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DIVIDEND DEC1SIONS

I onderstanding Aividendt and {12 2ple in Shave
valuaton -
vndesgtanding  perspetual Ccagh How.
Ty per of dividendg.
ptvidend welevance modelx
- Waltey model
- Gordon mede|
raham & podd models.
+ -2tage dividend mede) -
c- btvidend itTrelavance model — modigliani «

milley model
b. Dividend pay out model — Linters model.
. midcellaneour 1 Kuer.

W

| bndeygtanding dividends . |

% Value off any aket (8 PV oy FCF digcounted (@
RR:

* TUpe of aker, thely Catiowd £ T&& pechiVe disc
TAEL are as Lhdey

\)
\ J N}
Debt Pyeterence Eauity
Thterest Prederence dividend Dividend.
Ka /YTm Kp ke
pPye—deleymined Pre—determined Per petual.

% Tn caze o Shage, the Cathtow i€ 'dividend"
There fove, dividend will heceszanly tmpact the
Share pncex .

| concept of perpetual Caghfipws. |
® Pexpetual CRR are 4hose CR whith vecuy condtanty

all perpetulty -




% Shaves Llipe i€ Pewpetual: Hence, CF given by hat

Shave wlll algp wecus -+l Pewpe'tumq

% 10 Value the aXet called ‘ahare’ we sequise

PV of Perpetual CR which are digcovnted @ Ke-

Ke 1& alseady amalyeed in the previous Chayter.

Th thig chaptey; +he qna\gg&g will be oN CR.

¥ Formula Hox PV O PCF (g

Tn case of Shaye CFpa (8 dividend: Reayuived

mre i€ ke- S0, value of ghose (S

. 2 -Stage IPo= D1+ P

B Jivmodel femm) tke




| Dividend vel€evance modely . |
% Dividend welevance models poppoger that the div
payment and nNon— payment will aftect the Shoe
prices.
% Theve aTe & modelk which ate a3 follows
- Walteys model

.« Gotdong model '
¥ waltex model ¢ baged en c¢congiant AQtvidend and

without growth, Whereat Qordem model is baged oy
congtant growth-

T Bagicg i—

* Pe Pey waler$ model, dividend payment/
non payment wtll adfect “he Prce of A uowe

¥ & per the mode!, dividend decigion will impact
the wealth of +he Stk

I Foymula ¢— ¥ Py = Cussent Mps-
% D = DPS
* ¥ = ROTY

* ke= Cost oty eaywity-
¥ £-D= Retentiom | Zawe.

Since prmula has "p" in i, dividend will impact

the pmce of dhe Showe-
IC - Tniex pretation of formula

The foymula har 3 PaT Namely

v
) ),
D 3 _
?e Te, Ce D) |
Ke

* Part (1D oF the formula I8 ana\using the P\ of
pespetual dividends .



% Part Q) ofF 4he formula i analygng the PV of
perpetual wetum om ve-Invertment coming fov
perv petual Yeazt.

. pertvation ot Past( ¢ @) ot fovrmula-

T a
PV of perpetual ¢k PV OF Pewiwak Teent o

CERQ 4y —L yr— 2 y¥ -3
% E 10 {0) o)
PV of perpetual dividends-D  (4) ) W
\’ R b 6 b
= D Ce-D)
ke Numeyical ana‘\yng
gy -~ g — 2>
E= IO E = to
D= () —b = -4
R= b R= 6 CE-D)
N'Xe—inv \Y
perpetual /@““f‘w’re Te -{NV
yeaR \% Aot pesp
b yea
¢
perpetual ) Tare

bXY

Tetumn ¥
Pe\d;;rd;m — ke

. pividend Policy L&Ng watreyr model

e

B % '00% Teiention gince, weatth maximiger
¥ 0% payout in the hands of company
T= ke Tn di Hfeventc -

+ 0% werenton SiMce, weakh maximiger
* 100% payout 1N the handk of Lu.

< Ke



V1. ASSumptiond oy waler model

Company hasr congtont earning

*_
% Company has congtant dividend.
* Only Source of invextment i vetained earningl.

¥ No ety tgue Cnew):

¥ No Toxes

% MarkeR arve bpexfect .

—

YII . Advantager of wal model

% Eagy o LNderiand £ ComPdie

¥ Didtevent pricexr ar Aitresent ituafionk. BY Changing

___ Seme AactoA in formula we dexive different prices.
Vi, Difad vantages o5 wWaler model|

% boern't con@ider all Hfachn aftecting guase pricer.
¥ No toxres.

IX. pividend policy analyxe ugng fosmula

o I v>%e

co-edticient ok E-D I mose than co-edficient

L/—‘E.—D} Ke
TR OUCT
( Ke
D2 IXD
2
co—ef+

Since co- eH\Ccencq of Tetenton bcmo e—a:

(€& motedhan Co- e_rF-?—\CIencu of c@\\)\elend @Y

e wec o i co-e
being " \00% Ferenten' -

b- Ty V¥ L Ke

co-efticient oy DCH > co-efficient o €-D(<1D

c Tk T=HKe

P = ke - 7 = P= D+ [(E-D)




govdem's model
T. Bo%cs

AR pPe¥y Gorxdmmn's model, dividend wtll have tmpat

on Share pmcek.

2. Mode| anatyced dhat growty Wil be the major

influencing factor th Shave pricing-

. Formulg
Qoydon  conSidering 2 TypeA of Aoy mulae
2 J
¥ D) = EXxpecteddividend ECI-b)
¥ D = DOC("“Q) Po-”-m
% Po= Curvent Sharve price c
¥ 9 = 9wth vate
+ b = veienHon propostion

£ T = Retum om equity

¥ l-b= payout propostion

# E = Eawsningk per Shave

#% EC1-b)= Dividend per Shave

¥ br¥Y = 9

T - Dewsivath om

Value ©of sShage IS PV of Foture dividendk disc@ke

Yeay CF PY@ Ke PVCF
( Di l Di
Utke)' (ltke)
2 Da ' Dy
Cltke)> (tke)>
3 D3 ! D3

Cl tke)® C Itked®

Dn

: : l
N DN Qt ke)" Cttkhe)"

Po




Po = Dl Do D3 Dn
—r ..... -‘-
é[(ﬁ\@‘ —,_Q(’tke)')' (Itkey® K C 11ke)”
This Sewiex forme a geowetic progredon which
can be gimplitied a4 underT———

Y= A Y= Term 4o be limited = Po
=T 7 o= b tevm in gexies
= Longeit term
ghoytest f€vm
Dy

_ Qtke?

Dl
|the

N/
= PICI19) I$%e

(Itke)C 14ke) ot

Y= 119
Itke
e | - _\tg
ttKe
= fAke-A-4
tKe
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V. understanding geourth

—_—

* &oowth (€ a pwAaduct oF bxT-

* This meanyg, the company will not keep the FelesNes
{die, Tater it invese at a place which givex
¥ % d Tetum .

* This geowth 1S agumed ai  comgtant tll the
pet e’rw*g)
¥ Geowth “inCreager the pncer off Snaxver Algp.

. Concept detailed by mode)

#This model clazifies that company Shall follow
Such  pay out / seention satio which giver higheat
wce.

«)@?nodm analyed both advantager ¢ digadvantagex
of dividend ¢ wetention which ave at followe —

\
N\ J
Dividend Retention
N N
AV ¥ Vigible caxh oW AdV ¢ K Propelk goowth.
% Tneyeaced condtdence. ¥ Ky < ke
D-AdV: ¥ Stops gwowth D'Adv: ¥ No Visible caxy
¥ New (®ue ak (PO o .
e coetly i all % 10% ofy confdence

dividends axe paid-
“"A Blyd In & hand i<

betrtey than & 1IN & UM~
v Asgompﬁon& o the model

* EQTNINgL ave g?sowm@ at a congtant vate,

*® Company dollow) Stable payout:

K Maskets ave perfect -

* kedg

¥ only gousce oOf tinancing 1< gvetained easningk .
X No taxex-

*

company hai weady iNVeRimentg.
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Dividend policy ar pex Govrdony model

highest ghawe price.

waleY model, company <Lhall follow
% 100°%% Weten-Hon

* 0% payout
S. Epg- FlO, DPS=0, E-D=Z3I0
- D + _'Uk\_e Ce-D
- Ke

n

012 r1o—0)
O + O_‘OC

o110
= Fl’o0.
Pricea at diffesent payouR.
RET% POL % Pok <% Po
TS% Retn S0l Retn & L% Retn
N N
25t gD STOR o s+ 2R (25
©*10 o0 ‘|
= TUC o010 ©1o

geple calcutation ofF EAECH.

Net p2oHHt

= Z30,00/000D
) pyet-div = (18,00, ©00)
(T 1,00100,000 X |Q%)
EAESH = < 18, 00,000
EpPS =

6

LNlike WAlY model, Gosdon model

p2opOiet 1o

calculate  price of a ghave at different levelk of
payout, ROE & e and followw Quch payout which givex

Tn +he given auestion, ¥>Ke, which meawg as pex

|00% PO 4
0%k Retn.
N2

1o

0'10

= 00

CZ18L/30)



&epRs Catculation OF pParyout -

P - [ KCLC L)

Ke
. Tua= b+ 20 FL-p)
A o'b

©'lb
= T6F= D18 (T6-D)
> TbFTR= D+ XFS ~1RED
7 T6-FR= —0-3SD+ FS
= 0:88D= XFS—T6-F
= ©-8sD= RO'¥8
2 Dz 31
Payout zatio = DPS IR .\ o0 = SR%L.

EPS 600

eple calculation ofF EAECH.

Net p2oHHt = Z30,00/000D
) pyef- Aiy =  (T1R,00,000)
C T 1,00:00,000 X |Q%)
EA@SH = 5“8’{00/000
EPS = X6b CglgL/a0)
case | . WWhen P-O= X%
PO = E C‘ - b)
ke —(bx¥)
= ?GCI — 0-%#X)
0lb— (0 4SX0: D)
= Q'S0 )
o'\b—0:1S ©: 0]

= '2-‘5D




case—-2 * lWhen PO (& %

ke —CoXT)
= QECI— 0+ £D)

0 (b —( DXDROAD)
= I3 - %3 _ F<0O
o6~ 00 0+0b
cose—3 1t When PO (g \00%

Ue —CXrT)
= F6(1-0)

0:-(b—( O X0Q)
= _2b - 3 39-30-

0'lb
S- | Since the company & @ no qoowth company, g=o-
There fove, 2ame dividend will be paid 1l perpetulty.
P= D
Ke
= < — 3@
010
6 catcularion o Po
Po = Dy - Do C(%9)
ke-q ke — 9
= ZFA(1-02)
0-1C-0-0L
o 13

—

= 2I1S-69.



calec ofF pPritke 0f fuare at vamowr gowth levelr

AR pev Qordon model,

Po= DI
ke-9
cale—1 cage—2 cale —3
C 9= $%) Cg= 8%) C g=2°)
Po= X (L 0KL) Po= Z (- 08D Po= T 2(1-03)
o1<—0-08 oOtL-0.08% O I<— 003
= 210 = TG = T Rob
@' (D o 0F © 12
= 3| = 3 30:86 = RIF-
Q. Qep(z caltvlation ofF Ep< and DPs
a) Ep<g
= 55,00/000
HOO/ODO
= =
b)) DPS
= FC X 60%
= '53

epRs Ccalcvlation of price at given payout sadio

D+ L (e-D)

O

I

ke

)

3+ 2% rxc-53)
5.2

01

= 3+IJPL0

o'l

= 3 L(,S*gg-

iep2s Ooptimum paycut « OPhimum price

Qince ¥ =ke, the company hag o Maint=in

X 0% payout

% 100% TetenHon



D+ L (e-D)

O

=

Ke
P= o+ 2% yg
O+
0\
013
P T ER-08

calcvlafion of PAce pershase for varous HIMs

13 -
Pasticlar  Goowth figm  NotmxlHfiym  Declining fiym
Po= E(I—Db) g oD Z100 TH6-9Q
ke —(bx7)
= 10(1-0:b0) = 0l1~0'b0) = (0((—D'60)
0:10-(0-6X01E)  0:1o—(0-bX00) ©'10~(0-boxotd
= i = Y = y
0'(o —0-09 &' 10— 0.0b 010-0-048
= q = L—(' = L(
© 0l o: 04 005
IG- [-caleviation o vatlue o nuarve 0&SMg walter model

D+ L (e-D)

P = ke

L

(FboX30%) t f’;ag Cbo— 18D

o'ts

= TlIg+ I o

(2NN

2 88

1

ons

= fggb'l):f_’

Q- Decitiony as pe¥x Qovrdon wmodel

AR per Gotden model, move the wetendion, move the




gwwth: morte 4he gwwh, higher the ghase iz Lo,

4o achieve opHmuwm Shome price as pey GoTalon model

in the Cace of F>HKe, company <hall follow 0%

pay out-

Gvaham & Dodd mode|

% Thig wad'honal pricing model ageumed that the

SH will give 34Tmer more weight to the dividends

than vetained easningl-

e

% Formula onder hic model &

P= Pnce of gy D= Dividendk

E :
m= PE multtple.|P= [D+ —g] XM | = BEayningg

calt of ghave pncte vndey &raham £ Dodd mode|

P:rD’i’e X M

2 ]

=|CZ30Xx607) + 30

X
A

3

= —(§-tg+§lo)xn_

= ZSb.

calc o €EpS v&hng §4D mode|

P=(D+tE\ym

—~ 3 )
€8.33 =(c+ €7 -
L BJAl
233 = £+E
2
233 = €
3

ep<= 9-99 = o




Lintek mode| for dividend payment
% Thie model analysed <hat evemy company Should

pay atleagt the dividend alyeady paid in the

last Yeat added with come extya Payment taking

adjugtment fachoy imto Con@ideration-

%  Uindex fovmula

Dy = Do H{[ €ps X PRI~ Do) XAR

DI= DIV 10 be pald, Doz Div aldeady pald

EpS= EaxwNings per shase, PR= Payout railo,

AF: Adjurtment Hachy/Speed of adjutment [Dividend

Nelo cﬁg .

calc of dividend o be pald ondev Lintes'< model

D

non

Do+ [(EPLx PORD - Do | % AF

R9-% + (CROX 607) — 4-@0] x 4E%

I

TA%0 + (0XEST)
7%+ 099

1

2 10-%9




(PP

calcvlation of PlE 0&iNg & D mode|

KR pex tsaditional appyeach, P= ED—!— E 1«

3 \" ¥

not given, D= 0-4 €, E= notgtven, m=9
S

Pz I1'RE+E,q o RIREX3 = bbE

P= 6-6C , Plg = bbb HmeR.

(PPY)

I PMCce ak Pper waller model.

D+ L (e-D)

©

Ke

0RO -

©- Qb

= btS - Fcg

© ‘RO

Q- Pnce ak Per §osdon'c model

Po = ECl—b) _ Tto(t—0-40)

ke -Cox®  ©0-80—-(040%0-3%)

= b - =b 50.

0-'/0—0-10 010

(PPs?

| Calcolakton of EPS

Pasticulan Amoont ()

Net profit ;00,000

(- pyet- AV Cts00,000)  (Zio0L XI8%)

EAESH 35,00,000

NoS ;00,000

eps 37.




3 Calc ofy fo undey 3 conditiong

T T ay
POR(D Q% PoR(@ 07, POR (D 007
Po= ECI-BD Po= ECt—b) Po= E (D)
ke — bY ke— DY ke— b¥
= (-0 -3X) = XF((~0"LD) = 3%((-0)
o-tb—(o #£X0 X0) o' lb— (0-LpX 0 R0) &1b—0
= T |-®ES = X3 = T
00 ©-0b ©"lb
= X 1ts- = 5833 = J4u3-F<
PP

- commenik on pregent div- policy
a- calc o ROECY)

sinte, 7 (2 not given, it i2 calculated at v
BVIE'QU(W = Q0000 &N K OO

= F RO00000
€arningk CRetumn) = TR0 000
ROE = REtUM »\ng = 200,900  np
EQutty T ’0,00,000
= (0%
b- Calc o ke
gince, ke (& not given, it ie calculated at inverte
1o PC -
P - 12 ;  Ke= E Carper Consiamt
E P easningt maodel)
I _°
ke £
ke= L _ !asp = 8%
ple

c- comment

£n the gliven cate, T>he- That meang, al pey LoRliey

mode! comPc:my ghall follow 100°%% Teentien £« ©% Po,
to_achieve opfimom Shave price: BUt, in the given Cage,
company - pa

fa F&% of €oshingk ax dividendz and
therefore, dividend policy & price ase Not optimal




] Cale o PE at indiffeyent point
AR peYy waliey model; when = ke, the dividends
domot atfect the PAce.

Ke=7% = Ke= 10 pe = | Ke = ‘/O‘[D: O MeR.
3. commenik on zeviged Ke-

%UNdey weulted gcenaro, Pe = gtmes- That means,
ke = ([2 = 12-€%.

% Tn guch acate, T<LKke and company shall follow
0phmom dividend policy ofF (00% Po!wo/owseiemtm
But in the given caste, company hat Paxd only K&,
of iR eazm\n% ak dividendt and hence, it I not
pollowtng opitmom dividend poltcy.

R~ Qtage dwidend Valuation model

Yyeaw () PN@ &0% PVCF
[ (3200 0-833 G -QE
2 |S8- 0 o-eqy [o-t3
AR 183°S | o <49 los- &6F
L(® 0982 ©-48Q tot-1b
AR 4o 16 ©-4 8 F08: 1y
Ng =3 140.0€
@ qu: Dg
ke—9
= Py(i+g)
ke-9Q
= Q09.88(1-0%)
O0'Ro— 008
= Q03T
oS
2464916
Notes s

I Q—8tage dividend mode| focuger on inver torls
ttme - hori2om -




Cep)

R BEVesy pesson  invading 1IN the gmcd Gaded in

(V%)

the maghet ghall have a {lme horiztm. Tn the
given auestion, it & Y yeaR-

+ That meang, in the gtven care, dhe tNvegos invegik

today, hold it for Y yeax and gell the Shawes at the

end of Yyt yeax. N
Theyetore, invettpr e expecting dividend for next

4 year @ Qrowth of ($% and gell @ Pperpetual
gqowth ot £%p-a.

- gince, the Inveeroy desizer to sell the shase at the

end of Myeas, he need to expect a value which
would occur ahbtes Y yeax. Hence, we calculated
Pg, which congidex all cathflows fsom DC 10 Do
at a perpetual grwwth ¥ae of S%- That prie hag
come o T 1%69q- 6.

b U&ing all thete datm INPUK we dikcounted the

future C and value ¢ X o 0&:

concliuia ownm

The weal wotth of companyt shoase (S only

G0 0L, wWhexear it baded tn the masket @
T 3123 Hence, it ig ovespriced o the tune of
R ((981-9¢.

gtepi: Calc of ke Cexisting)
gince, the dividend expecied © F o, tt ghall
be congideyed ak pi- (&g againgt Do given in

1S ™)
Po= Dt
I ke —9
e = D1
oo +9

= 230 4 0.0%¢ = BBFY
Ihybo



StepRs calt of wevifed HKe.

gince, company i< chongmg R zetention peopn,

it 12 sure that it wlll change & g2pwth bemuse
gwwth = Tetentisn propPx ROE

= br ¥
a- calc of wevited gqrpwih
q= b XY
= O-éOX ®'(0
= ©-0b
b- cale of exigting Payout & zetention pzopn
Q= b X"

©-0%< = b)( (XN1 &)

b= 0-3< (vewenton prop)

-b=0- &g(pqgocrt poop)
¢ cale ol exiettng Epg

Payout amoont expected = TR0

Payout n S %
H o/o % ‘15 ;2 (®)

\oo b —> = 80
S Tt 18 Con%\dered ’H/\at' T80 & expected Epc
d. cale ©f veyiSed Ke
ke = DrlReyiged) +9
Po
= EpLX RevPo 1+ g
Po
FEo K UOY. & 0:0b
2 ko
= 239 + 006
RliGeo
©-0219 + 0-0&
219%

i

ol



Summasy of Chapies (fosmulae)

Pag Hcuton

Fosula

wa\kes model

P=

D+%¥ ce-p

ke

ke

osd em model
Po =

Fo=

Dl
ke —9
Corv)
ECL—b)

ke — bY

Meodigliant & mclley model l- Po

= D|+P|

| tke

R MP, = IT-Ce—nDD
3 NPy = PYCnYW) —T +E

+ ke
gsaham £ Dodd model P = [D—l— -i]xm
3
Linters wmodel D= Do-+{(eps X POR)-Do]
KAF
Migcellaneour (- EpS= BYPS X ROE

pPE= mpe| Epe
3. ke = Pt/pe +9-
4 MpS= EPLK PE
< hke= ![PE

b PE= ![ke -

Tee END




MODIGLIANYT AND M™MILLER MODEL

¥ Al the previout modeld Like walter ¢ Gordon has
ewphagiced dhat, dividend dedamtion/ nom —declawation
wil neceecanly attect the Shave mprice:
\
Both thete modely hat dividend in 1S Hormu\a.
¥ But, MM model, Jo the contwowy, Stafes that the
dividend policy oF -the company will not aftect the
Shaveholdede wealth | company's  wealth.
% AS PeX MM model, it & de invettment decigiom
that decidet the wedlth of a company.
v
This can be uvndefc¢tood dhwovgh an example a1
vnaes:

Q The €xample

The balamCe cheet o-t- a company 1< ag& vnder

Eqyuity 10,000 Fixed akets 9,000
pPebt o caé\ ;000
lo; 0600 lo;000
No: ot ghased = 1,000 , Tnvestment opportunity = 1,000
N/

Ty +hia company want 40 takevp an Invextment puoject,
it hat A optiona hnamely

ERVELESHE IrT CWL con will paid ag [ETEETEETY
LEORAIEEEE S 1,000 witl] dividend ¢ co with cazue
o e pecome dhe will [¢une new [UAESSUER

investment ghaset in PO
in fixed agele &t ex-dividend price.

P-T-0O P-T-0O



Az pev OpHion —g, the
Shawse pnle 1€ ag vndex
N
£P betore dividend = T10
[Qlo,ooo/\’oog

2P apter dividend
com—div €P= T10
DS =(gD
(Z 1,000/ 1060)
BEx-div: gp = X9

N
ThiS £P 18 shaved by 1,000
g and wealth pecome
Z 9,000 (1,000 €W KT T |¢h)

N
once dividend ¢ declared, S 10,000 L3O0Tth company will
become R 4000 worth company- Now the SP oOf company
i€ T9 and at his price, the company wtll make
public ife 4o make (nVextment oy = | 000.

A2 pex ophton-—1, the
Shawe pnle 1€ af vnder

N%

SP betore dividend = T10
Eﬁ\o,ooo/\looﬂ

<SP apter tnvestment woul)
Temain uvnchanged becauge
Caxh becomek an agket and
balince cheet & wealh wil)
remain vnchanged-

No.- ot ¢harel o bve \li/med = I ehates.
(Q‘oooj%ii
summaty OF wealth
2
Say; hoding &5 ‘

Tmpact on Tmpact on Pmpact on
Cos¢ weatth Coe wealthy St wea'\th

N N N%
|00 X FO o x £10 Ltenxx9g £h= 1Oy XFF=FF0
= F10,000 = T100 = 10,000 DIV logy xF\ =%l0
A yoeatth =00




* Thexedove, model ties do explain that iy A company
hag an invegtment opportuntly, it will Curely tawet it
whether [not  +he dividend i< declored -

% Ty the Company didiibuted dividend it Yai<er the
veqgursed Sundk dheough new 1ue.

¥ Tais  wil not addfect the o< wealth ax Ttooo Goeaour
as dividend and come batk at Capital The Came
weal¥h woWich 1¢ g£hated by (000 Lharer will now be
ghaved by ||\l ghaver @Q X9 2P-

¥ Tn g care CAiV decl), 4he S expeviences both joys
Sowpowd - J0Y becaure he weceiyex dividend and gosvow
becaure, <P dTOPR- The dividend benesit & offtset by
the capital \0& teaving St weath unchanged.

Super SVMMADY

‘ MM-model Concentates ov dividends irselavance
on The wealh o Co4& Sk

‘ MM-model says that weatn ot cojen will vemain
unchanged iy CO wak Goop invertment opportuniiy-

3 B|8 \ntey pretation
#em00nt ()

Equity 10,000 Fixed akets 2,000
pPebt o caiw , 000
\D{DOO \D{DOO

The lbaunce dneet ghown above (€ NOt The accovntancy
balonce fueet Tomer it 1¢ | Market Value' balance fhect.



¥ The temn  Ared adtet used here desanot mean any
individual fixed aket \ike tand « Building cor) Pam-
Tt i§ compllation ot all projecic of a company
whiCh genevarek vevenue-

* Value ot aet here teprRentt ik ~adrvalke not the
higtonc cott Cor) 1% ook value | DV-

%  Faitvalue of any aget i€ pretent value of i€ future
CFe ditcounted at ryeqyuised yalr ot setus.

% Fixed axet 10 ig example vepreentit investmends in
al the prgjeck of the company at jts Halv vawe.

Let UL wvndergtand ditference between accounting BIC

and dafly Vale Bl ot axe £de.

\! = J
Accounting Blg Falt valle B¢
N J
putchate of Fh tet ur akume That the

wotth X {000 pwject of FAC i< a
N5 peypetual e ject. PY of
Fixed akek alc (P¥) F|, 000 perpetual CFe (¢ CFpa
TO Cathalc (,000 RR
J
N} J N5
T >NKe T=kKe Y< Ke
Cr= 0%, ke= & s) (5=10%, ke=10") (= &°/o,Ke=107)
J coet of FACPUECA)O J N
CFpa _ 2|,000X 16% ” CFpa _ 3H,000x0% CFPg _ ;000 X8,
Ke 8% ke 1 0% ke 1 0%
= % 1,&80- = X |,000. = 2200
Blg Bl Bl
Fixedager I |, QS0 Firedaxete T),000 FA T 20

Fsom this one can uvndergiand dhat accoonting focuseg
on co&tS and FM focurel oN Halr Values .




XA peyr M model, when T=HKe, €. when company

gives a TRIUIM  exactly af what +the Lh expecy,

agket wlll be wiTly Vvalued at cogt- This tuation

¢ callad as ''gpod" invatment opportunity-

% Ty w>Ke, then it i€ cated as beat inveatment

oppotTtuntty and it wv<«ke, then it i< called ag

| gub- gtandard" invegtment opporiuniiy.

% one ghould uondergtand that the =iy value of atl

the aKketk IS called ag projectk and value ot all

prgiectk 1€ vawue ofF dhe buannesk.

* Tnevetore, Value of any budinesk fg¢ the Prezent value

oy all twture caxWh-Hows Mwject i€ expected o

geneyaty digcounied at ke

X Here, in thic mode\, the teym equity is not E<c|

ReC] both: Tt (¢ tad¥ value o equity .

% Thovgh people call Lhare Capital ar an i4em of

labiltly, in seality <hawve capital i« alkp an aket:

The reagon e, €howe Value increatef ity buvaneK

pexfonm and ghase vawue 4all it buésines doezn't

pexform: Wwe have already leaynt that value OF

bugsine & & nNothing but value o Pmjectk and value

ofF ettt i< nothing but Valle of all akeRarnd

valle of aget 1< nothing but PV of all FF go, I

company could not genevat Proper CF (@ T/>%),

dhen valle of asseR fall, eventually Value of prject

ol and thereby Valde Of bugine & sl which ewtll

then imnpact +he <P Thexetore, it 1< Clear that, Ve

fe atected by value of butine® and £have deeut

have any gepeyvare value o i€ own.

% Yence, share i€ an aket ot a wind  which deriver

€ vawe from Value of R ondeslying aket caned

sugne et




% So; N nance world; vnlike accountancy , There s
no concept ot Uabilily. Liabilily i jut a
connotation uwked o Zette ovligationg- Hence, SP
{8 jut a  kalancing tiqure-

4 mmn theony of iwelavance veing tormula:

N2

gingle pewnod AMOUNT 1o be
holding smula Tailed in 1Po/FPo

N Po

P CNtm) T+ E

1+ ke
Po= Current g¢hase pme - D= Dividend aptey (Yeas
P = prce after \yeas - Ke= Colt oh equity
-T= Tovetiment value + E= Eawningc
-nND\= Expected dividend amount -« n+m= -Total Sharex
- n = NO:Of-8hawer befpre nNew (Kue apter new (SLue
- m= NoO-of-2hasek t0 be jssued.

S- Dexivahon [ interpretation of formulae.

o Po= Di+P . Value of shave 1& PV ofF FCF
|t ke 7 disc @ Ke 3
v D)+ Py
. kXN
ke Po biv agter (e
lyeas aptes
lyeas.
perivanon
= D -

Po Po



Ke-g= 51 Ke —[P| —PO]
Po 4 Po

D= ke _ pi—Po
Po | Po
D= Po ke — Pi1 tPo

Po Po
&_ PoKe"\‘PO'_Pl
>6 - 58
D= Poke+Po—9
Dy =

Po C ke +1D — P,
Di+4P = Polltke)
PO:_ D"\"Pl i

14 Ke
b.

AMoOUNt “o be yaiked from Ppublic [ Kue
mp,= T —CE—NDD

M= NoO-oF New Shasel to be | Lued
Pi= Price of puvlic T&ue:

That meang, the amount to be 7Faized Should be
emual Yo

nvestment value veduced by net

eoxnNNEK - Net earnings meaw easninge available
ofter declamhg dividend:

c- cusrent vValde oy company
Po= Dt+Pi ¢ Mpy = T—Ce—NDD
\tThe
Mmultiply L1 and RWR by N
NPo= ND)+NP
\tke
Add and dedutt mp

NPy = an-ﬂP,-mPI—rmP1.
ItKe
MPo = npy+np; —LE—CE—NDY]+mp,
I+ ke
NPo =

NE+ NP —T +E-nb+mp
I+ ke




NPo = NP, +MP) —TE
the

NPp= P (ntmM) ~T+E
(tKe

6. Plurtsarong FHFoem 14m-

Example -~
* No-of- ghaver = §,00,000 Mmps= Flo  + DPs= 23
© KRe= 0%
gituahonal analyg
N
v N
pividend (¢ pividend not
declaged declased
L \
Po= Dy —+P Po = DLTPI
I+ ke I+ ke
_ O+ P
Lo= 23+P Tlo= .
< l+010 (t+o*to
P=- 28 Cex—d‘\v'\der\d) Pi= ElICCUW\'—d\\O
N2 N

No - of - Sharer o be 1&ued
10 make nvertment of oL
2,00, 00043 9.5,000¢y -

3

N
Magket valve= &;F5/000 g¢h xT€
= T aR,00,000

Since theve (& no pyt of
dividend, ayuestion ot
%aing new Chaves deetnk
amnse. .

masket Value= & 00,000 RZ ]
= SRK00000-



@ Qiven intor marh om
Ke= 0%, NO- 04 ghares = 10,000, Mps= F(00, D= TL|.
emn‘m% available = T 1,000,000, Tnvetrtment = T,00,000-

| Stepl-| [ catevlation of Mps (with £ wrthout dividend)|
<4
J J
pividerd & dividend not
declaged declared
N2 4
Po= DIt PIL Po= Dj P
|+ ke | tke
Tloo= REr P Tloo= 0t P
I+610 1+ 0°\0
P = SioC. Pi= 0.
[gtepa] [calcvlation of no-of- shaves to be vailed |
N5
J J
pividerd (& dividend not
declaged declared
MP\=I:—C€—' noy MP; = T—-CE—NDYD
(MxF10E)= T Q,00,000- (F1,00,000 (MXFUO)= FQ,00,000
- 10,000%X TK) - (¥1,00,000)
TloEm = T Q00,000 — T £0,000 Zlom= J |;060,000
T IOSmM = F |, 50,000 m = 909 09 Lvawer
m= |;428 £% ghaves.
[step3] [calewlation of cuvvent masket value. |
N
J J
pividerd & dividend not
declaged declayed
Npo= P CNTW) — T +FE NPy = P CnAm)—T+E

\tKe It ke



= 2105 (10000t 142€ - SF) = T 110(10,000-+409:04)

— *(00,©00+ |,00,000 - ;00,000 ;00,000
\* 10 1*\D
=  T0;00,000 = S 10,00,000

value ofF Hwn semairg the Lame AR any &Guation.

AL Addl ilugtpation |2 Given intormation
Ke= 12 %, NO-of ghares = 10,000, Mpg= (00, D= J10/&y.
Easningk available = g 00,000, Tnvetrtment = Ti0,00/000-

[gtepl | [ catevlation o Mp< (with £ wtthout dividend) |
N2
N J
pividend (& dividend not
declaved declayed
N2
Po= DT PL Po= D) +Pi
1+ ke ke
Flop= JOT P Floo= 0t P
I+ 01 140\
Pl = Ti0a Pr= Q.
[Stepa| [calevlation of no-of- shaves to be Tailed |
N2
N J
pividend & pividend not
declased declaved
Mmp, = = —CE—NDD MmpP = T~-CE—~NDD
TloAxm= 10,00, 000 Tnam = T 10,00,000 —
— (25,00,000 - 16,000 X10) (T s,00,000 — O)
FGem= T 6,00, 000 T UM = FK,;00,000

M= S8ERI T yasel m= L4 b2 uarer



[ calcvlation of cuvwent masket vawue. |

[ 8tep3 |
N
J J
pividerd (& pividend not
declaged declared
NPp= PrCN+FmM) — T 4 € NPy = PCNAM) — I +E
tke It ke
=TF10(10,000 +S8€Q.35) = T1R(101000 + L4by2q)
— % 16,00, 000 +3£,00/000 - 5 10,00,000 +Z £,00,000
HE 1Q
= F10,00,000. = =10,00,000
PP [gtepl | | catevlation of Mps (with £ wrthout dtvidend)|
N
N J
pividerd & Dividend not
declatsed declarved
N 4
Po= 2 P Po= D) +P)
LT ke | tke
'ﬁoo:m— TI00 = O +P)
"o 110
Pi= JloL Pi=210-
| Stepa- | [ catevlation of no-of- Ehayes fo be 1%8ued |

T IWhen dividend i€ declared
mp = T — (€~ NDD
ToEme= T 00,000 — (T ]/K0,000 — T1,25,000)
TIoSm= X 00,000~ Z |} 1,000
oS m= T 3,F£,000
M = 3,SH\- 43 2hoves -




T When Aividend & not decfarved
mp, = T-CE—nDD
ZUom = T 500,000 — I}, Sp;000
Fuom = T , ;000
M= JATRF3

[step3] [[cawviation of current mv o the Hon- |
T INhen dividend {8 dectased
NPy = PICNAM)— T+ E
tke
= 105(28<H U3 — <00,600 + {; $D;000
(10
= 23000,000—F2,5,000
[*\O
= X RA5,00;000-
T. When dividend (& not declased

NPp = PICNAM)— T+ E
the
= 10 (FFXF3) — 00,000 + J; $D;000
(10
= 2 — TR 000
I'10
= T 5;00,000.




(Pre) [gtepl | [ catevlation o Mps (with & wethout dividend)]

0
N2 . J
pividerd & pividend not
declaged declaorved
v 4
Po= D1t P Po= D) +%
‘;iﬁP | tke
_ \
15D 10 <D = O\‘L‘OP'
=2Is#F Pi= T I6S
[stepa-| [ calevlation of no-of: hares to be T&Rued |

T When dividend ig declared

mp, = T—-(CE-NDD

[SF™M = T ¢,00,00,000 — ((3;00,060,000 — %p,;00,000)
|I€%m = F4,00,00,000 — 3,20,00,000

(S¥m = 3 2,8p,00,000

M= XY, 038 3 ghavel -
T+ When dividend i& hot declased
mp = T— CE—NDY
l6EmM= 600,000,000 — T 300,00, OO0
m = 1, 81,812-18 Shagex.
| Stepx | | calevlation o mVv ef ComPpany- |

Tn thig auetion ,we ave vewwsed o prove frhqt
mv of Company € Same acpKR any Stuahen
at the END of Yeasw-
T dividend i< pald Tf dividend i< not pald
My= (2, 42,038 X IS mv= U, 81,818 (& X (bT

X [4-Locr = JI1q-oar-




