Cakn-feoud
digc vare
Life

DIVIDEND DEC1SIONS

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

milley model
b. Dividend pay out model — Linters model.
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| bndeygtanding dividends . |

% Value off any aket (8 PV oy FCF digcovunted (@
RR.

* TUpe of aker, thely Catiowg £ T&& pechiVe disc
TAL are as Lhdey
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Debt pPyeterence Eauity
Thterest Prederence dividend Dividend.
Ka/YTm Kp ke
Pye—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 alg&p wecus -l Pewpe'tumq

% 10 Value the aXet called ‘ahare’ we sequise

PV of Perpetual CR which are digcovnted @ Ke-

Ke 1& alseady amlyeed in the previous Chayter.

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

¥ Formula Hox PV O PCF (g

Tn case of Shaye CFp:a (8 dividend: Reayuived

mre i€ ke- S0, value of ghose (S

. 2 -Stage IPo= D1+ P
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| pividend velevance 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 o
congtant gaowth-

T Bagicg i —

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

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

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

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

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

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

The foymula hag 3 PaT Namely
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* 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 fovymula-
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. pividend Policy L&NG watreyr model

e

R % '00% Teiention gince, weatth maximiger
¥ 0% payout N the hands of company
B=He Tn di Hfeventc -

+ 0% werenton SiMce, weakh maximiger
* 100% payout 1N the handk of Lu.
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V1. ASSumptiond oy waler model

Company hasr conStont earning

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

¥ No et tgue Cnew):

¥ No Toxes

% MartkeR arve bpexfect .

—

YII . Advantager of wal¥y model

% Eagy o LNdersiand £ Compdie

¥ Didfevent pnicexr ar Aitresent ituafionk. By Changing

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

% boen't con@ider all Hfachn attecting guase pricer.
¥ No toxres.

IX. pividend policy analyxe ugng fosmula
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P = ke - 7 = P= D+ [(E-D)




govdem's mode|
T. Bo%cs

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

on Share prcek.

2. Mode| anatyced dhat growty Wil be the major

inftuencing factor tn Shase pricing-

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

£ T = Retum om equity

¥ l-b= payout proportion

# E = Eawyning? per Shave

#% ECI-b)= Dividend per Shave

¥ br¥Y = 9

T - Dewsivath om
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V. understanding gewourth

—_—

* &oowth i€ a pwAaduct oF bxT-

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

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

. Concept detailed by mode)

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

«)@?nodm analyed both advantager ¢ digadvantagex
of dividend ¢ wetention which ate at followe —
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Dividend Retention
N N
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% Tneyeaced condtdence. ¥ Ky < ke
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¥ New (®ue ak (PO o .
e coatly i al % 10% ofy confdence

dividends axe paid-
“A Blyd in & hand i<

betrtey than & 1IN & UM~
vy Asgompﬁon& oy the model

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

® Company dollow) Stable payout:

K Maskets ave perfect -

* kedg

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

*

company hai weady iNvVeRimentg.
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Dividend policy ar pex Hovrdony model

highest ghave 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
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Pricea at diffesent payouR.
RE% POL % Pok <% Po
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N2 N
25+ s D STOR (o s+ 2R (25
©*10 o0 ‘|
= JUC 6'10 eHo
= S0 = R10S

geple calcutation ofF EAECH.

Net p2oHHt

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

6

Nlie WAleY model, Gosdon model

p2ppoiet 1o

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

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

|00% PO 4
0%k Retn.
N2
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010

= 00
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&epRs Catculation OF pPryout -

P - [ KCLC L)

Ke
. Tua= b+ 220 FL-p)
A o'b

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

EPS ~ 3600

eple calculation ofF EAECH.

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

= '2-‘5D




case—-2 * lWhen PO (& %

Ue —CXRT)
= Z6(l-0"5D)

0 (b~ (0 XDXROQD)
=3 . 3 _ FELO
o6~ 00 6+0b
case—3 T |dhen PO & |00%

Ue —CXrT)
= Z6(l-0)

0-tb—(C O X0OQD)
= b . 337-0-

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
= ZFAAl1-02)
0-1C-0-0L
o 13

—

= 9IS-69.



cale ofF pPritke 0 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<—0-0< oOtL-0.08% O I<— 003
= 210 = TG = T Rob
@' (D o 0F © 12
= 3| = 3 30:86 = RIF-
Q. Qep(z caltvlation ofF Epg and DPs
a) Ep<s
= 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

"

53+ 2% rxc-53)
5.2

01

= 3TIJPL0

o'l

= 3 L(,S*gg-

iep2s optimum paycut « OPhimum price

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

X 0% payout

% 100% TetenHon
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Ke
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calcvlafion of PAce pershase for varnous HIMs

13 -
Pasticlar  Gootwth figm  NotmaxlHfiym  Declining fiym
Po= E(I—Db) g 4oD Z100 TH6-9Q
ke —(bx7)
= 10(1-0:b0) = 0l1~0'b0) = (0((—D'60)
0:10-(0-6X01E)  0:1o—(0-bXo10) ©'10~(0-boxo-td
= 4 = Y = y
0'(o —0-09 &' 0— 0.0b 010-0-048
= q = L—(' = L(
© 0l o: 04 005
IG- l-caleviation 6 vatlue o nuarve 0&6Mg walter mode|

D+ L (e-D)

P = ke

1

(TboX30%) t f’;ag Cbo— 12D

o'ts

= TlIg+ I o

(SN N
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1

oNs

= fggb'l):f_’

Q- Decigiony as pex Qordon wmopdel

AR per Gotden model, move the wetendion, move the




gwwth. mote the geowih, highey the ghare pvicz. So,

4o achieve opHmuwm Shome price as pey GoTalon model

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

pay out-

Gvaham & Dodd mode|

% Thig wad'honal pricing model ageumed that the

SH wtll give 34Tmer more weight to the dividends

than vetained easningl-

e

% Formula onder hic model 8

P= Pnce of gy D= Dividendk

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

calt of ghave pnce vndey &raham £ Dodd mode|

P:rD’i’E x M

2 ]

=|CZ30Xx607) + 30

XD
A

3

= —(§-tg+§lo)xn_

= ZSb.

calc o €EpS v&hng 64D mode|

P=(D+tE\ym

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

ep<= 9-99 = o




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

pay atleagt the dividend alyeady paid in the

last Yeat added with come extya Payment taking

adjugtment fachoy it Con@ideration-

%  Uindex formula

Dy = Do H{{ €ps X PRI~ Do] XAR

DI= DIV 10 be pald, Doz Div alseady pald

EpS= EaxwNingt per shase, PR= Payout ratlo,

AF: Adjurtment Hacy/Speed of adjutment [Dividend

Nelo cﬁg .

calc of dAividend o be pald ondev Lintes'< model

D

non

Do + [(EPLx PORD - Do | % AF

R9-% + (CROX 607) — 4-@9] x 4&%

I

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

1

2 10-%9
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calcvlation of PlE 0&iNg @& D mode|

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

3 \" ¥

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

P= I1'1RE+E,q - RIREX3 = bbE

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

(PPY)

I PMCe ak Pper waller model.

D+ L (e-D)

©

Ke

0RO -

© Qb

= btE - Fcg

© ‘RO

Q- Pnce ak Pery §osdon'c model

Po = ECl—b) _ Tto(t—0-40)

ke -Cox®  ©-80—-(040%0-3%)

= b - =b 50.

00 —0-10 010

(PPs)

| Calcolakton of EPS

Pasticulaxn 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(® % PoR(@ o7, POR (D 007,
Po= ECI-BD Po= ECt—b) Po= E (D)
ke — bY ke— DY ke— by
= (-0 -3) = XF((~0"LD) = 3%((-0)
o-tb—(o #£X0 X0) o'lb— (0-LpX 0 R0) &1lb—0
= T [-®ES = X3 = T
00 ©-0b ©"lb
= X 1fs- = 5833 = Ju3-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
€arningt CRetumn) = TR0 000
ROE = REtUM ,\ng = 200,900 , np
EQutty T R0,00,000
= (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 _ 7
ke £
ke= L _ iasp = 8%
ple

c- comment

£n the given cate, T>he- That meang, ot pey LOley

mode! comPc:my ghall follow 100% "o'eéfen-ncn‘g ©% P0,
to_achieve opfimom Shave price: BUt, in the given Cage,
company . pa

fa &% 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
dommot atfect the PAce.

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

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

% Tn guch acate, T<LKke and company <shall follow
whmom dividend policy ofF (00% Po!wo/owseiemtm
But in the given cate, 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

Yyeay el PY@ 0% PVCF
[ (3]:00 0-833 G -QE
2 |S8- 0 o-eqy [o-t3
YA RN 18]S | o <49 los- 6F
L(® 0982 O-Y8Q (ot b
AR 4o 16 0-4 8 F08- 1y
Ng =3 140.0€
@ qu: Dg
ke—9
= Py(i+g)
ke—-Q
= Q09.-88(1-0%)
O0'Ro— 00K
= Q03T
CHES
21464916
Notes s

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




Cep)

R EVesy pesson  invading 1IN the gmcd Gaded in

V%)

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

* That meang, in the gtven care, dhe tNvegns invegik

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

end of yth yeax. ] '
Theyetore, invettpr e expecting dividend for next

4 year @ Qrowth o 1$% and gell @ Pperpetual
gqowth ot £%p-a.

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

end of Myeas, he need do expect a value which
would occuy abtes 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 4%69q- 6.

b U&ing all thete datm INPUK we dikcounted the

future C and value ¢ X 4o 0&:

concluia onm

The weal wotth of companyt shase (S only

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

gtepl: Calc ofF he Cexisting) i
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 ok wevifed Ke.

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 poopn
Q= b X"

©-0%S = b)( (XN1 &)

b= ©0-3< (vewention prop)

-b=0- &g(pqgocrt poopP)
¢ cale ol exietting Epg

Payout amoont expected = R0

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
= EpS X RevPo 1 g
Po
FEo K UOY. & 0:0b
2 ko
= 239 + 006
RliGeo
©-0219 + 0-06
219%

i
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Summasy of Chapies (fosmulae)

Pag Hcuton

Fosula

wa\kes model

P=

D+3¥ ce-p

ke

ke

eosd e model
Po =

Fo=

Dl
ke —9
Cov)
ECL—b)

ke — bY

Meodigliant & mclley model l- Po

= D|+P|

| tke

R MP, = IT-Ce—nDD
3 NPy = P CnYW) —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

»PE= mpe| Epe
3. ke = Ptlpo +9-
4 MpS= EPLK PE
< hke= ![PE

b- pE= ![kKe -

Tewe END




