MODIGLIANYT AND MILLER MODEL

¥ Al the previout modeld Like walter ¢ Gordon has
evphagiced dhat, dividend dedamtion/ non —declaration
wil neceecanly attect the Shave mprice
\
Both thete models 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 & dhe invettment decigiom
that decidet the wedlth of a company.
Vv
This can be uvndefc¢tood Thwovgh an example a1
vnaes:

Q The €xample

The balamCe cheet o-t- a company 1< agt vnder

Eqyuity 10,000 Fixed akets 9,000
pPebt o caé\ ;000
lo; 0600 lo000
No: ot €hased = 1,000 , Tnvestment opportunity = 1,000
N/

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

ERVELESHE I CW1 cosn will paid ag [ETEETEETY
LEOEAIEEEE— 1,000 witl] dividend ¢ co with cazue
o e pecome dhe will [sune new [HAEESTER

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

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



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

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

N
ThiS £P 18 shaved by 1,000
S and wealth pecome
% 9,000 (1,000 €W XT 9 |¢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 ophtn-—1, the
Shawe pnle 1€ af vnder

N%

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

<SP apter tnvestment woull
Temain uvnchanged becauge
Cax¥h becomek an agketand
balnce cheet & wealh wil)
remain vnchanged-

No.- ot ¢harel o bve \li/med = I ghates.
(Q‘oooj%ii
summaty OF wealth
2
Say; hoding 40, ‘

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

J N N%
|00 B X FO oo x X10 Ltenxxqg £h= 1Oy XFTH9=FF0
= F1o,000 = T100 = 10000 DIV logy xF\ =%l0
A yoeatth =00




* Thexedove, model ties do explain that i A Ccompany
hag an invegtment opportuntly, it will Curely tawet it
whether [not  4he dividend i< declored -

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

¥ Tais  wil not addfect the o< wealth ax Ttooo Goeaour
as dividend and come batk a4t Capital The Came
weal¥h woWich 1¢ ghated by (000 Lharer will now be
ghared by ||\l ghaver @Q X9 2P

% Tn e care CAiV decl), 4he S experiences both joys
Sowpowd - J0Y becaure he weceiyex dividend and gosvow
becaure, <P dTOPR- The dividend benesit & offtget 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 weattn ot cojen will vemain
unchanged iy CO wak Good invertment opportuniiy-

3 B|8 \ntey pretation
#e0000t ()

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

The baunce qneet ghown above (€ Not The accovntancy
balonce fueet Tomer it 1¢ | Market Value' balance fhect.



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

* Value ot aet here teprRentt ik ~airvalke not the
higtonc cott Cor) %€ ook value | WDV-

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

% Fixed axet 10 ig example vepreentt investmends in
al the prgjeckk of the company at jts falv vawe.

Let UL wvndergtand ditference between accounting BIC

and dafly Vale Bl ot axe £de.

\! = J
Akceounting BIC 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 Cathale (,000 RR
J
N} J N}
T >NKe T=kKe Y< Ke
Cr= 0%, ke= & 1s) (5=10%, ke=10%) (= &°/o,Ke=107)
J coet of FACPUECA)O J N
CFpa _ 2|,000X 16% ” CFpa _ 3H,000x10% CFPg _ ;000 K8,
Ke 8% ke 1 0% ke 1 0%
= T 1,&80- = X |,000. = 2200
Blg Bl Blc
Fixedager I |, QS0 Firedaxete T),000 £A T 20

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




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

gives o TRIUIM exactly ol 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 at beat inveatment

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

| gub- gtandard" invegtment opporiunliy.

% one ghould uondergtand that the =iy value of atll

the aKketk IS called ag projectk and value ot all

prgiectk 1€ vawue ofF dhe buannesk.

* Tnevetore, Value of any budinesk ¢ the PpPrexent value

oy all twture casxWh-Hows Mwject i€ expected o

geneyaty digcounied at ke

% Here, in thic model, the teym equity is not E<c|

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

% Thovgh people call Lhare Capital ar an i+em 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- We have already leaynt that value OF

bugsine & & nNothing but value of Pjectk and value

o ettt i< nothing but Value of all akeRard

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

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

dhen valle oy asseR fall, eventually Value of prject

ol and thereby Valde Of bugine & sl which ewtll

then impact +he gP. Thexetore, it 1< Clear that, Ve

fe atected by value of butine® and £harse deewt

have any gepeyvare value o i€ own.

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

& vawe from Value of & ondeslying axet caied

Isugne e,




% So; N nance wor\d; vnlike accountancy , There
no concept ot Uabilily. Liabilily i jut a
connotation uwked o Zette obvligationg- Hence, SP
{8 jukt a  kalancing tiqure-

4 mmn theony of iwelavance veing tormula.

v

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 (Yeay
P = price after \yeas - Ke= Colt oh equity
«T= PTnvesiment valle * E= Emming{
-nND\= Expected dividend amount -« n+m= Total Sharex
- n = NO-Of -8hazer bedfore nNew {Kue apter new (Lue
- m= NO-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 4
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 - 56
D= Poke+Po—9
Dy =

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

4 Ke
b.

AMoUNt “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

eoxnNNEL - Net earnings meaw easninge available
ofter declamihg dividend:

c- cusrent vValde oy company
Po= Dt+Pi ¢ Mpy = T—Ce—NDD
\tThe
Mmultiply L1 and RWR by N
NPo= ND)TNP
\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. Pluatsarong FHFoem 14m-

Example -
* No-of- ghaver = §,00,000 Mmps= Flo  + DPE= 23
© KRe= 0%
gituahonal analyg
N
v N
pividend (¢ pividend not
declaged declased
L 4
Po= Dy —+P Po = DL TPI
I+ ke I+ ke
_ O+ P
Lo= 23+P Tlo= .
< l+010 (t+oto
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
3,00, 00043 9 5,000€0 -

8

V'
Magket valve= &;F5/000 g¢h xT€
= T aR,00,000

Since theve (& no pyt of
dividend, ayuestion ot
guUing new Chaves doetnk
anse. .

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



@ Qiven in+tor marh om
Ke= 0%, No 04 ghares = 10,000, Mps= F(00, D= TL|.
emn‘m% available = T 1,000,000, Tnvettment = T,00,000-

| Stepl-| [ catevlation of Mps (with £ wrthout dividend)|
<4
J J
pividerd & dividend not
declaged declared
N 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- shaver to be vaiced |
N5
N2 N%
pividerd (& dividend not
declaged declared
MP\=I:—C€—' noy MP; = T—-CE—NDD
(MxF10E)= T Q,00,000- (F1,00,000 (MXFUO)= FQ;00,000
- 10,000%X TK) - (¥1,00,000)
TloEm = I 00,000 — T £0,000 Zlom= J |,060,000
T IOSM = F |, 50,000 m = 909 09 Lvawer
m= |;428 &% ghaves.
[step3] [calwlation of cuvvent masket value. |
N
J J
pividerd & dividend not
declaged declayed
NPo= P CNTW) —T +FE NP = 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 fwn semairg the Lame AR any &Guation.

AL Add! ilugtpation |2 Given intormation
Ke= 12 %, NO-of ghares = 10,000, Mpg= (00, D= J10/&y.
Easningt available = g 00,000, Tnvertment = T0,00/000-

[¢tep | [ 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+ 01 110\
Pl = Ti0& Pl= 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)
Gam= T 6,00, 000 T UM = T K,;00,000

M= S8ERI T nasel m= LG by-24auarer



[ calcvlation of cuvvent masket vawue. |

[ 8tep3 |
N
J J
pividerd (& pividend not
declaged declared
NPp= PrCNFmM)— T 4 € NP = PCNAM) —IT+E
Itke It ke
=TF10Q(10,000 +S8€Q.35) = T1R(101000 + L4by2q)
— % 16,00, 000 +3£,00/000 - 5 10,00,000 +Z £;00,000
HE 1
= F10,00,000. = =10,00,000
PP [gtepl| | catevlation of MpL (with £ wrthout dtvidend)|
N
N J
pividerd & dDividend not
declagsed declarved
N 4
Po= 2T P Po= D) +Pi
LT ke | tke
'ﬁoo:m— TI00 = O+ P)
"o 110
Pi= JloL Pi=Z10-
| 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)
TIoEm= 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 — ], Sp1000
Fuom = T , ;000
M= {ATRF3

[step3] [[calcviation of current mv of the Homn- |
T INhen dividend {8 declased
NPy = PICHNAM)— 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

NPy = PICNAM)— T+ E
(the
= 1o (FFXF3) — 00,000 + J; $D;000
(10
= 2 — TR 000
I'10
= T 500,000




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

\
N2 . J
pividerd & pividend not
declaged declaryed
v 4
Po= D1t P Po= D) +%
‘;_ﬁ) | tke
_ \
15D 10 <o = O\‘L‘OP'
=2Us#F Pl= T I6S
[stepa-| [ calecvlation of no-of: Ehaves to be TRued |

T When dividend ig declared

mp, = T—-(CE-NDD

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

(S¥m = 3 2,8p,00,000

M= X4, 038 3 ghaveld -
T+ When dividend i& hot declased
mp = T— CE—NDY
l6EmM= 600,000,000 — T 300,00, OO0
m = 181,828 Shagex.
| Stepa | [ calevlation o mVv ef ComPpany- |

Tn thig auettion ,we ave veawwsed o proVve 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-




