the only difference from the Base Valuation of the 3 
judgement factors is the change in the Real Dividend Growth Rate % p.a. 
from 1.5% p.a. to 11.8% p.a. As can be seen below, this change has a 
profound effect on the valuation, changing the share from a sell to a 
strong buy. 
 
 

 
 
 
The projected annual growth, with reinvested dividends taxed at the basic 
rate of tax and excluding any CGT payable, is 13.0% p.a. This return, 
which is the actual return rather than the real inflation-adjusted return, 
can be compared with possible returns from alternative investments. This 
return is not discounted by the Risk Premium. Only the current intrinsic 
share valuation is discounted by the Risk Premium. Of course, if the 
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market rapidly re-rates the share to meet the current intrinsic valuation, 
the short-term annual return from the investment will be significantly 
higher than 13%.  

STRESS-TESTING THROUGH SHAREMAESTRO’S UNIQUE WHAT-I F FUNCTION 

 
A strong buy signal from ShareMaestro does not necessarily guarantee a 
successful investment. Sudden changes to the prospects of the company 
or of the economy could adversely effect the intrinsic valuation. However, 
by undertaking effective research and by translating the results of the 
research into a ShareMaestro valuation, you will stack the odds in your 
favour. 
 
You should also evaluate downside risk by using the powerful what-if  
capabilities of ShareMaestro.  
 
These are the results of changing individually the following assumptions 
from the Core Valuation of the share (core valuation of 367 v current 
price of 263): 
 
        New Intrinsic Value  
 
Halve the Real Dividend % Growth p.a. to 5.9%  280 
 
Increase Risk Premium to 25%     338 
 
Increase interest rates by 2%      333 
 
Increase average inflation by 1% to 4.2% p.a.   344 
 
All above four changes together                 230 
 
 
None of the changes individually produces a lower intrinsic value for the 
share than the current price. Even all four changes together, which is an 
extreme scenario in the short term, produce a valuation which is only 
13.5 % lower than the current price. 
 
So the case for investing in the share at the current price (263) remains 
pretty strong.  
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APPENDIX 2 - SHARE VALUATION - USING DEFAULT VALUES  
 

INTRODUCTION 

 
As we saw from Appendix 1, to produce a ShareMaestro valuation for an 
individual share, there just 3 factors which require judgement: 

 
·  Risk Premium % 
·  Real Dividend Growth Rate % p.a. 
·  Net Dividend % Yield for Sector 

 
This Appendix shows how a share valuation can be produced using 
default values for these judgement factors. These default values are 
based on readily available information such as consensus broker 
forecasts. So the share valuations produced by this method will partly 
reflect the judgements of market professionals. However a word of 
warning – these judgements are not infallible and often these 
professionals do not agree. The garbage-in/garbage-out principle applies. 
These valuations should be used to highlight companies for further 
investigation before any final investment decisions are made. Broker 
forecasts are available for all companies within the FTSE100 and for 
most companies within the FTSE350. 
 
The data for another company (Company B) on the same date of 5th 
February 2009 will be used to describe the method for producing 
valuations which uses default values. This company is in the General 
Financial Sector. 
 

FIRST PASS CALCULATION 

 
You should produce a first pass calculation using: 
 

·  The ShareMaestro Share Valuation module 
·  Data about the company, the FTSE100 and the economy, using the 

sources described earlier in this manual.   
·  Dummy values for the judgement factors: - Risk Premium, Real 

Dividend Growth Rate and Net Dividend Yield for Sector. These 
fields will be completed in the next stage.  
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Input Values for the First Pass Calculation 
 
o Current Share Price      129.0 
o Current Share Net Dividend % Yield        4.5 
o Current FTSE100 Dividend % Yield        4.82 
o Redemption Yield % p.a. 5-year Gilts       2.81 
o Inflation inputs as in Appendix 1 

 
NB. The “Current Net Dividend % Yield” is calculated from the net 
dividend for the last financial year, expressed as % of the current share 
price. The total dividend should include any final dividend which has been 
declared but not yet paid. If a financial year has been completed but the 
final dividend has not yet been declared, the total dividend for the 
previous financial year should be used as the dividend for the last 
financial year will be treated as a forecast. Special dividends are 
excluded.  The dividend information to calculate this yield is also 
available from the research sites at www.digitallook.com and 
www.stockbrokers.barclays.co.uk . Where dividends are paid quarterly, 
be careful to include all the dividends. 
 
After inputting the above values, including dummy values for the Risk 
Premium, Real Dividend Growth Rate, and Net Dividend Yield for Sector, 
press the “Calculate” button. You should see “Implied Average Inflation 
for Period %” of 2.2.  
 

 COMPLETING THE CORE VALUATION 

 
To complete the core valuation you need to input the 3 judgement 
factors: 
 

Risk Premium 

 
By navigating to the risk schedule of the Performance Tables on e.g. 
www.digitallook.com for the company, you can find the beta value for the 
company. The beta value for this share is 1.11, indicating above average 
volatility. Beta values measure the volatility of a share in relation to the 
market (above 1.0 is more volatile, below 1.0 is less volatile). The default 
method is to set a Risk Premium of 15%, if the beta value is 1.0 or below. 
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If the beta value is above 1.0, multiply it by 100, deduct 100, halve the 
result and add this to 15 to get the Risk Premium. So, in this case, where 
the beta value is 1.11, the Risk Premium is 15 +.5*(111-100) = 15+5.5 = 
20.5. If the resulting Risk Premium comes to more than 75 (which will be 
very rare), cap it at 75.  

However volatility is not the only risk factor. If you believe that a company 
faces significant risks in meeting the projected sustainable dividend 
growth, then you should increase the Risk Premium. This is a matter of 
research and judgement, for which there is no formula. 

Real Dividend Growth Rate % p.a. 

 
The Real Dividend Growth Rate % p.a. is the most potent determinant of 
the share valuation. 
 
The following method can be used to establish a default value for this key 
input factor for the company in question: 
 
1) From the above share research sites mentioned above, establish the 

actual dividends paid out for the last financial year and the consensus 
broker forecast dividend value for the next 2 or 3 financial years. 
Convert any currency figures to £ Sterling. If a dividend forecast for 
the next two years is not available you cannot produce a share 
valuation with default values. For this company, at 5th February 2009, 
these values were 5.8, (last dividend) and 6.0, 6.5 and 6.7 
respectively. 

2) Grow the final forecast dividend (year 2 or 3) by the default dividend 
growth rate for the next 2 or 3 years. The default dividend growth rate 
is forecast average inflation (1.7% on 5th February 2009) plus your 
chosen real dividend growth rate. The long-term average real dividend 
growth rate is 2%, so this implies an actual dividend growth rate of 
3.7% p.a. Growing 6.7 by 3.7% p.a. for 2 years gives a final year 
dividend of 7.2. 

3) Now, using the compound growth rate calculator on the Resource 
section of our website, calculate the compound actual annual growth 
rate of the dividend over the 5 year period.  5.8 growing to 7.2 over 5 
years equates to an annual compound growth rate of 4.4% p.a.  

4) Deduct the forecast average inflation (1.7% p.a.) from the above  
gives a real dividend growth rate of 2.7% p.a. However this needs to 
be reduced by a further 0.5% to compensate for the fact that the 
average inflation rate calculation (2.2%) for this date is 0.5% higher 
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than the actual forecast average inflation rate.  So the real dividend 
growth rate p.a. input value for this share is 2.2%. 

 

Current Net Dividend Yield % for Sector 

 
This is the final value for input. First establish the FT industrial sector in 
which the company is grouped. This can be found via Company 
Info/Summary/More [company name] corporate information/Profile in the 
research sites.  
 
The industrial sector for this share is “General Financial”.  The Current 
Net Dividend Yield % for the General Financial sector can be found from 
the section – Current Net Dividend Yield for Sector. On 5thth February 
2009, the General Financial sector net dividend yield % was 7.89.  
 
The final step is to adjust this sector yield to take account of the final 
forecast year’s dividend cover for the target company. The dividend cover 
is the number of times by which the dividend, which is paid out of 
earnings, is covered by those earnings. The average dividend cover for 
the FTSE100 is normally around 2.0, though there is significant variation 
from company to company. The default valuation method assumes a 
target dividend cover of 2.25. 
 
We saw in Current and prospective dividend cover  that the market takes 
into account the dividend cover when determining the dividend yield (and 
hence share price) for a particular company. To establish the final 
(second or third) year forecast dividend cover for the company, you need 
to ascertain the forecast dividend per share and the forecast earnings per 
share for the final year. The consensus broker forecast earnings per 
share is available from the same sources as the consensus forecast 
dividend per share. On 5th February 2009 the consensus final year 
forecasts for this company were 11.12p earnings per share (EPS) and 
6.7p dividend per share. This equates to a forecast dividend cover of 
1.66 (11.12/6.7) for the last year of the forecast.  
 
This forecast dividend cover is below the target dividend cover of 2.25. 
The expected dividend yield is adjusted proportionately to compensate. 
This is achieved by adjusting the sector dividend yield: multiply this yield 
by 2.25 and divide by the forecast last year dividend cover (2.64 in this 
case). Hence the Sector dividend yield for this share is adjusted from 
7.89 to 10.7(7.89*2.25/1.66).  
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PRODUCING THE CORE VALUATION. 

 
In summary the 3 default judgement factors for Company B at 5th 
February 2009 are: 
 

o Risk Premium –       20.5% 
o Real Dividend Growth Rate % p.a. -  +2.2% p.a. 
o Net Dividend Yield % for Sector -   10.7 

 
Adding these 3 input values to the first pass valuation and recalculating 
produces an intrinsic value of 89p – 69% of the current price 129p – 
indicating that this a share to avoid. 
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REVIEWING THE CORE VALUATION 
 
Producing the above core valuation looks complicated but, in fact, will 
only take around 5 minutes, once you know your way around the 
research websites.  
 
This core valuation, using the above default judgement values, provides 
a strong case for avoiding the share. You should use the power of 
ShareMaestro to conduct some what-if analysis on plausible scenarios. 
 
For example, what if the real dividend growth rate for the share for the 5-
year period were doubled to 4.4%? This still produces a valuation of well 
below par – 77%.  What if, in addition, 5-year gilts rates were to reduce to 
1%? This optimistic scenario still produces an intrinsic valuation of only 
84% of current price. So it is difficult to make a case for buying this share. 
 
Some other questions to ask before making any investment decisions 
are: 
 

·  What has been the recent price trend in the shares compared with 
the market? Answer. In the last 6 months the price has fallen by 
10%. 

·  What is the quality of management in the company and have there 
been/are there impending significant changes? 

·  Have the dividend and EPS figures been distorted by special 
dividends and other exceptional items? 

·  Will any proposed restructuring impact the prospects of dividends 
and earnings per share? 

·  Does the company have a lot of debt (highly geared) which will 
make it vulnerable to significant rises in interest rates? 

·  What are the future prospects for the company? Are these 
prospects likely to be affected by changes in the company’s 
markets or by pending regulatory and tax changes? 

·  Does the market view the company as a bid target?  


