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ABSTRACT

Price earnings ratio is referring to the ratio of the current share price of a company
to the earnings per share received by the shareholders. Price earnings ratio can determine
whether the company is overvalued or undervalued. Price earnings ratio of a company
stocks depicts variability across time, indicating that stock markets had always been
facing irrational pricing, speculation and financial bubbles. Therefore, the investors have
various valuation techniques to identify whether the stock market is rationally priced or
not. In addition, only a few researches has been made in Malaysia regarding the
determinants of price earnings ratio. Thus, the purpose of this study is to identify the
factors that affect the movement of price earnings ratio such as dividend payout ratio,
earnings growth, firm sizes, firm leverage and return on equity in electricity services

sector in Malaysia.
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CHAPTER ONE

INTRODUCTION

1.1 INTRODUCTION

In order to determine the growth of a company, the proxy of price earnings ratio is
used to measure the growth of the company.Price earnings ratio acts as one of the
important factors that affect the investors’ decision to invest in selected companies. Price
carnings ratio is the ratio of current share price of a company to the earnings received by
the shareholders. Since the origin of discounted dividend growth model of Gordon and
Shapiro (1956), price earnings ratio acts as a valuation technique that always remained at
the centre of attention of investors and market analysts. Normally, investors will observe
the price earnings ratio of a company to measure whether the company is overvalued or
undervalued. Price earnings ratio shows the amount or earnings that will be received by
the investors after purchasing a unit of share of a company. It also indicates the amount of
money that an investor willing to spend by purchasing the shares of a company in order to

receive every $1 of the company earnings.

According to Molodovsky (1953), fund managers, investors and market analysts
are mostly relying on price earnings ratio to analyze the attractiveness of equity
investment and to evaluate the performance of individual stocks. Investors will prefer a
company with a higher price earnings ratio as it indicates that earnings growth is higher.

So, investors will receive greater amount of earnings from a company with a higher price



