
                                               FINANACIAL MANAGEMENT 
 
 
MEANING OF FINANCIAL MANAGEMENT  
Financial Management may be defined as Planning, Organizing, Directing and Controlling of 
financial activities in a business enterprise. More specifically it is concerned with optimal 
procurement and effective utilization of funds in a manner that the risk, cost and control 
considerations are properly balanced in a given situation. Financial management is concerned 
with efficient acquisition and allocation of funds. In operational terms, it is concerned with 
management of flow of funds and involves decisions relating to procurement of funds, 
investment of funds in long term and short term assets and distribution of earnings to 
owners. In other words, focus of financial management is to address three major financial 
decision areas namely, investment; financing; and dividend decisions.  
 
Definition : “The activity which is concerned with acquisition and utilization of all money/ 
Funds to be used in a corporate (Business) Enterprise.” - Wheeler More specifically, Financial 
Management is concerned with making the following four decisions:  
1. Investment decision i.e., where and how much to invest in long-term assets and working 
capital?  
 
2. Financing decision i.e., from where to raise funds?  
 
3. Dividend decision i.e., how much earnings to be retained and how much to be distributed?  
 
4. Liquidity decision i.e, how much cash in hand is to be maintained with the firm.  
 
OBJECTIVE OF FINANCIAL MANAGEMENT (***) The objective of financial management is to 
maximize the current price of equity shares of the company. However, the current price of 
equity shares should not be maximized by manipulating the share prices. Rather it should be 
maximized by making efficient decisions which are desirable for the growth of a company and 
are valued positively by the investors at large. A decision is considered efficient if it increases 
the price of share but is considered as inefficient if it results in decline in the share price. In 
other words, the objective of financial management is to maximize the wealth of the owners 
of the company, that is the shareholders. Here wealth maximization means the maximization 
of the market price of the equity shares of the company in the long run by making efficient 
decisions and not by manipulating the share prices. The financial manager must identify those 
avenues of investment; modes of financing, ways of handling various components of working 



capital which ultimately will lead to an increase in the price of equity share. If shareholders 
are gaining, it implies that all other claimants are also gaining because the equity share 
holders get paid only after the claims of all other claimants (such as creditors, employees, 
lenders) have been duly paid.  
 
Objectives of financial management  
 
Primary objectives  
 
1. Profit maximization funds at reasonable costs 
2. Wealth maximization. 
Secondary objectives  
1. To ensure availability if sufficient amount of.  
2. To ensure optimum utilization of funds.  
3. To ensure safety of funds through creation of reserves.  
 
Nature and Scope of Financial Management : Nature :  
1. Management of flow of money.  
2. Concept with application of skills in manipulation  
 
Use of Control of Money Determining financial needs and Raising of funds Utilization of funds 



1. Details : Management of flow money : It refer to Inflow and outflow of money. 
Inflow of money means Entering of money in business from external source and 
outflow of money refers to consumption of money. Which gives us the Best 
output of financial Manager need to concentrate over the inflows as well as 
outflow of money so that there cannot be shortage and excursiveness of financial 
resources.  
 
2 Concerns with application of skills in manipulation, we and control of money : 
In an effective financial Management, there is always a process of applying. 
Manager skills in Manipulate, utilization and control of money. In Financial 
Management, Controlling of firms financial resources play a vital role that is why 
a financial manager uses his skills in order to control such activities.  
3 Determining the Financial needs and Raising of Funds : In financial 
management, a financial manager, firstly determining the financial needs of an 
enterprise and then finding out the best suitable sources for raising them. The 
sources should be commensurate with needs of business. If the funds needed for 
longer period then long term sources of like share capital, debentures, etc can be 
raise for short term, period, the short term sources like. Trade Bill, Commercial 
paper can be.  
4. Proper utilization of funds: Though raising funds is important but their 
effective utilization is also more important. The funds should be used in such a 
that maximum benefit is derived from them. The retires from their use should be 
more than their cost. It should be ensured that funds do not remain idle at my 
point of time. The funds committed to various operations should be effectively 
utilized. Those projects would be preferred which are beneficial to the business.  
 
Scope of financial Management :  
1. Estimating Financial Requirement  
2. Deciding Capital Structure  
3. Selecting a source of finance  
4. Selecting a Pattern of investment.  
5. Proper Cash Management  
6. Implementing Financial controls  
7. Proper uses of surpluses.  
 
1. Estimating Financial Requirements : The first task of a financial manager is to 
estimate short-term and long-term financial requirements of his business. For this 



purpose, he will prepare a financial plan for present as well as for future. The 
amount required for purchasing fixed assets as well as needs of funds for working 
capital will have to be ascertained.  
 
 
2. Deciding Capital Structure. The capital structure refers to the kind and 
proportion of different securities for raising funds. After deciding about the 
quantum of funds required it should be decided which type of securities should 
be raised. Long-term funds should be employed to finance working capital also, if 
not wholly then partially. A decision about various sources for funds should be 
linked to the cost of raising funds. If cost of raising funds is very high then such 
sources may not be useful for long.  
 
3. Selecting a Source of Finance : After preparing a capital structure, an 
appropriate source of finance is selected. Various from which finance may be 
raised, include : share capital, debentures, financial institutions, commercial 
banks, public deposits, etc. If finances are needed for short periods then banks, 
public deposits and financial institutions may be appropriate, on the other hand, 
if long-term finances are required then share capital ad debentures may be 
useful.  
 
4. Selecting a Pattern of Investment When funds have been procured then a 
decision about investment pattern is to be taken. The selection of an investment 
pattern is related to the use of funds. A decision will have to be taken as to which 
assets are to be purchased? The funds will have to be spent on fixed assets and 
then an appropriate portion will be retained for working capital.  
 
5. Proper Cash Management : Cash management is also an important task of 
finance manager. He has to access various cash needs at different times and then 
make arrangements for arranging cash. Cash may be required to (a) purchase raw 
materials, (b) make payments to creditors, (c) meet wage bills, (d) meet day to 
day expenses. The usual sources of cash may be a: (a) cash sales, (b) collection of 
debts, (c) short term arrangements with bank etc. The cash management should 
be such that neither there is a shortage of it and nor it is idle. Any shortage of 
cash will damage the creditworthiness of the enterprise.  
 
6. Implementing Financial Controls: An efficient system of financial Management 



necessitates the use of various control devices. Financial control devices generally 
used are : (a) Return on investment, (b) Budgetary Control, (c), Break Even 
Analysis, (d) Cost Control, (e) Ratio Analysis (f) Cost of Internal Audit return on 
investment is the best control device to evaluate the performance of various 
financial policies the higher this percentage, better may be the financial 
performance.  
 
7. Proper Use of Surpluses. The utilization of profits or surpluses is also an 
important factor in financial management. A effective use of surplus is essential 
for expansion and diversification plans and also in protecting the interests of 
shareholders.  
 
3. Finance Function : Finance function is the most important of all business 
function. It remains a focus of all the activities it is possible to substitute or 
eliminate this function because the business will close down in the absence of 
finance.  
Approaches to finance functions -  
1. Traditional approaches – According to this approach the finance function was 
conformed only procurement of funds needed by business on most suitable 
firms. The utilization of funds was considered beyond the purview of finance 
function Here, it was felt that decision regarding application of funds are taken 
same where. Limitations :  
a. If completely ignore the decision making to the proper utilization of funds.  
b. If ignores the important issue of working capital finance and management.  
c. If ignore issue of allocation of funds.  
d. If ignore day to day financial problem of organization.  
 
2. Modern Approach : It used in broader firms. It includes both raising and 
utilisation of funds. The finance function does not stop only by finding out 
sources of raising enough funds, their proper utilization . According to this 
approach, it cover financial planning, raising of funds. Allocation of funds and 
financial control etc.  
 
Aims of Finance Function  
1. Acquiring sufficient funds.  
2. Proper utilization of funds.  
3. Increasing profitability  



4. Maximizes firms value.  
 
1. Acquiring Sufficient Funds : The main aim of finance function is to assess the 
financial needs of an enterprise and then finding out suitable sources for raising 
them. If funds are needed for longer periods then long-term sources like share 
capital, debentures, term loans may be explored.  
2. Proper Utilization of Funds : Though raising of funds is important but their 
effective utilization is more important. The funds should be used in such a way 
that maximum benefit is derived from them. The  
returns from their use should be more than their cost. It should be ensured that 
funds do not remain idle at any point of time.  
3. Increasing Profitability : The planning and control of finance function aims at 
increasing profitability of the concern. It is true that money generates money. To 
increase profitability, sufficient funds will have to nor wastes more funds than 
required.  
4. Maximizing Firm’s Value : Finance function also aims at maximizing the value 
of the firm. It is generally said that a concern’s value is linked with its profitability. 
Besides profit, the type of sources used for raising funds, the cost of funds, the 
condition of money market, the demand for products are some other 
considerations which also influence a firm’s value.  
 
 
5. Sources of Financial information :  
1. Banks  
2. Financial institution  
3. Government agencies  
4. Investors  
5. Brokers  
6. Media  
7. Supplier.  
5. Functional Areas Financial Management:  
1. Determining financial needs .  
2. Selecting the sources of funds.  
3. Financial analysis and interpretation  
4. Cost volume and profit analysis.  
5. Capital Budgeting.  
6. Working Capital management  



7. Profit Planning and Control.  
8. Dividend Policy.  
 
1. Determining financial needs: A finance manager is supposed to meet financial 
needs of the enterprise. For this purpose, he should determine financial needs of 
the concern. Funds are needed to meet promotional expenses, fixed and working 
capital needs.  
2. Selecting the Source of Funds: A number of sources may be available for 
raising funds a concern may resort to issue of share capital and debentures. 
Financial institutions may be requested to provide long term funds. A finance 
manager has to be very careful and cautious in approaching different sources. 
The terms and conditions of banks may not be favourable to the concern.  
3. Financial Analysis and Interpretation: The analysis and interpretation of 
financial statements is an important task of a fiancé manager. He is expected to 
know about the profitability, liquidity position, short term and long-term financial 
position of the concern. For this purpose, a number of ratios have to be 
calculated. The interpretation of various ratios is also essential to reach certain 
conclusions. Financial analysis and interpretation has become an important area 
of financial management.  
4. Cost –Volume –Profit Analysis : Cost-volume-profit analysis is an important 
tool of profit planning. The costs may be subdivided as : fixed costs, variable costs 
and semi-variable costs. Fixed costs remain constant irrespective of changes in 
production. An increase or decrease in volume of production will not influence 
fixed costs. Variable costs, on the other hand, vary in direct proportion to change 
in production. Semi-variable remain constant for a period and then become 
variable for a short period.  
5. Capital Budgeting : Capital budgeting is the process of making investment 
decisions in capital expenditures. It is an expenditure the benefits of which are 
expected to be received over a period of time exceeding one year. Capital 
budgeting decisions are vital to any organization. An unsound investment 
decision may prove to be fatal for the very existence of the concern.  
6. Working Capital Management : Working capital is the life blood and nerve 
center of business. Just as circulation of blood is essential in the human body for 
maintaining life, Working capital is essential to maintain the smooth running of 
business. No business can run successfully without an adequate amount of 
working capital. Working capital refers to that part of the firm’s capital which is 
required for financing short term or current assets such as cash, receivables and 



inventories. It is essential to maintain a proper level of these assets.  
7. Profit Planning and Control : Profit planning and control is an important 
responsibilities of the financial manager. Profit maximization is, generally, 
considered to be an important objective of a business. Profit is also used as a tool 
for evaluating the performance of management. Profit is determined by the 
volume of revenue and expenditure.  
8. Dividend Policy : Dividend is the reward of the shareholders for investments 
made by them in the share of the company. Their investors are interested in 
earning the maximum return on their investment whereas management wants to 
retain profits for further financing. The company should distribute a reasonable 
amount as dividends to its members and retain the rest for its growth and 
survival.  
 
 
OBJECTIVES OF FINANCIAL MANAGEMENT 
 
Effective procurement and efficient use of finance lead to proper utilization of the 
finance by the business concern. It is the essential part of the financial manager. 
Hence, the financial manager must determine the basic objectives of the financial 
management. Objectives of Financial Management may be broadly divided into 
two parts such as: 
1. Profit maximization 
2. Wealth maximization. 
 
Profit Maximization 
Main aim of any kind of economic activity is earning profit. A business concern is 
also functioning mainly for the purpose of earning profit. Profit is the measuring 
techniques to understand the business efficiency of the concern. Profit 
maximization is also the traditional and narrow approach, which aims at, 
maximizes the profit of the concern. Profit maximization consists of the following 
important features. 
 
1. Profit maximization is also called as cashing per share maximization. It leads to 
maximize the business operation for profit maximization. 
2. Ultimate aim of the business concern is earning profit, hence, it considers all 
the 
possible ways to increase the profitability of the concern. 



3. Profit is the parameter of measuring the efficiency of the business concern. 
So it shows the entire position of the business concern. 
4. Profit maximization objectives help to reduce the risk of the business. 
Favourable Arguments for Profit Maximization 
The following important points are in support of the profit maximization 
objectives of the 
business concern: 
(i) Main aim is earning profit. 
(ii) Profit is the parameter of the business operation. 
(iii) Profit reduces risk of the business concern. 
(iv) Profit is the main source of finance. 
(v) Profitability meets the social needs also. 
Unfavourable Arguments for Profit Maximization 
The following important points are against the objectives of profit maximization: 
(i) Profit maximization leads to exploiting workers and consumers. 
(ii) Profit maximization creates immoral practices such as corrupt practice, unfair 
trade practice, etc. 
(iii) Profit maximization objectives leads to inequalities among the sake holders 
such 
as customers, suppliers, public shareholders, etc. 
Drawbacks of Profit Maximization 
Profit maximization objective consists of certain drawback also: 
(i) It is vague: In this objective, profit is not defined precisely or correctly. It 
creates 
some unnecessary opinion regarding earning habits of the business concern. 
(ii) It ignores the time value of money: Profit maximization does not consider the 
time value of money or the net present value of the cash inflow. It leads certain 
differences between the actual cash inflow and net present cash flow during a 
particular period. 
(iii) It ignores risk: Profit maximization does not consider risk of the business 
concern. Risks may be internal or external which will affect the overall operation 
of the business concern. 
Wealth Maximization 
Wealth maximization is one of the modern approaches, which involves latest 
innovations 
and improvements in the field of the business concern. The term wealth means 
shareholder 



wealth or the wealth of the persons those who are involved in the business 
concern. 
Wealth maximization is also known as value maximization or net present worth 
maximization. This objective is an universally accepted concept in the field of 
business. 
 
 
SOURCES OF FINANCE 
Sources of finance mean the ways for mobilizing various terms of finance to the 
industrial 
concern. Sources of finance state that, how the companies are mobilizing finance 
for their 
requirements. The companies belong to the existing or the new which need sum 
amount 
of finance to meet the long-term and short-term requirements such as purchasing 
of fixed 
assets, construction of office building, purchase of raw materials and day-to-day 
expenses. 
Sources of finance may be classified under various categories according to the 
following important heads: 
1. Based on the Period 

Sources of Finance may be classified under various categories based on the period. 
Long-term sources: Finance may be mobilized by long-term or short-term. When 
the finance mobilized with large amount and the repayable over the period will 
be more than five years, it may be considered as long-term sources. Share capital, 
issue of debenture, long-term loans from financial institutions and commercial 
banks come under this kind of source of finance. Long-term source of finance 
needs to meet the capital expenditure of the firms such as purchase of fixed assets, 
land and buildings, etc. 
Long-term sources of finance include: 

● Equity Shares 
● Preference Shares 
● Debenture 
● Long-term Loans 
● Fixed Deposits 
Short-term sources: Apart from the long-term source of finance, firms can 
generate finance with the help of short-term sources like loans and advances from 
commercial banks, moneylenders, etc. Short-term source of finance needs to meet 
the operational expenditure of the business concern. 



Short-term source of finance include: 

● Bank Credit 
● Customer Advances 
● Trade Credit 
● Factoring 
● Public Deposits 
● Money Market Instruments 
 
Bank Loans 

 
                    Bank Loans With a proper business plan, which has objectives and is 
commercially based, different financial institutions will be willing to give out small 
business loans to you. There are two types of business loans: the secured loans 
and the unsecured loans. The secured loans have collateral, meaning that if you 
fail in repaying them, your assets might be taken away by the bank. On the other 
hand, the unsecured loans have no security attached to them. What may limit 
you in both cases is if your personal FICO score is low. 
 
Debentures 
A Debenture is a document issued by the company. It is a certificate issued by the 
company 
under its seal acknowledging a debt. 
According to the Companies Act 1956, “debenture includes debenture stock, 
bonds 
and any other securities of a company whether constituting a charge of the assets 
of the 
company or not.” 
Types of Debentures 

Debentures may be divided into the following major types: 
1. Unsecured debentures: Unsecured debentures are not given any security on 
assets of the company. It is also called simple or naked debentures. This type 
of debentures are treaded as unsecured creditors at the time of winding up of the 
company. 
2. Secured debentures: Secured debentures are given security on assets of the 
company. It is also called as mortgaged debentures because these debentures are 
given against any mortgage of the assets of the company. 
3. Redeemable debentures: These debentures are to be redeemed on the expiry 
of a certain period. The interest is paid periodically and the initial investment is 



returned after the fixed maturity period. 
4. Irredeemable debentures: These kind of debentures cannot be redeemable 
during the life time of the business concern. 
5. Convertible debentures: Convertible debentures are the debentures whose 
holders 
have the option to get them converted wholly or partly into shares. These 
debentures are usually converted into equity shares. Conversion of the debentures 
may be: 
Non-convertible debentures 
Fully convertible debentures 
Partly convertible debentures 
6. Other types: Debentures can also be classified into the following types. Some 
of the common types of the debentures are as follows: 
1. Collateral Debenture 
2. Guaranteed Debenture 
3. First Debenture 
4. Zero Coupon Bond 
5. Zero Interest Bond/Debenture 
Features of Debentures 

1. Maturity period: Debentures consist of long-term fixed maturity period. 
Normally, 
debentures consist of 10–20 years maturity period and are repayable with the 
principle investment at the end of the maturity period. 
2. Residual claims in income: Debenture holders are eligible to get fixed rate of 
interest at every end of the accounting period. Debenture holders have priority 
of claim in income of the company over equity and preference shareholders. 
3. Residual claims on asset: Debenture holders have priority of claims on Assets 
of the company over equity and preference shareholders. The Debenture holders 
may have either specific change on the Assets or floating change of the assets 
of the company. Specific change of Debenture holders are treated as secured 
creditors and floating change of Debenture holders are treated as unsecured 
creditors. 
4. No voting rights: Debenture holders are considered as creditors of the 
company. 
Hence they have no voting rights. Debenture holders cannot have the control 
over the performance of the business concern. 
5. Fixed rate of interest: Debentures yield fixed rate of interest till the maturity 

period. Hence the business will not affect the yield of the 
debenture. 

 



 

Preferred Stock 
 

        Preferred stock is commonly issued to fund new developments and projects a firm wants 
to complete in the future. This allows the company to raise capital and dilute the current 
ownership percentages of the common shareholders because preferred shares don‘t have 
voting rights. Preferred stock is also a more flexible option to a typical bond. 
 
                 Preferred stock is different from common stock in several ways. Holders are first in 
line for any dividend payments. Holders also get priority in receiving their money back if the 
company goes into liquidation. This guarantee of receiving some or all the purchase price 
back means preferred stock is a mix of equity security, like common stock, and a debt 
security, like a bond. Typically, a preferred stock dividend is also considered a  perpetuity. 
For this reason, the cost of preferred stock formula mimics the perpetuity formula closely. 
 

The cost of preferred stock formula: 

Rp = D (dividend)/ P0 (price) 

For example: 

A company has preferred stock that has an annual dividend of $3. If the current price is $25, 

what is the cost of preferred stock? 

Rp = D / P0 

Rp = 3 / 25 = 12% 

It is the job of a company‘s management to analyze the costs all of these options and pick the 
best one. Since preferred shareholders are entitled to dividends each year, management must 
include this in the price of raising capital with preferred stock. 
For investors, the cost of preferred stock, once it has been issued, will vary like any other 
stock price. That means it will be subject to supply and demand in the market. In theory at 
least, preferred stock may be seen as more valuable than common stock as it has a greater 
likelihood of paying a dividend and offers a greater deal of security if the company folds. 
 
Debt 

Description:  

Debt means the amount of money which needs to be repaid back and financing means 

providing funds to be used in business activities. An important feature in debt financing is 



the fact that you are not losing ownership in the company. 

Debt financing is a time-bound activity where the borrower needs to repay the loan along 

with interest at the end of the agreed period. The payments could be made monthly, half 

yearly, or towards the end of the loan tenure. 

 

Another important feature in debt financing is that the loan is secured or collateralized 

with the assets of the company taking the loan. This is usually part of the secured loan. If 

the loan is unsecured, the line of credit is usually less. 

 

If a company needs a big loan then debt financing is used, where the owner of the company 

attaches some of the firm’s asset and based on the valuation of those assets, loan is given. 

 

Let’s understand debt financing with the help of an example. If a company requires a loan 

of Rs 10 crore, it can raise the capital by selling bonds or notes to institutional investors. 

 

Debt financing is an expensive way of raising funds, because the company has to involve an 

investment banker who will structure big loans in a systematic way. It is a viable option 

when interest costs are low and the returns are better. 

 

 

 UNIT – II 

                                   Cost of Capital 

INTRODUCTION 
 
Cost of capital is an integral part of investment decision as it is used to measure the worth 
of investment proposal provided by the business concern. It is used as a discount rate in 
determining the present value of future cash flows associated with capital projects. Cost of 
capital is also called as cut-off rate, target rate, hurdle rate and required rate of return. 
When the firms are using different sources of finance, the finance manager must take 
careful decision with regard to the cost of capital; because it is closely associated with the 
value of the firm and the earning capacity of the firm. 
 
Meaning of Cost of Capital 
Cost of capital is the rate of return that a firm must earn on its project investments to 
maintain its market value and attract funds. Cost of capital is the required rate of return on its 
investments which belongs to equity, debt and retained earnings. If a firm fails to earn return 
at the expected rate, the market value of the shares will fall and it will result in the reduction of 



overall wealth of the shareholders. 
 
Definitions 
 
The following important definitions are commonly used to understand the meaning and 
concept of the cost of capital. 
According to the definition of John J. Hampton “ Cost of capital is the rate of return 
the firm required from investment in order to increase the value of the firm in the market 
place”. 
According to the definition of Solomon Ezra, “Cost of capital is the minimum required 
rate of earnings or the cut-off rate of capital expenditure”. 
 
CLASSIFICATION OF COST OF CAPITAL 
Cost of capital may be classified into the following types on the basis of nature and usage: 
• Explicit and Implicit Cost. 
• Average and Marginal Cost. 
• Historical and Future Cost. 
• Specific and Combined Cost. 
 

The Cost of Debt 

Calculating the total cost of debt is a key variable for investors who are evaluating a company's 
financial health. The interest rate a company pays on its debt will determine the long-term cost of 
any business loan, bond, mortgage, or other debts a company uses to grow. 

A business owner without any debts can look at the interest rates being paid by other firms within 
the same industry to get an idea of the prospective costs of a certain loan for their business. 

Calculating the Cost of Debt 

The cost of debt is not strictly the cost of a company's loans, although they are an important variable 
in the calculation. Since the interest on the debt is tax-deductible, a business must multiply the 
coupon rate (the yield paid by a fixed-income security) on the company's bonds by (1 - tax rate): 

Post-tax Cost of Debt Capital = Coupon Rate on Bonds x (1 - tax rate) 

or Post-tax Cost of Debt = Before-tax cost of debt x (1 - tax rate) 

For example, a business with a 40% combined federal and state tax rate borrows $50,000 at a 5% 
interest rate. The post-tax cost of debt capital is 3% (cost of debt capital = .05 x (1-.40) = .03 or 3%). 
The $2,500 in interest paid to the lender reduces the company's taxable income, which results in a 
lower net cost of capital to the firm. The company's cost of $50,000 in debt capital is $1,500 per year 
($50,000 x 3% = $1,500). 

 

https://www.thebalancesmb.com/calculate-weighted-average-cost-of-capital-393130
https://www.thebalance.com/top-things-to-know-about-bonds-417073


 

Flotation costs, or the costs of underwriting the debt, are not considered in the calculation since 
those costs are negligible. You generally include your tax rate because interest is tax-deductible. It's 
also possible (and sometimes useful) to calculate your pre-tax cost of debt capital: 

Cost of Equity 
 
Cost of equity capital is the rate at which investors discount the expected dividends of the 
firm to determine its share value. 
Conceptually the cost of equity capital (Ke) defined as the “Minimum rate of return 
that a firm must earn on the equity financed portion of an investment project in order to 
leave unchanged the market price of the shares”. 
Cost of equity can be calculated from the following approach: 
• Dividend price (D/P) approach 
• Dividend price plus growth (D/P + g) approach 
• Earning price (E/P) approach 
• Realized yield approach. 
 
Dividend Price Approach 
 
The cost of equity capital will be that rate of expected dividend which will maintain the 
present market price of equity shares. 

Dividend price approach can be measured with the help of the following formula: 

                                          D 
                                             Ke =  --- 
                                                         Np 
Where, 
Ke = Cost of equity capital 
D = Dividend per equity share 

Np = Net proceeds of an equity share 

                       

Cost of Preference Shares 

 

Preference shares are shares of a company that pay out dividends to shareholders before 

common share dividends are issued. For this reason, they are also known as preferred 

stock. Preferred stockholders are entitled to be paid from company assets before common 

stockholder dividends in the event of a company entering bankruptcy or liquidation. 

Preference shares do not hold voting rights as opposed to common dividends that allow 

shareholders the right to vote on company decisions if a high enough volume of shares is 

held by the shareholder. 



 

 

Cost of Preference Shares Variables 

Preference shares generally have a fixed dividend payout while common dividends do not. 

Assuming that a company will continue to operate indefinitely, preference shares are 

effectively a form of perpetuity payment and can be valued as such with a Cost of 

Preference Shares formula. 

Rate of Return on Preference Shares (Rp) 

The expected rate of return on a preference share is the percentage rate of return after 

considering both the market value of an individual preference share and its preference 

dividend payout. 

Preference Dividend (D) 

The expected dividend payout of a preference share. This is generally an annual payout by 

preference share issuing companies. As the dividend is generally a set amount and it is 

assumed that companies will exist indefinitely, the preference dividend is considered an 

amount that is paid indefinitely or in perpetuity. 

Market Value of Preference Share (P0) 

The value of the preference shares on the market. This value is the buying and selling price 

of a preference share. 

How to Calculate the Cost of Preference Shares 

A company issues a 10% preference share of $500, with a face value of $450. An investor 

considering these preference shares holds an expected return of 10%, meaning the 

preference shares must have a return over their 10% expected return in order to consider 

the investment viable. The value of the preference shares to the investor can be calculated 

as follows: 

Rp = D / P0 = $50 / $450 = 0.1111 = 11.11% 

The expected rate of return for these preference shares is 11.11%. As the investor holds an 

expected return of 10% and the preference shares yield a return of 11.11%, the investor 

would consider the investment at this time to be lucrative and may undertake purchase of 

the issued preference shares. 

 

 



 

Cost of Retained Earnings 

This is kind of weird to think about. It takes some time to understand so take it slowly. 
After a company makes money (earnings), who owns that money? The shareholders, right? 
But when you retain earnings you are not giving the money to the shareholders. You are 
keeping it. In a way, you are investing it for them in your company. Well those 
shareholders want some return on that money you are keeping.. How much return do they 
expect? They want the same amount as if they had gotten the retained earning in the form 
of dividends, and bought more stock in your company with them. THAT is the cost of 
retained earnings. You as a financial genius, have to ensure that if you are retaining 
earning, that the shareholders will get at least as good a return on the money as if they had 
re-invested the money back into the company. 

If you don't understand this, re-read it and re-think it until you do get it. There is really no 
"cost" in the cost of retained earnings. I mean, no money is changing hands. You aren't 
paying anyone anything. But you are keeping the shareholders money. You can't say it is 
"free" money. Frankly if you did, it would screw up your capital budgeting. So when you 
are doing your capital budgeting, to ensure that the shareholders are getting a decent rate 
of return, you "guess" a cost of retained earnings. How?? One way is CAPM. Another way is 
the bond yield plus risk premium approach, in which you take the interest rate on the 
company's own long term debt and then add between 5% and 7%. Again, you are kind of 
guessing here. A third way is the discounted cash flow method, in which you divide the 
dividend by the price of stock and add the growth rate. Again, a lot of guessing. 

Cost of Issuing Common Stock 

Flotation Cost of 
Common Stock 

= 
Costs of issuing the actual stock (ink, 
printing, paper, computers, etc.) 

+ 
The cost of 
retained earnings. 

Cost of Preferred Stock 

Cost of Preferred Stock = What you give. divided by What you get. 

Cost of Preferred Stock = Dividend divided by Price - Underwriting Costs 

Cost of Bonds (debt) 

Cost of Debt = Coupon rate on the bonds minus The Tax Savings 

Interest on bonds is tax deductible. So we can reduce our taxable income by the amount of 
money we pay to the bondholders. 

http://www.teachmefinance.com/capm.html


WACC - The Weighted Average Cost of Capital. 

Every company has a capital structure - a general understanding of what percentage of 
debt comes from retained earnings, common stocks, preferred stocks, and bonds. By taking 
a weighted average, we can see how much interest the company has to pay for every dollar 
it borrows. This is the weighted average cost of capital. 

Capital Component Cost Times % of capital structure Total 

Retained Earnings 10% X 25% 2.50% 

Common Stocks 11% X 10% 1.10% 

Preferred Stocks 9% X 15% 1.35% 

Bonds 6% X 50% 3.00% 

TOTAL       7.95% 

So the WACC of this company is 7.95%. 

Weighted Average Cost of Capital 

A company's weighted average cost of capital is how much it pays for the money it uses to 
operate, stated as an average. It is also the minimum average rate of return it must earn on 
its assets to satisfy its investors.  In other words, the amount the company pays to operate 
must approximately equal the rate of return it earns. 

The WACC is based on a business firm's capital structure. The capital structure of a 
business firm is essentially the right-hand side of its balance sheet where its financing 
sources are listed. On the right-hand side of the balance sheet, there is a list of the debt and 
equity accounts of the firm.  

Included in the cost of capital calculation is some combination of the liability, or debt 
accounts, except for current liabilities such as accounts payable. Also included are the 
shareholder's equity accounts including retained earnings and new common stock. When a 
business raises money by selling shares and receiving cash from investors, that is equity 
financing. Existing shareholder's equity may also be used for financing operations. Raising 
money by borrowing from a bank or issuing bonds qualifies as debt and the cost is interest 
charges to the business firm. 

Components of Weighted Average Cost of Capital 

Cost of Equity 

The cost of equity can be a little more complex in its calculation than the cost of debt. It is 
more difficult to estimate the cost of common stock than the cost of debt. Most businesses 

https://www.thebalancesmb.com/capital-structure-definition-393275
https://www.thebalancesmb.com/what-are-retained-earnings-393324
https://www.thebalancesmb.com/calculation-of-the-cost-of-retained-earnings-393131


use the Capital Asset Pricing Model (CAPM) to estimate the cost of equity.1  

 Here are the steps to estimate the cost of equity or common stock: 

1. The risk-free rate is usually estimated by using the rate of return on 10-year U.S. 
Treasury bills. 

2. Estimate the expected return. You can use the historic rate of return from the 
company's ticker page such as Yahoo! Finance or the company's annual report for 
this. The ticker page lists a company's financial standing and usually includes 
historical information. 

3. Find the risk of the company's stock as compared to the market. Look for "Beta" on 
the company's annual report or on a ticker page like Yahoo! Finance. If a company's 
risk is greater than the market, its beta is greater than 1.0, and less than 1.0 if the 
risk is lower than the market as a whole. 

4. The expected market return at any given time is usually around 8%. 
5. Use the CAPM formula below to calculate the cost of the company's common stock. 

 

 



CHAPTER 

Dividend Policy 
Meaning 

The term dividend refers to that part of the earnings (Profits) of a company wnic 

tributed anmong its sharcholders on the basis of their shareholding. It is the reward to the 

holders for their investments made in the company. Generally the shareholders would prefer 
vharehe 

1o receive hig receive higher rate of dividend in order to achieve their capital appreciation. But the company 

ould preter aQuld preter retention of profit as a desirable decision because it provide funds for financing the 

Ransion and growth of the firms. 
According to the Institute of Chartered Accountants of India Dividend is a "a distribution to 

shareholders out of profits or reserves available for this purpose". Generally dividend may be paid 
shareholders 

is a fixed 
as a fixed percentage but this percentage may be changed every year according to the level of 

orofit earned by the company. 

Dividend Policy 
Most of the companies follow certain principles for the declaration of dividend. But dividend 

should be declared only out of divisible profit. If the company incure loss at any particular year it 

should not distribute dividend in that year. 

Dividend policy means it is the policy of the company with regard to quantum of profits to 

he distributed as dividend. The basic concept of the dividend policy is that the company desires 

and take any future action regarding the payment of dividend with help of the company law board. 

According to Weston and Brighan defines dividend policy as "Dividend policy determines 

the division of earnings between payment to shareholders and retained earnings 

Determinants of Dividend Policy 

The payment of dividend actually involves some legal as well as financial consideration. 
The following are the important factors which determine the dividend policy of a firm. 

1. Legal restrictions 

Business organisation must be legally restricted from the declaration and payment of divi- 
dend. According to provisions of the companies Act 1956 has put several restrictions regarding the 

payment of dividends. Some of these are as follows. 

.Dividends can be paid only out of current profits of the company or past years accumu- 

lated profits. 

Dividends could not be paid out of capital. 
2. General state of economy 

Status of the general economic conditions of the country greatly affects the management 
decision to distribute its earnings as dividend. In case of uncertain economic condition the company
nay like to retain certain huge amount of earnings to establish reserve fund in order to face future 
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challenges. During the periods of the economic depression the company must maintain large sum. 

Or money as reserves inorder to meet out liquidity position of the company. Incase of prosperi 

also the company need huge funds because of large profitable investment opportunity. In the abov 
Situation the company can declare only lower rate of dividend to its shareholders. 

3. Age of the company 

ove adto 

The age of the company must decide the dividend policy of the Concer. If newly estah 
lished company limits its payment of dividend and retain substantial part of earningS for financing 
tS growth and development purpose. But incase of older companies. Which have established 
Sutficient reserves so they have to pay liberal dividends i.e. higher rate of dividends. 

4. Nature of Industry 
Nature of industry is one of the factor considerably affects the dividend policy of the 

company. Certain industries have uniformly stable demand irrespective of the economic conditions, But some other industries earnings are uncertain. Such firms should retain higher portion of its 
earnings to meet out the dividend claims during the recession periods. Industries with steady market can declare a higher rate of dividends while cyclical industries should follow a lower rate of dividend policy. 

Nigulaa 

Reg 
5. Government Policy 

Time to time Government announces policies with regard to the business.and capital market it directly affects the profit earning capacity of the firm. And also it restrict the declaration of dividend beyond certain percentage in a particular industry. The companies should formulate the dividend policy accordingly. Pilicy1 
6. State of capital market 

A company which decides to mobilise its resources from the capital market either it is financially strong or because of favourable conditions prevail in the capital market. It may declare higher rate of dividend. Suppose the firm realise difficult to raise resources from the capital market because of either weak financial position or unfavourable conditions in the capital market. In this situation the company may declare only lower rate of dividends.So the movement of capital market is greatly influenced in the determination of rate of dividend. 

par 

Folicy 
Acc 

irem 7. Past year Dividend Rate 

Whenever the company formulates the dividend policy, the directors of the company must consider the dividend paid in past several years. The current dividend rate should be calculated as the average of past years rates. 

mS 

8. Stability of Dividends 

Stable dividend rate is one of the important factor for formulating dividend policy. Irespec tive of the profitability of the company it may declare constant rate of dividends. Automatically it should establish the reputation of the company among the shareholders. A stable dividend gives security and confidence to the shareholders. Hence companies may prefer to maintain a stable 

Her 

dividend. 
9. Taxation Policy 

Tax Policy announced by the Government also affects rate of dividend declared by the company. If the Government announces high rate of taxation it may reduce the earnings of tne company and consequently the company shall declare only lower rate of dividend. 10. Liquid Resources 

At 

The dividend policy of the company is influenced by the availability of liquid assets. A 
company earns a good profit but it could not announce dividend to the shareholders because o 
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ficient liquid resources. So the liquidity position of the com,any is an important factor for insuffici 

determining the rate dividends. 

11. Restrictions by lenders 
Lenders especially financial institution, banks may impose certain restriction on payment or dividend to the shareholders in order to protect their own interest. Based upon these restrictions the 

companies may retain huge amount of profits as retained earnings and also give a low rate or 

dividend. 

Forms of dividend policy 

Various types of dividend policies are summarized below. 
1. Stable dividend policy 

The term stable dividend means when the company maintains more or less stable rate o dividend. It may be in the following three forms. 
.Constant Dividend per share 

Constant payout ratio 

Stable rupee dividend plus extra dividend. 
2. Regular dividend policy 

Regular dividend policy indicates that the payment of dividend at the usual rate is known as 

policy of regular dividend. Ifa concern follow a regular dividend policy automatically it creates 

confidence among the shareholders. 
3. Policy to pay irregular dividend 

It mplies when the company follow this policy it could not pay the regular dividend. 

3ecause the company have uncertainty of earnings or inadequate profit. As per this policy if 

company earns a higher amount of profit it could pay higher rate of dividend. If there is no profit 

in any particular year the company does not declare dividend to its shareholders. 
4. Policy of no immediate dividend 

A company may follow a policy of paying no dividends immediately even when it eans huge 
amount of profit. 

requirements of funds for future expansion. 
Because either its unfavourable working capital position or on account of 

Forms of dividend 

Payment of dividend can be classified into the following forms. 

1. Cash dividend 

Dividend is paid to the shareholders in the form of cash is called cash dividend. The usual 
practice followed by the company is to pay dividend in cash. It results in out flow of fund from the 
firm. Hence the firm should maintain adequate cash resources for payment of cash dividend. 

2. Bond dividend 

The company does not have sufficient cash reserves to pay the dividend, it may issue bonds 
as against the amount due to the shareholders by way of dividend is known as bond dividend. 
Actually it is not popular in our country. 
3. Property Dividend 

Property dividend are those which can be paid by the company to its shareholders in the form 
fproperty instead of payment of dividend in cash. However this type of dividend is not popular in 

India. 
4. Stock Dividend 

Payment of stock dividend is popularly known as issue of bonus shares in India. Because in 
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any particular year the company does not have an adequate cash reserves it must dee 
dividend in the form of shares. Normally the company may 1Ssue its Own shares 

Snareholders in lieu of cash dividend or in addition to cash dividend. 

5. Scrip Dividend 
Scrip dividend means when earnings justify a dividend is known as scrip dividend 
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to 

existing 

There are conflicting opinions regarding the impact of dividend decision and the valu 
firm. The dividend theories can be classified under the following two groups. 

) Relevance concept of dividend (Theories of Relevance) 

) Irelevance concept of dividend (Theories of Irrelevance) 

Theories of Dividend 

f the 

Relevance concept of dividend 
It indicates that there is a relatiónship between firms dividend policy and the firms positi in the stock market. Myron Gordon, John linter, James Walter, Richardson and others are assa ated with the relevance concepts of dividend. If the company declares higher rate of dividen automatically its value increase in the stock market. Suppose it declares low dividend rate, imme diately its value decrease in the market. As information about the rate of dividend is immediatelw communicated to the investors and also the profitability of the firms. 

Irrelevance concept of dividend 
Irrelevance concept of dividend was developed by soloman, Modigliani and Miller. Accord ing to this approach there is no such relationship between the rate of dividend and the value of th firm in the stock market. i.e. The dividend policy has no effect on the share price of the compan and is therefore it does not have any consequence. Under this approach investors do not differen tiate between dividends and capital gains. The investors ultimate aim is to earn higher retum on their investment. 

WALTER'S MODEL 

According to the walters model, dividend policy of the firm depends on the internal rate return () and cost of capital (k) of the firm. 
Assumptions of Walters model 

() The entire financing of the fim only through the retained earnings. It does not ue 
new equity or debt. 

(i) Entire earnings are distributed or reinvested in the firm. 

the 

(ii) The firm has a very long life. 
(i) Earnings of the firm and the rate of dividends do not change while determining tne 

Walter formula for determining the market price per share is as follows. Market price per share p = D+r[Ke(E-D 
Ke 

P Market price of an equity share D Dividend per share r Internal rate of return E Earnings per share Ke Cost of equity capital 
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maher in . 

r in 
formulating his hypothesis.

of Walte modJel 

approach has been criticised on account of various assumptions made by prol. 

Internal rate of return remain constant is not true, because the 
crease or decrease in investment. 

incre 

rate of return changes with 

his model assumes that the cost of capital remain constant. Actually the cost or capia" 

also change because or a firms risk pattern does not remain constant. 

(ii) 
The basic assumptions ot the Walters model is that all the investments are financed ony 

through retainea earnings. This assumption is not real. Actually firms do raise funds not through retained earnings. This accu ci 1s that all the investments are financed only 

only from the retained earnings but also through equity and new debt also. 

ordon's Model 

inp/y 

Prof Walter suggests that dividend decisions are relevant and it affects the value of the firm. 

ai Gordon's model explicitly relates the market value of the firm to dividend policy. His 

odel is sed on the 

he rate of return on investment is constant 

following assumption. 

The firm has a perpetual long life 

The cost of capital of the fim remair. nstant 

(hv) The corporate taxes do not exist. 

()The firm has a constant growth rate. 

(vi) Expansion of the firm is financed only through retained earnings. 

(vil) The retention ratio (b) once decided remains constant. Therefore the growth rate (8) 

(g br) is also constant. 

TEST QUESTIONSs 

1. What is dividend? 

2. What is meant by dividend policy? 
3. Name the twe main theories of dividend. 

4. What is the implication of stable dividend? 

5. What is meant by scrip dividend? 

6. What is dividend payout ratio? 

7. What is meant by bonus issue? 

8. What is meant by stock split? 
9. Write short note on dividend policy in practice. 

10. Explain the assumption and implication of Gordon's dividend model? 

. Explain the Modigliani-miller dividend irrelevance hypothesis?

12. What are the different forms of dividend? 

13. What factor determines the dividend policy of a company? Do you believe it will be 

justifiable for a company to obtain short term loan irom a bank to allow payment of 

dividend? 4. What is the bonus share? State the sources of the bonus share? 

1. Critically examine the assumption underlining the irrelevance hypothesis of Modigliani 

and miller regarding dividend distribution? 

6. What is meant by right issue of share? Explain its features & advantage 

17. Dicouee s cntae to ha taken into consideration for making right issue a success9 
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Problem 1. CMC Lid. earmings Rs.5 per share. The capitalization 
rate is 10% and the 

on investments is 12%. 

PROBLEMS AND SOLUTIONS 

nd the retum 

Under Walter's model, determine 

(a)The optimum payout 

(6)The market price of the share at this payout 

()The market price of the share if the payout is 40 
(M.Com., Periyar) 

Solution: 

Under the Walter's model, for a company 
which earns a higher 

returm than the cost of capital 

K) optimum payout is zero. That is, for growth firms, optimum payout is zero. 

Victory Ltd, eams 12% whereas the cost of capital is 10%. Hence the optimum payout is zero 

(a) Optimum payou 

D+(r/KXE-D) 
t price p k 

b) Market price per share if payout is zero 

D Dividend per share 
0 

12% or 0.12 
R Rate of return 
K= Cost of capital 

E = Earnings per share 

10% or 0.10 

Rs. 5 

0+(.12/.10) (5-0) 
Market price per share P .10 

Rs 60 

Market price per share if payout is 20% 

D Dividend per share = 20% of Rs.5 = Re.2 

Market price per share P = 

4(.12/10) (5-2) 
.10 

1+(1.2)(3) = 5.8 1+4.8 

10 .10 
Market price = Rs 56. 

(d) Market price per share if payout is 40% 

D Dividend per share = 40% of Rs. 5 Rs.2 

1+(12) 3)2+3.0- = Rs. 56 Market price per share P = Tl6) _ 
2+3.6 

Problem 2. The cost of capital and the raté of return on investment of MRM Ltd.are 1o 
and 15% respectively. The company has one million equity share of Rs.10. each outstanding an 

earnings per share is Rs. 5. Calculate the value of the firm in the following situations. Use Water's 

.10 .10 

model and comment on the results. 

() 100% retention (i) 50% retention (i) No retention 

Solution: 

(MCom. Chennai) 

Accounting to Walter's model, 

Market price per share, P = 2+r/k) (E- D) 
k 
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= Rate of return = 15% or 0.15 

f- Earnings per share = Rs.5 

Market 
rket price of retention is 100% i.e., payout is (100% - 100%) 

Cost of capital = 10% or 0.10 

Market price per share p= 9+(15/10) (5-0) 
10 

0+1.5)5) 0+7.5 = = Rs. 75 .10 .10 .10 

Value of the firm = Rs.75 x I million shares = Rs. 75 million 

Market price it retention is 50%, Le. payout is 50% (100% - 50%) 

Dividend S0% of EPS = 50% of Rs. 5 Rs. 2.50 

2.50+(15/.10) (5-2.50) Market price = 

.10 

2.50+(1.5) (5.50) 2.50+3.7 = Rs. 62.500 
.10 .10 

Value of the firm Rs. 62.5 x 1 million shares Rs. 62.5 million 

(in) Market price if there is no retention (payout 100%%) 

Dividend = 100% of EPS = 100% of Rs. 5 = Rs. 5 

Market price 5+(15/.10)6-5) 
.10 

5+(1.5) 0) -Rs. 50 10 .10 

Value of the firm = Rs. 50 x 1 million shares Rs. 50 million 

The firm is is a growth firm (r> k). As payout increases, value of the firm decreases. Ideal 

payout is 0%. 

Problem 3. The earnings per share of Pome Ltd. is Rs. 20. The rate of capitalization is 12% 

and the rate of return on investments is 9%. 

Compute the market price per share using Walter's formula if the dividend payout is 

1) 20% (6) 60% (¢) 100%. Which is the ideal payout? (B.Com. Bharathiar) 

Solution: 

According to Walter's formula, 

D+(r/k) (E-D) 
Market price per share P= 

LTUK)(E-D)

D Dividend per share 

Rate of return = 9% or 0.09 

k= Cost of capital = 12% or 0.12 

E Earning per share (EPS) = Rs. 20 

(a) Market price per share if payout is 20% 

0 Diidend = 20% of EPS = 20% of Rs. 20 Rs. 4 



CHAPTER - 12 y 
DIVIDEND POLICY; BONUS & RIGttTs . 

•ssui: 
Dividend re fers to that p,:irt t-iJ tlw c,1rni11.~~ (prufib) of 

WaJter's views on optimum djvidend 
payout are as foll 

Growth firms (r > k) ows, 

12.2 

v,•luch is distributed ll) sh:Jn."holdt-rs . Shm·d,nldl'~ wu, lid Ii " <\1111p",iy 

a higher di,·idend r1s it incrc.-1:-L'~ tlwir curren t w, ltl· 1'1:·tort•ceiv , 
. . . - . . l:,t i . But f <.! 

,..0 n,panv retcntH)n ~I prt)ttl:, \\ t)uld be dt'S trnbll.' .... 
1
-1 

, or tL 
" . , . . .. ,, prov id ' . lie 
for financing the e'\r-answn and g-i·owlh pl<lns . es h.1nds 

. Retained eamin\!'S is the m0st import;int intl'n,a l s 
..., . . ourceof fi.i 

A J,igher dividend means less re t~med eammgs. It inay result. 1<lnce. 

growth rate and lower market pnce ot the shares. Furthe th . in slo\ver 

I 
r, e corn 

will han' to depend cm CAtema sources such as debentur Pany 
. .b . . d . bl es and 

shares. Thus, distn ut1on 1s es1ra e from the point . new 
· · d of view 

shareJ1olders and retenhon is a \'antageous to the compan f of 

and expansion. The dividend policy must s trike a ha: or growth 

betiveen distribution and retention. It should allocate tlpy balance 
. . . 1e earn· 

ben-veen di,·idends and re tamed earmngs m such a way that th ings 

· · d H d ' ·d ct · evalue 
of the firm is maximise . ence, 1v1 en policy is a very c . 

ruc1al are 
of financial management. a 

Dividend Theories 

There are conflicting opinions regarding the relationship between 

dividend decision ,and the value of the firm. The dividend theories can 

be d<:ssified into two groups: 

1. Theories of Relevance (Relevance concept of dividend) : 

According to these theories, dividend decision is an active variable 

and it influences the value of the firm, 

2. Theories of Irrelevance (Irrelevance cqncept of dividend): These 

theories consider dividend decision as irrelevant. It has no effect on the 

value of the firm. 

WALTER'S MODEL 
li · ·critical 

Professor James. E. Walter argues that dividend po cyis a , 
. th Walters 

factor and it affects the value of the firm. According to e () . 

· model, dividend policy depends on the firm's internal rate ofreturn r 

and cost of capital (k). 

G wth firms have good, profitable investm 
ro ent opportu • t· 

ble to earn a return (r) which is highe th ru 1es. They 
area . r an the cost f • 
Hence, the growth firms can benefi t by retainin ali O capital (k). 

. . ternal investment (100'¼, re tention) . The 
O 

f g the earnings for 
111 

ro This would maximise the value of th phunum payout would be 
ze · es ares of growth· f' 

1rms. 

Normal firms (r = k) 
(Refer Problem 1 

s to 9) 

Normal firms do not have good investm t 
en opportu . . 

able to earn a rate of rerurn (r) which is just nities. They are 

(k). Hence, distribution or retention of e~tt~ to ~h~ cost of capital 

difference in the value of the firm. The dividend g ; 111 not make ariy 

the market value of shares. There is n . po cy has no effect on 
0 particular O tim 

ratiofornormalfirms. P um payout 

Declining firms (r < k) 
(Refer Problems 10 to 12) 

Declining firms do not have prof·t bl . 
· . 1 a e mvestm . 

rate of return (r) IS less than the cost f . ent opportunities. The 

d li · f · ' 0 capital (k) It · 
ec rung rrms not to retain th . . is advisable fo 1-1... 

. . e eammgs Th . r u1e 
percent. This will maximise the v I . e optunum payout is 100 

. a ue of shares of the declin. f' 
mg rrms. 

(Refer Prob! · 
In short, according to th W I . ems 13 and 14) 

· e a ter's d 1 
retam all its earnings ( opfun mo e_, a growth firm (r > k) sh ld 

Ad . . um payout is 0%) ou 

edmmg firm (r < k) sh . . 

payout is lOOo/i) . . ould distribute all its . 
o earnings (optimum 

For a normal f . 
P li . rrm (r === k) th . 
o cy i , ere 1s no f · 

A s as good-as the other. . op(R1mum payout. Any dividend 

t\Ssum t· - • efer prob! 
p Ions of W I ems 15 and 16) 

1. 'l'L • a ter' s Model 
tile f1rm f . 

doesnotuse~an~es all its earnings onl thr . . 

w debt or equity. y ough re tamed earnings. It 
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2, Th~ inte-niaf rate of n: tum (r) and thi· c,1&t uf c;i p it,11 
rt.amain C()TlbtanL CkJ of th(;' f', 

r,11 

3, AJI the eaming.4 are dwtr ibut.c-d c,r w im11.."1t lt:c'f in th . r· 
( rrrn 

4, n-ie fim 1 has a perpe tua I lifo , 

5. F..amin,g per ,shart and div idc:nd remain rnn-, tant · 1 Jt t ( 1:~•rn · 
give.~ value. · 111ninv, ;; 

Walters. Formula 

Walter's formu la t.o determine the rfUJ rkct p.riCJ.: per 1-,h.a n- ; • f 
• .t, a~ ,,Jl(r11(~: 

M3rk£"'1 pria per shin e, r = I,?:__-:_r_! k ( E - f)) 
k 

Where 

0 :::; Divid.end 

r r;; Rate of return 

k = cost of capital 

E = EamingB per share 

Criticism of Walter's Model 

L,The model assumes that a fi rm finances a ll its in vestments only 
through retained earnings. The assumption is unrealistic. Firms do 
raise funds through ne w deb t and equity. 

2. The assumption th.at the ra te of re turn (r) remains coru,tant i& a!:,o 

not true. In fact, the rate of return changes w ith increase in investment 

3. The model assumes that the cos t of capital remains coru;tant. But the 
cost of capital also changes because of the changes in risk. Hence, the 
assumption does not h old good. 

GORDON'S MODEL 

The mod.el develop€d by Myron Gordon suggests that the dividend 

decision is relevant and it affects the valu~ of the firm. Gordon' 5 model 
explicitly relates the market value of the firm to dividend policy. 

The conclusions of Gordon's model are: 

i 

I 
r 

l 
{ 

For nonnE1 fi rms, the pr ice ].'€'r ~hare i.~ not aif.ects.:d . _ 
ttence there is no optimal djvidend payout brJdr-:;W~ p< A-.r-1 
3, peclinfog firms (r < k ) - (R~fer problem 1CJ) 

f or declining finru,, the market p-rice of sh.n . • . 
_ 1 . 1-~- • . e in.er~ r,,,hend· , 

payout mcreases. t 1s ven.t.•fo:1al to d istribute aJI the ea . ~ rvJd...""nd 
payout is 100 per cent. . mm~s. ~ 

. CR.efer problem 20) 
Conduswns of Gordon's model are s · ila 

model due to the similArihes in assumptio: · r to th0sc o f Walters 

Assumptions of Gordon's Model 

1.The firm isanall equityfum It doesn ·t 
· 0 use any debt. 

l _The firm finances its expansion only throu h . 
g retained earnings. 

3. The rate of return on investment ( ) . 
r JS constant. 

4. The cost ofrapital (k) also l°'-'m . · "' ams constant. 
5. The retention ratio (b ) (th . • 

d 'd ' e proportion of earn· . . ea ed, remains constant Th f mgs re tamed ) once 
I al.so constant . ere ore, the growth rate (g) (g == br) is 

6-C6st of capita] (k) · 
7. Tuer . . IS greater than the growth rate (g) 

e are no corporate taxes. 
8. The finnh 

as a perpetual 1 · c G 11e. 
ordon's F onnuia 

Accordin t 
the Pre g o the Gordon model th 

sent value of future str , e ~a~ket price of a share is equal to 
eam of d1v1dends. 



P= D1 
+ 

(I+ k) 

12.S 

D2 03 
2 + ~- + .... . D 

(I+ k) (1 + k)3 ··:.··· ··· ••+ - -L_ 

. (1 + k/1 

Accordingly, the value of the share can b b • 
e o tamed by th 

eequation 

p = D or E (1 - b) -

k - g k - br ' 

Where 

p 

D 

k 

= 
= 

Market Price per share 

Dividend per share 

Cost of Capital 

E = Earnings per share 

b = Retention ratio 

r = Rate of return · 

g = Growthrate= bxr 

(Refer Comp~site Problems 21 to 24) 

1\10DIGLIANI - MILLER HYPOTHESIS 

(M. M. Model) 

According to Modigliani and Miller, the value of the firm depends on 

its earnings. The dividend decision simply splits the earnings between 

retention and dividends. It has no significance in determining the value 

of the firm. The dividend decision is irrelevant as it does not affect the 

wealth of the shareholders; Hence, the MM hypothesis is known as 

hypothesis of dividend irrelevance. 

The MM Argument 

The substance of the J\1M argument is as follows. If the firm distributes 

dividends, the shareholders benefit. But the benefit to shareholders 

will be offset by the decline in market price of shares. As a result, there 

will be no change in the total wealth of the share hold(:?rs. 

For example, suppose A Ltd has investment opportunites. If ~e 

company distributes all its earnings as dividends, it will have to ra15e 

funds by the issue of new shares or debt to finance its investment. The 

L 

I 
{ 

-
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b of shares will increase or interest charges will go up A 
num er - . . . . . s a 

lt earnings per share will declme leading to a fall in market . 
resu , ' . . pnce 

1 Share In otherwords, the benefit denved by the sharehold 
oft ,e · . ers on 

Unt of dividend payment will be offset by the fall in market . 
acco f . b tw d .. d pnce. 

e division o eammgs e een ivi ends and retained . 
J-fenc . . earnings 
. ;rrelevan t from the porn t of view of shareholders. 
JS,., 

j\ssuntptions · of M.M. Model 

·The assumptions underlying M .M hypothesis are : 

1. The capital markets ar:_ perfect. 

2. Investors behave rationally. 

3. Information is freely available. 

4_ There are no floatation costs (Costs of issue of , . . 
securities). 

5. There are no transaction costs such as brokerage. 

6. The~e ate :10 taxes or tax rates applicable to divide 
capital gams are the same. nds and 

7. The firm has a fixed investment policy. 

8. There is no risk of uncertainty. Hence · 
dividends and prices with certainity A sin 1' 

md':'est0rs can forecast 
· · . . . · g e 1scount rate b 

used for discounting cash inflows at different t· . can e 
. ime penods . 

Market Pnce un_der M.M. Model 

The market price of a share at the beginning · f . 
o a penod (Po) ·s J 

thepresentvalueofdividendsreceivedatili d · 1 equa to 
. e en of the period 1 ~ tl 

market pnce of the share at the end of th . P u::; 1e 
e penod. 

Po= Presel'\t value of dividends received + . 

share at the end of the period . Market Pnce of the 

This can be expressed as follows 

+ 
1 +ke . = 1 + ke 1 + k e 

The value of p ( 
fro th I market price at the d f .._ -

m eabove equafion. en o tnt:' period) can be deri ved 
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pl = po (I + ke) - DJ 

P
1 
= Market price per share at tl _ · ie end of the . 

P
0 

= Current market price penod 

Ke= Cost of equity capital 

D, = Dividend to be received at the d f en o the period. 

(Refer Problems 25 
Computation of the Number of New Sh to 27) ares 

The investment requirements of a firm can be f" · · f manced by eammgs or 15sue o new shares or both. Then b retained urn er of ne h 
the issue is determined as follows. w s ares to 

Rs 'Rs 

I . Investment proposed 

2. Net Income 

3. Less: Dividend distribution 

4. Retained earnings available for investment (2)-(J) 

5. New shares to be issued for the balance ( 1 H 4) 

6. Issue price of share 

7. No. of shares to be issued= (5)..,.-(6) 

Criticism of l\.1.M. Hypothesis 
Modigliani and Miller's hypothesis is based on certain 

simplifying assumptions. But the assumptions are not well founded . 
As the assumptions are unrealistic, the l\t1M hypothesis lacks practical 

relevance. The criticisms are: 

1. The model assumes perfect capital markets. But in practice, 

capital markets are not perfect. 

2. Information about the company is a also not freely available to all. 

3- The assumption that there are no corporate taxes does ~o! hold 
good . In the real world, there are corporate taxes. Further, 

th
e 

rates of tax on dividend and capital gains are not the same-

L 

4. 

5. 

6. 
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finTlS are assumed to follow. a fixed investment po l icy . In the 
:amic real world, .firmS do not follow any fixed investment policy. 

'fhe_rnodel assumes that ~ere are n~ floatation cos ts (coots of 
issue). But in actual pracbce, floatabon costs are incurred by 
companies for raising new debt or capital. 

siJlliiarly, the assumption that there are no transaction cus ts is 
aJsonot valid. Investors have to pay brokerage, service tax etc. on 
purchase and sale of securities. 

DETERMINANTS OF DIVIDEND POLICY 

fhe following are the important factors whjch influence the dividend 

policy of a firm . 

1
. Expectations of Shareholders 

Shareholders a~e _the owners of t~e company . So, the company should 
consider the d1v1dend expectahons of shareholders •rh · · 'd d • · ey ma y bl' interested m d1v1 en or capital gains. The preference f d " 'd . · or 1v1 e nd nr 

·capital gams depends on the economic status Cl tt ·t d . . r a 1 u e nf a n 
individual. For example, a retired person who wa t 1 . . d. . n s a reb'lJ ar met ime 
may prefer to receive 1v1dends. On the othe r h d " ·. . an , awea lthy p• 
01ayprefercap1talgams to div idends. u ~on 

In the case of a closely held compan •t . Y, 1 1s easy to ascert · tJ 
wishesoftheshareholders . Butinthecase f 'd a m "It' 
it is difficult to ascertain the preferenc , of ahwi e ly he ld company , es O s areholder · Th 
have different desires regarding dividend . s . ey may s and cap1ta lgains. 

A company should formulate the d " "d 
into consideration the expectations of diff " 1v1 e nd p o licy a fte r taking 
Itmayaimatsatisfyinga vastm . . e rentgroups of sh areho lders . 

2 
aionty of the sha reh o ld e r!l. 

. New Investments 

Availability of • di investment opp tu . . 
versification) is an imp t for n1t1es (such as ex pan~ion nnd 

decision. If the companyo; ant afi~tor w~i.ch influe nce!-1 the di v1d<>nd 
may reta · as pro tab le m vestm , <livid dm a substantial part of th . en t opporturntws, it en lith e ea mmvs and . ecompany doe!, not l _o pa y ou t a small 

1ave good ,vestment opportumili<>"> 
' 
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it is better to distribute the ea rnings as divide d 
. . 11 s . In oth 

high payout 1s desirable for sud1 companies. er Words, a 

3. Taxation 

Taxation policy also affects the dividend policy of a fir 

dividends are tax free in the hands of the sharehold in. In India, 
. . . h ers. Long t 

capital gam on listed s ares,.sold on or after 1st October 
2 

. er111 
,. l if · · t · l oo4 1s al 

not taxab e, securities ransaction tax 1as been paid B t h so 
· · · 1 h h · u ' s Ort te 

capital gam 1s taxab e. T e s are holders may prefer ct · .d r111 
. . . - 1v1 ends 

capital gams dependmg on the effect of tax on their income 1-1 or 
8 - ence 

company should keep in mind the taxation aspect while for 
1 

. ' a 
- . inu ating 

its dividend policy. 

4. Liquidity 

The liquidity pnsitjon is an important facto7 which influences the 

dividend decision. Sometimes, a company which has good earnin 

may not have ~uffic:ient liquidity. In such a case, it is advisable to restri~: 

the dividend to the available liquid resources. 

5. Access to Capital Markets 

A company ~hi.ch is confident of raising resources from the capital 

market (for expanion and diversification) may pay higher dividends. 

- On the other hand, if the company is unable to raise resources due to 

its poor image or the depressed state of the capital markets, it -has to 

contend with a low payout. 

6. Restrictions by Lenders 

The lenders, particularly financial institutions impose restrictions on 

the payment of dividends to safeguard their own interests. Fo~ example, 

a lender may stipulate that only upto 30. per cent of the profits may be 

· · mpany may be 
paid as dividends. Because of these restnctions, a co 

forced to retain earnings and have a low payout. 

7. Control 

The objective of maintainincr control by the present managem:nt m
1
~Y 

b · · te libera ITT 
also affect the dividend policy. Suppose a company IS qm . 

. . d f pans10n or 
paying dividends, it may ha ve to raise fun s or ex tis 

diversification by th.e issue of new shares. If the present managemen 

unable to subscribe to the new shares, its control will be diluted . Hence, 

J 
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. nt may opt for a low payout and retain· ,., . 
anageme ~a mmgs to 

the 111 t ol over the company . 
. ,tain con r 

JJltlJJ 
. I Restricti_ons 

8, iega . 
. -· ons of the Companies Act are to be adhered . h 

Prov1:,i . . . . tn t e 
The . 1 of d1v1dend policy . Accordmg to these prov · • 

ulc1 tH11 · 1s1ons, 
form_ d . -an be paid only out of current profits or past profi~.-

1 . · frn s L< . . ~. on y 
d1VIL .ding for deprecrntlon . There are also stipulations re d " 

·t ,r pro'-'1 , . . gar mg 
ate fprofitstoreservesbet-oredeclarat1onofdividends F th 

sfer o . • u r er, 
tra

1
~ d . . ec1n not be paid out ot capital . 

div1den :, . 

9. Nature of Earnings 

t re of earnings is a lso a key factor in dividend decision C t . 
rhena LI . . . er am 

tr ·es like phannaceuticals, liquor and essential goods h 
indus 1 . . . . ave a 

steady demand. Companies m such 11:dustries may enjoy stable 

earnings. They may therefore resort to liberal payout of dividends . 

However, if the earnings are uncertain because of the cyclical nature of 

the industry (e.g. Sugar, shipping, plaT)tations) it is desirable to have a 

Jow payout. 

10. Stability of Dividends 

Stabledividendscreate_a good image of the company. A stead y dividend 

gives a sense of secunty and confidence to the shareholders. Hence 

companies may ~refer to maintain a stable dividend irrespec tive of lh~ 
ups and downs m the earnings. 

STABILITY OF DIVIDENDS 

Stability of dividends ref - t . . 
ers o consistency m payment of dividends 

over the years. It means a r - l . . 
alth h th egu ar payment of a mm1mum dividend 

pref:~:tabl e~e-~day be fluctuation _in earnings. Sh·arehoiders generally 
e iv1 ends to flu ctuating dividends. 

The follow in the 
g are three forms of stable dividends: 
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1. Fixed Dividend per Share 

It means the payment of a constant dividend per shar f . 

. . . 
e or a fa1rJ l 

penod . lt IS paid although there may be a rise Or fall;~ Y ong 

, 
.... , earning r-, 

example, a company may pay a dividend of Rs 3 per shar (f 
8

· C'Ot 

. 
. e ace v l 

per share Rs 10) year after year, irrespective of the flu ·h. . a l.J.e 

earnings. . . s l.!) 
. C,uation. . 

When the earnings are stable it is easy to lllain tain a constant d. . 

h .d fl . . . IV1den.ct 
However, when t ere are w, e uctuatJons m earnings, co- . · 

· d 1· t· · · 1 ·«Pan.1es 
use div1den equa 1sa ion reserve or genera reserve to Sll) 

oothen dividend payments. 

2. Constant Payout Ratip 

Under this policy, the company pays a fixed percent age of its earnings 

as dividends year after year. The payout percentage ts consistent. The 

amount of dividend varies in direct proportion to the earnings of the· 

company. for instance, A Ltd adopts a policy of a con~t~t payout of 

40.per cent; If the company earns Rs 10 l~khs,_total dividend Wi)J be 

Rs.4 lakhs (40'¼, or Rs 10 lakhs). I~ the eammbs mcre~se to Rs 20 lakhs 

in the next year, total dividend will be Rs 8 lakfo.?. (40 ½, of Rs 20 lakhs) . 

3. Extra Dividend 

11 pays a fixed dividend per share. In years of 
The company genera y . . . . h 

. t ·dividend is paid m addition tot e regular 
Y high profits an ex ra 

. 

ver ' . y a special dividend to mark speCial 
dividend. Some compames pa 

occasions such as the silver jubilee of the company. 

Advantages of Stable Dividend Policy 

· · ular Its 
The policy of paying a constant dividend per share is qmte pop . 

popl\larity is due to the following advantages. 

1. Regular Income to Investors . The 

. 'd d , it is convem~nt to them. y 
Many investors prefer stable d,v, en as . ·tis helpful to 

. 1 ce of income as l 
can rely on dividend as a regu ar sour 

meet their regular expenses. 

L 
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. Share Prices 
bili ty in . . bil· . k 

2 
Sta h lp to maintam sta 1ty m mar et values of the 

· · · ds e 
dividen 

stable , . hares. 
a11y s s 

coJJ'lP Confidence 
IJl

veS
t
or bl ct · ·ct d 1· . h . 

3: . h follow a sta e 1v1 en po icy enioy a 1gh d\.'.gree 
·es whic 

CoJJ1Pa111 onfidence. . 
. vestorc 

. of in • . f Capital 
·sing 0 

4, Rat . . ,d policy signifies continued normal operations of the 
1 divider . . . 

1 
I: . , . 

A 
stab e ds out positive s1gna s a ,out its pertormance. lt helps 

, It sen . · 
0
mpan) · . confidence and a good m1age about the company . As 

c . d ·nvet-tor . . 
10

boi1 ' . . · oi additional finances ,s easy for companies which 
. It raising 

resu ' d . 
a table dividen s. 

pay 
5 

FORMS OF DIVIDEND 

Dividend pa yr 11cnt may take ,m y of the following forms. 

Cash Dividend 
1. 

·vidend is paid to sharehold ers in cash. Cash dividend is the 

Thedi d . ·ct d It I · . -1 
I •tJ,od of paving t v i en s. resu ts 111 nutt ow of -c;:,sh . Hence 

~~ • 

I 

1p
an)' should arrange adequate cash resources fnr p;i yment of 

the con 
dividend . 

2. Bond Dividend 

If u
1
e compilny does no t have suffic ient cash resou rces, it n,a y iS!3 Ut> 

bonds in lieu of dividend . n,e sharehoid,·r, get bond, instead of 

dividends. The compa n y genera lly pay, interest on these bonds and 

"P'Y the bonds on maturi ty. Dond divid end enabk,s the company lo 

postpone payment of di vidend. But it is not popular. 

3. Property Dividend 

ll reier., to the paymen t of dividend in U,e form of some aS><,b oUwr 

ilian cash. This type of di \' id end is a L,o no t popular. 

4. Stock Dividend 

~ • dividend refers to the iss ue nf bonus shares to sharehold,•r, 

nus shares • re issued free of cost to sha r eh older, nu l of au•umu la l(>d 
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all they are issued when a company h fits. Usu Y . f . as 
8 

b 
pro ds to retam cash or expansion / diver if ll sta 
reservesbu_tneey outflow of cash. Issue of bonus s h1catio11.Jt~ti;i1 

t result m an s are ~~ 
no . b t future profits of the company. s Si&);., s optinusm a ou . "tes 

. BONUS SHARES 

are shares issued free of cost to existing h Bonus shares . s areh 
1 e issued out of reserves and surplus . o ders The shares ar . cons1sr . 

1 d profits, share premmm etc. Bonus issue . lt\g of accumu ate th b f is mad 
Id in proportion to e num er o shares held b e to ~~o~ th. y~~ 
· b nus issue ·of 1 : 2 refers to e issue of one hon • l'ot ~~~ao d ~~ 

-h res held by the sharehol er. Bonus shares are als e fo
1 every twos a . o kl)

0
wti 

as stock dividend. 

£bonus shares does not alter the to tal capital stru Issue o . cture of 
It simply results in conversion o f reserves and the company. . . . . , . Sllrpius 

. A ·ty hare capital. Hence, bonus issue ITT\ olves capitalisat · mto e'i m s . · 10n of 
earnings of a company. The effect of bonus issue on the equi ty portion 
of balance sheet is shown below. 

Before Bonus Issue 

Rs. 

Paid-up share capital 

10, 00, 000 shares of Rs 10 each 

Reserves and Surplus 

Shaieholders' Equity 

1,00,00,000 

4,00,00,000 

5,00,00,000 

After Bonus Issue in the Ratio of l:l 

Paid-up share -capital 

20,00,000 shares of Rs 10 e ach 

Reserves and Surplus 

Shareholders' Equity 

2,00,00,000 

3,00,00,000 

5,00rQ0,000 

··~:1;\~ 
i\· ' 
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· a result of bonus issue in the ratio of 1:1, no.of shares had 
te: A

5 
10 lakhs 20 lakhs. The sharecapital had increased f r-JO d frorn r om 

,ease 0
,.. 2 crores while the reserves and surplus had decreased ~ eW~ . H · 

i cror es to Rs 3 crores. owever, there 1s no change in th FS 4 cror e 
forf!l_ RS1ders' equity. 

rehO 
sJ1

3 of Bonu~ Issue 

5011rce
5 

an be issued out of accumulated profits as well as ]:lares c b · 1 f . 
aontlS s t·t Free reserves m tout o genuine profits and sh are v ro 1 s. . 
,.,

1,rent P ·ved in cash may also be used for the issue of bonus ,v . rece1 . 
reiruuJJl er bonus shil res can not be issued out of reserves created p J-f owev , . f -

snares- . . urpose or by revaluat10n o assets. . a specific P 
tor . re the sources of bonus issue. · . 'fhe following a 

l ce in Profit and Loss a /c . 1. Ba an 

al Reserve or Reserve Fund . z.Gener 

3. Capital Reserve arising from p rofi t on sa le of fixed assets 
received in cash . 

4_ Capital Redemption Reserve. 

S. Share Premium received in cash . 

6. Balance in Sinking Fund reserv~ for redemp tion of debentures 
(This can be used only afte r th~ red emption oi deben tures.). 

7. Dividend Equalisation Reserve. 

Advantages of Bonus Issue 

' Issue of bonus shares is ad vantageous to the company as well as the 
shareholders. The ad vantages to the company are: 

1. Conservation of cash 

Payment of cash dividend resul ts in outflow of cash . The 6:,ue of bonlli> 
share~, on the other hand , does not result in any ouLOow of ca~h. llw 
working capital position is also not affected . 

2. Enables Retention of Earnings 
Retention of . . 
inv earnmgs provides capital nece!):,arv for f inanf mg estment oppo tu • • · 
the h r cane~ . It is al.so the ch(;a~t Mmffc> of J manw fiut s areholders m lik 

ay not e relention a~ t!wy do not g<·t anv d1r<•<" t 
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l'l..'llt'tl t. In tht.> -:.1se ()i <.1 b(mus i~th:', the sha rehu!Jers • 
sh,lR'S " i tlnm t an_~· p,1~·mt'nt . _Thus, isslle t,f bnnus sh~,:: t :•dditi011 ill 
-:ompc1n~· to rt:'ta m t.he L',Hnm~s and ,lt tlw same time l:' :~abJe, the 
sharelH)ldeN h,1pp~·- ' 1"ke tht:> 

3. Attractive Share Price: The ex-bnnus price of sl, · . . 
. . . ' ,l l es lS ' 

lo\-n.•r them the ctm1-bonus prn:v. As the pnet' 1s attractive t . ct · llst1ath, 
, 1 a in,~ a ti . J 

i.ncrt::',1 St'S. b C vay 

4. Promotes Active Trading: Issu e of bonus sha. . 
. . . . . res 1ncr 

the nwnber ot shares. Tlus alsn tends to m crease m arket. eases 
. . . · mterest 

prom0tes a ... ·t1 , ·e trndmg m the shares. and 

5. Better Image : A ctnnpan y which issues bonus s! . . 
C(msidered irH"estor foendl~ ·-The image of the company gets 

1
bar es 1s 

, a oost 
6. ~ealistic EPS and DPS : Wh ~n the company has a s mall sha; 
capital and huge reseITes, the earnm? per share (EPS) and dividen~ 
per share (DPS) are generally very !ugh . The exceptionally hi ~h EP ' 

J DPS . . . f T • • g s 
a.nu give an 1mpress10n o . ~xpioitati.on o_r profiteering by the 
company. It may attract cornpehhon also. fhe issue of bonus :::.hares 
increases the number of shares. As a result, the. EPS and DPS corne 
down . 

7. No Cash Requirement: Sonietimes the company ma y not be 
able to pa>' ca::,h dividends due to inadequacy of liquid resn'urces or 

restrictions imposed by lenders. In such cases, bonus issue helps to 
satisfy the shareholders. 

8. Tax Benefits: Companies in India have to pay tax on dividend 
distribution. But there is no tax on the issue of bonus shares . 

Advantages to Shareholders 

1. Signal of Higher ;Future Profits 
A company generally issues bonus shares only when it is confident of 
improvement in the earnings. Issue of bon.us shares is therefore 
perceived by investors as an indication of a bright future. The optimism 
about future earnings increases the market value of shares. 

2. Chances of Increase in Dividends 
Issue of bonus shares results in an increase is the number of shares 

held ~y the shareholders. In c~urse oftiine, they get higher divide~ds 
even if the rate of dividend is reduced. For example, Mr. A holding 
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. S I.tel rl'cc i\ 'L'~ i1 di v id e nd nf Rs J lll)() , ,it the r,i il' t'f Rs 1 
lf),; l1 fl r e~ 

111 
' _", ·Lill tif ,1 bcmus issu e o f l: l his shan,+1nldi1w inc t-l' " .l, . 

(n~ . j\S ,l I t;: ::, . · . 0 u~ ::, 1 .. ,1,1rt' · ·r thl' d iv1dend 1s reduced Rs 2 p1c·r sharl' nex t Vl'cn Mr A 
,l•1 =- F,ven 1 · ' 
f ,.,()tlll- · nl dividL'nd pf Rs 4000 (2 x 200() sh .irvs). 
l! l ~ , j \It' cl tl l ' • 

11
iil ri:ce ble p5ycholog1cal Effect · 

;. fil'vour~ uicreases the number of sh ;i rt'S held by tlw sh ;:i rl'ho kkrs. 
·s!,Llt- 1 · 1 t·1· t r ti L 

J 
,nL's 1 . t,le psydHi ogict1 e ec . ur ,er, L)Onus 1ssul' g, vl's thl'm 

I , fr1 vo111 cl . . 

lth[lscl ·t , t() sell the shares tu ge t ca pital g,11ns. w ithout ,1ff1.-'c tm" 
,rtLJnl )' n 

~n°Pft . il holding . 
riot11• 

tl1et
1 

,., STOCK SPLIT 

• ,nifies ,1 reduction in the p,,r v<1 lue of c1 sh,u e an t.➔ il 

k split s1g · . - . ' 
swc . t -' increase 111 the numbe r o! shares . h n- exa mple, une shrlrt:· 

1rt10nr1 <: . . . _ 
Prnpt i' .... , . tJe spilt mt() 10 s h ;;.ues ()f Rs LO 1c'ach . 1l is similc1r tn 

s 1 ()( 111" .' . : . 
of ~ 1() ites Rs 1() l' ciC h 111 excha nge tor lHH:' hundred ntpL'e 111 ,tc . lt 
· ttU1'' Jlt . . · 
ge O ted tha t there 1s lltl changt' 111 the <1mount o f sh,1n' c,1pitr1I. Tlw 
·-wbe no . . 1
~ bJ of shMeS 111 cn:>aS L'S. A s h ,u ehokler ht1ld111g 10(1 sh ,1res pj Rs 
nu1n er . 
J(l()ec1clnNill get 1000 s hares ot Rs 10 e,ich as c1 rt's ull Cl f thl' sluck split. 

In recent yec1rs, many C(illlp,rntcs ~ ;:l\'e reso rte d Lu stuc k sp lit s. 

Hindustan Lever h ad split its sh a res ot Rs 1() intll sh c1r1::•s o f Re 1 . l,it c1 
steel and HDFC hc1ve split the ir shares of Rs 1()() into s h a rl'S ()f R!-1 l( l. 

The effect of a stock sp lit (a lso kno\.\ n as sh are split) ( 111 tile b;:i [;incL' 
sheet ts shown be low 

r~id up share capital 

Before the Stock Split 

Rs. 
1,00,000 shares of Rs 100 each 1,( )0,00,000 

. After the Stock Split 
Pa id up share capital Rs. 

10,oo,oou shares l )f Rs 1() e c1 ch 1,00,00,0lH) 

1 A Reasons for Stock Split 
. ttractive Share p . 

Stock r n ces 
Qtt ~p It rnak-es the mark t · f I 

ractn,e tc, Jn,· e price o J s rn n.:• c1ppc,11 tn h<• \ \w,,p ,rnd 
es tors TI-i _, j t · . 

· e rec uc ion m m.a 1 ke t p 11u .· mnl1\ ,l h "~ th" 
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I ,,, II\ b11r th l' ~11.,,, ·:- l ,11 ,•, .11 n1~1,,. ""Pp,1,., , , 111 Ill, I.'" < • • , • 1 t, 11• .,, I I 1 111:-.., r.op .., 111 ,,1 1,11,l' :- t. )1..,,.111n1 11 .,11111d1, , 1i
11

, 
11 

" 1.1,, 
1 

q1111 l'I. < ., • h · Nh.i,,, 1 

1 , · ,1 ... (1 f1 '1' I fh ,, 1 1h 1• ~h.11 l ' 1:- 1 l\ l ' I J'I \\ \ ' 1 I lh,1 11 th ,, r-. 11 " I Ii, . .,, rn , , •. "' 1•.., .i, 
1
., 

,111n .,h,111 ' '> Pl l~l' 1 .,nd n,." ls , •t 111 " , . ' i•n w -.. "' '" ,, 111 1,:.., ~ t) ,, ,,,1,, 
mll' ri ·:- t ,, dl intn.·.1-..\ · .1lllw 11 >~ h tlwn • ,.., '" ' rv ,11 dv, lrri 1.• 

111
' iv, . ., ,,,, 

l I ti I p, 1( 1• I th •r\\'nr i.., tlw i~r h.' l ' i:- )Jl\11~ 11 w 1 1111 ., ~i 11pu "' l 1,1di111• r ,, n < ' , . . ,.., ,1 n gt• I I I I n In rt.' i,,. 11w the liq111d1l\ ,111d 111 .1rh.l' t,1ht111y ,1( thl' ~t · 1,., 11 • p,.., 1 l • • " , 1,1 r1.•-, 
2_ Signal of Higher Profits · 
1 h,• ll1\'L''-tm~ pl•rcen 1.' ~t,,l 1-. ~rli t ;:i:- ,in ind ica ti on of hi ghl' r ( 

. f II lure fl ~•· -J, a rd~iti, e per .... ·t•pt1nn creall':, a avournb le irnp"ct prn 1 .., . . «l · 
0 

<>nthe ma rk.etpr11.·1.•0J tlw~ha rl:' . 

3_ Sa tis faction of Shareholders 
Stoel-- :,r,lit increa:,e!, Lhe number of shMes . Suppose a shareholder 
hold :- 2~)0 :.h,m.>:. of Rs l (X) each in K Ltd. If the sh.:ues are split into 
!:>har6 of R!-> JO, he w ill get 2000 shares of Rs 10 each, (in lieu of the 
, ,,.,, I a re~ held bv him ) The increa se in shareholding gives a sense - ,, :, l . 

o{ ~ahsfacticm to tJ1e ~ha reholders. 

Bonus Issue and Stock Split - A Comparison 

Bonus Issue Stock Split 
n \ere is no change in the par 
\. alue of the share. 

2. Il<mus sha res are issued by 
capu-a1bing the earnings. So, there 
is a fu ll in reserves and increase in 
share capjtal_ 

3. The book va lue per sha re, the 
FPS and ma rket price per :,hare 
decline. 

4. 11, e sha reholders' proportional 
ownership in the compan y 
wmains unchanged . 

5. The market price pe r share is 
red uced and brough t wi thin a 
more popular trading r;mge. 

1. Parvalue of the share 
is reduced 

2. There is no capitalisation of 
reserves. There is no change in 
reserves or share capital. 

3.The book value per share, the . 
EPS and the market price per 
share decline 

4.The shareholders' proportionc1! 
ownership in. the cn mpany 

remains unchanged · 

5 . The market price per shar~ i; 
reduced and brought wi th rn 
more-popular trading range. 
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tit 
,,.,e Sp il(· nf i,, loc k 1-, plit. Revl' rse '>plil invulv1:::s an increa1,e t1tV nppo:, . I d 

r ft l5 rl1c f ha rcb and a pr(iporlt0na ccrcasc in the number of I ,e I) b 
,. ,. vo 

I 
J" a company hcH, one crore sha res of Rs 10 each. t1ief'" > arnP e, . 

,r fol' ex 10 crores ). Jf the company increases the pa r va lue lo re:; · . J -::: Rs 
~

13 
caPJta , the number <if s han:h to 1,,() lak.hs , the proces!, i1, ($tlare d red uces 

odooan sesplit . ,..., d ,ever 
caUe RIGHTS ISSUE 

. the offer of new shares of the company to the existing 
•ghts issue 

15 
The issue price__is usually less t~n the market price . 

RI rehoJders, ffered to the sharehold ers m proportion to their sJ,a res a re o 
0 ;,..hts sha h !ding in the company . rv!r' ·. share o 

existJJ'lg 1 A Ltd may issue rights shares of Rs 10 each at a 
for e;~!,e;ket price Rs 100) in the ratio of 2:5. This means that 

price-of Rs ffers two shares for every hve shares held, at a pnce of the company o . 
~ 70 per share. 

features 

· the issue of additional shares to the existin g 1. Ri~ht issue is 
shareholders. 

Z.Theshares are issued in proportion to the existing shareholding. 

3. The issue price is also known as subscription price. It is left to the 
discretion of the company. In general, the issue price is fixed low er 
than the market price, in order to make it attractive to shareholders . 

4. The rights are negotiable. The holder of the rights can renounce 
them. The transferee (or buyer) is called Renouncee. 

i Rights can be exercised only during the specified period. It is usually 
about 30 days. 

• Theexisting shareholders, who exercise their rights in full can apply for additional shares. 
7 E · · . 
·;istmgshareholders who renounce their rights in part or in full , 
6 ~e ~ot generally entitled to apply for additional shares. · 5un.ilarly r 
additi ' enouncees also are not generally entitled to apply for onaJ shares. 
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Advantages 

l TI)(' riPht issue is m ade on n oro- r:it.1 bo..,1·s S<) 
1
1, 

• 
0 

. "" " • · • , ,e cnnt 
e xisting shan~Jwld c- rs uf the cnmp;in y is maint.iined . roJ of th l· 

2 Tlw floatation costs (isSU !..' ex p, ' nscs) Jre much le"L· '"h 
• 

. "' '' • v l'n CO 
to a public issue; 01 Pared 

3. Shareholders prefr'r rig-hl issul' as they gd the shares al ·. 
. . ~ a Price I . 

is Jess than the m.irkd pnce. Lower tI-w issu e price g . v,,, )1ch 

~ · , 1 ~a tc r i . 
benefit to shareholders. 8 lh~ 

4. The chances of rihht issue being subscribed are very bright, 

TEST QUESTIONS 

1 ½'hat are the essentia18 of Waller's dividend model? ExpJa · . 
• C 

JOl(g 

short comings. 

2. Discuss Walter's views on optimum dividend payout. 

3. Explain the assumptions and implications of Gordon's dividend 

model. 

4. 

5. 

6. 

8. 

9. 

Explain Modigliani - Miller's Dividend Irrelevance Hypothesis. 

Discuss the determinants of dividend policy of corporate 

enterprises. 

What is meant by stability of dividends? Describe the three forms 

of stable dividends. 

What are the different forms of dividends? 

b h S? State the sources of bonus issue. What are onus s are, • 

10. Explain the advantages of bonus issue. 

11. · . · t k split 
What is a stock split? Discuss the reasons for s oc .. 

12. Distinguish between bonus issue and stock split. nd 

· · 'l E 1 in its features a 
What is meant by right issue of shares: xp a 13. 

advantages. 
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yKOBLEMS AND SOLUTIONS 

WALTER'S MODEL 

Th L: fnllo w i11 g in form ;:ili, ,n n.: ht .... 1 
v · 

t,JeJl'.l : 1 · ' ... , " 1,;nl'.,h 1.td. 
l'tO JJ._ _( 1 

Per share ' " ,, 
irig earn te nf re turn rnal ra 

Jnte f capital 
cost O • 

18'1/. , 

12'1/, , 

= 33 .33'1/, , 
ut rauo 

payo I e market price und e r lh('. W nller 't, m ocll' l. 

Pute t 1 
corn 

. n· 
soJutto d. the Waltc•r's modd, 

Un er 

D ➔ r / k (E - D) 
J'vfarket price per share, P == -- ·- k --

D == Dividend = 33.33% of EPS :cc 33 .33'¼, uf Rs.LJ == Rs.
3 

r ==Rate of return 

k == Cost of capital 

= 'J 8'½, t)r 0.18 

12% o r 0.12 

E == Earnings per share :=, Rs.9 

Market price ~ (.I 8~ !2)J9~- } J 
.12 

3 + (l .5)( 6 ) 

. 12 . 
.\ + <) 12 

.12 =- .12 =- Rb.1()J 

Problem: 2 Joy Ltd. earns R~.5 per share. The company is capitailsed 

ata rat; ~f 10'½, and has a return on in ves trnent of 18'¼,. Accordi ng lo 

Walters tormula, what should be lhe price per shnre at 25' ''. , d ividt•nd 
payout ratio? 

Solution: 

According to Walter's formulc1 , 

Market price per share, 

D-o· · ·d 
· - ivi end == 25'¼1 of EPS 

= 25% of R.., . c; -

p == _9- + ( r / ~)( f' - D) 

k 

l.2S 



r = Ra te of re turn 

k = Cost of capita l = 
E -= Earnings pe r share = 

Market price per sha re = 

= 

12 2 1 

18'½, 1)r U.JH 

10% or 0.10 
Rs .5 

.!.:~ + ~ 8 / -~ O) ( 5 - 1.25) 
. 10 - - -

(1.25) + (1,80) (3. 75) 
. 10 --

1.25 + 6.75 8 
_ IO = ~ = Rs.80 

Problem: 3 The earnings per share of a company is Rs.1 2. The c _ 
of equity capital is 10%. The rate of return on investments is 

1 
~st 

k . · h d W l ' S½) Compute the mar et pnce per s are un er. a ter s mode~if the · 
0 1 b) 7- .. 1 payout is a) 50 m ::i 10 • 

Solution: 
Under the Walter's model 

Market price per.share, p = D + (r I k)(E- D) 
k 

r = Rate ofretum = 15% or 0.15 
k = Cost of capital = 10% or 0.10 
E = Earnings per share = Rs.12 

a) Market price if payout is 50% 

b) 

Dividend =50% of EPS = 50% of Rs-.12 = Rs.6 

6+(.15 /. 10) (12-6) 
Market price per share P = · . . l 0 

- 6 + (1.5)(6) = 6 + 9 = _!2_ = Rs. 150 
- .10 .10 . . 10 

Market price if payout is 75% 
Dividend= 75% of EPS = 75% of Rs.12 = Rs.9 

Market price per share p = 

= 

9 + (.15 /.10) (12-9) 

.10 

9 + (1..5) (3) . 

.10 

12.22 

9 + 4.5 13 .S 13 .S 
---=--= - == R.~. 135 .10 . 10 . JO 

nings p e r share of a company are Rs .10 . 
J,IeJJl : 4 The_ e,;;on is 10% and the re taim!d ea rnings can be ftO f capitalisa ,, 

'1'he rate O 
. Id a return of 20 ¼, . 

J'' d to y1e 
eJl'lPloye . considering a payout of a) 20% b) 40% and znpanY is 

'[he c? · f these would maximise the wea lth of the shareholders 
) 6()%- Wlll~ o odel? (B.Com. Bharathidasan) C Walter S zn . asper 

solution: th Walter's model, 
Under e 

rv{ark.et' price per share, 
D+(r / k)(E - 0)' p = 

k 

D == Qividend per share 
tu - 20'¼, or 0 20 t == Rate of re rn - . 

k == Cost ofcapital = 10'¼, or 0.10 
E == Earnings per share = Rs.10 

a) When the payout is 20% 
Dividend = 20% of EPS = 20% of Rs.IO = Rs.2 

Market price per share p = 2+(.20 /. 10)(10-2) 

.10 

:2+(2)(8) 2+16 18 
==-= - = Rs. 180 

b) · When the payout is 40% 
.10 .10 .10 

cl 

Dividend= 40% of EPS = 40% of Rs.IO = Rs.4 

Market price p·er share p _- = 4 + (.20 / . I 0) (10-4) 

.10 

4+(2)(6) 4+12 16 
_10 =~

0 
=-= Rs.16O 

. .10 
When the payout is 60% 
Dividend= 60% of EPS = 60% of Rs.10 = Rs.6 

Market price per share p = 
6+(.20 / .10) (10 - 6) 

.10 
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Optimal payout 
Sun Ltd . i5 a growth tirn1 as its rate of re turn is highe 

cost of capita l. (r>k). Tile optimal pay·out is O°b r than the 

Market price per share if payout is 0% 

Di,idend = 0 

:\ tarket price per share 
p = 0 + (. 10 / 0.5) (lo 0) 

.05 --..;_ 

0+ (2)(1 0) 20 

0
- =-

0
_ = Rs.40o 

• ::> • ) 

_-\ t the current payout oi 80°/<.>_. market pri~e is Rs.240 

Ii the payout is O~o, market price will be Rs.400 

Hence, the current payout is not optimal. 

The optimal payou t is !nb 

Problem: 10 'The following information relates to Sunlight Ltd. 
Earnings per share (EPS) = Rs.10 _ 

Return on investments r = 
Cost of capital k = 

12% 

12% 

P . 40°¾0 ayout r:atio = 
Determine the market price per share using Walter's approach. 

Solution 

Cnder the \"r"alter's model, 

D + (r / k)(E-D) 
Market price per share, P = k 

D = DiYidend = 40°/o of EPS = 
r = Rate of return. = 
k = Cost of capital = 
E = Earnings per share (EPS) = 

Market price per share p 

40% of Rs.10 = Rs.4 
12% or 0.12 
12% or0.12 
Rs.10 

= 
4+ (. 12 / ,12) (10-4) 

.12 

. - 4+(1)(6) = 4 + 6 =_!Q_=Rs.83.33 
. . 12 .12 .12 

12.30 

11 The earnings per share of a compan 
Jent : li yare Rs 12 d rro1' f capitalisaton app cable to the compan I . · ~ an 

we rate ~ of earnings (r) is 10% ) lS 10 Yo. The 
,o0ucti"1t)r 

p te the marke t value of the company's share if th 
contpUO b) 50% c) 75%. Which . th . epayout 

·o iS a) 25 Yo IS e optimum payout? 
r3b . . 

sat11t1on• ding to Walter's formula, 
Ace.or 

a) 

b) 

c) 

D+ (r / k) (E-0) 
= 

k 
· "Market price per share P 

D 
=== Dividend per share 

f tum = 10% or 0 10 
r :=:Rateo re . 

'tal = 10% 0 10 k === cost of cap1 or . 
E == £arning per share (EPS) = Rs.12 

:Market price per ~~ar~ is payo':t is _25% 
D = Dividend= 2~ Yo ot EPS = 25 1/o ot Rs .12 = Rs.3 

Market price 
3 + (. 10 / .10) (1 2 -3) 

p = .10 

_3 _+.....:.(1...:...)....:..(9-'--) = _3 +_9 = _12_ = Rs. l20 
.10 .10 .10 

Mar}c.et price per share if payout is 50% 
D= Dividend= 50% of EPS = 50°/4) of Rs.12 = Rs.6 

6 + (.10 / .10) (12 - 6) 
Market price P = . 

10 

6 + (1)(6) =6+6= 12 =Rs. l20 
.10 . JO .10 

Market price per share if payout is 75% 
D = Pividend = 75% of Rs . 12 = Rs.9 

Market price 
9 + (. 10 / . I 0) (12 -9) 

p = .10 

9 + (1)(3) = 9 + 3 = 12 = Rs.120 

.10 .10 .10 
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l'hL' l·, ,

111 
pan )' i!> a n0rn1al firm (r c= k ). l\1arke t v al tJ · • li e re n . " "'"' "" ,, II p,n ·out,,. Hence' , e n? ,s no op b mum pa ,·au L ,a <ns th, 

Probl
em: 12 The fo llow ing infrmn.=i ti o n relates l , - . . ~ 

n \ l'nu::, Lt F.Mn,n,:s pe e ,hace R.,30 d Productivity of re tained earnings (r) 1 S" 
0 

Cc1pitafoaLion rate (k) 1 s·· ., \-\Ih a 
I 
is the market p1·ice per share accord ing to the \-\' if the pa~out is a ) 20% b) 4()% c) 60% alte, >nodd 

Give your con11nents. 

Solution: 
Unde r thL' Walter's model., 

a) 

b) 

c) 

Market price per sh ru-e P -

D == Dividend per shi'lrc 
r c= R;i tc tJt return 
k == Cn:,l of capi ta l 
E '"" E.irning per shnrc (EPS) 

D + (r Is ) ( l 

Is 

1"' •,, 
1 r:; •·. 

K.-. .1(1 

I) ) 

I l l (\ 1~ 

l I J \ l l; 

Market price per share if pa yo ut is 20 °0 
D == ()ividL'nd == 20"1, , of t-"1'5 .. 2n· .• lll R, 30 R, 

11 

(1 • { I 5 I ' I I ~II O I 

MMl-.cl pricL' r 

.15 I ~ 

Market price per share if payout is 40°,o 
Di v ilknd - .w" .. lit' FPS - --I t)" .. ()IR., 111 

I" 15 ) t ; u I~ : { 

\ 1.1 r1'L'I priCl' r - . I" 

I~ l 

1.2 - (IJ( lS \ 12 ~ 18 
.:: 

. l ~ .15 

Market price per share if payout is 60ao 
1,1, l\ 1t-11d hP" .. ~,1 ,:r>s - t--11 ·, t)t R~ .1u R, 1"' 

IL. 

~u II • 
< \ -

I~ 

p 
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l_S + (. l 5 15)(30 

. 15 

= ]~ .... (_!l0 2) _ 18 + 12 
.15 - -

I " 

corrtfl'1eots 
rhcrateofrL'turnisequalt11thc · l) .1 f _ . . ' If 11 l ~ ( l ~.lptl 1I I I 

V

enus Ltd -L'i J norrna irm. ·w ,11arh.l• I l) rit°"' ' I ' , 1 " ) l t l'nl 1.' 
· h · TI - t1 , -

1 pt r ~ , ,,....._, w1ll l I 
f r 

nll p,,youi.!i- 1u~, 1l n rn 1 r-..et pnlv b R.-. ?()') . \\' l w '-'rill' o d L. ')"' 1·1 · f -- ' 
0 

I d It 1 , 
20

,y 4l)'V. ,,1111 n l . " · 1at1s, or ,111urnnlfi · d . tl1.' nlp .i , •.,u1,
1
,
1 .,, 

. ' 1111 , 1~t ri b t · · of p~•fi I> d< "'' ""' "'a kc , "'y d, I fer. ·n,,,. u ""' "' "'" ' "'" '" 
probleftl : 13 1 lw 1.•Jmir1gs l't' r sh.1re ,f . I . . \ N, ,t--.nw •II I l n,< c,h' ot op,1,, ,s a tn•n » 12"" ,rnd 1h , ' l e " I\, 211 l 1 ,1 It• l'l n ·t L< 9'¾, 

""' ' "' nw , '' t " " "1, 
( "i ,niru11.· tJu: rN1rk1.•t pr 1i:t • p l' r -.har. · t U i-, 111 ~ WJlt d1V1dcnd p .i vnut 1:, J ) 20'}. b) 6(l'' ) l ' l r, lun11, il ,1 ti ll1u " \ JO{)" \. I ~ r"'"" ' " \ h ,ch " th,• ,d,•;, I 

So)ution: 
A<"<'.md1n~ to w.,lll'r·:. forrnut.1 , 

ll 

M arlc l pnu.· ix•r ._ha r'-' p _ I) , ( r q ( I 
k 

D - o,,·u.h.•nJ JX'f .. harl' 
r - Rae~ t) f fl•tu n1 I C 

'l'' " - ~ t oi '".ipu.al 
I ir ~ E 

]2",. . ...1rnrn~ ~l\·r , h.ut.• (H~ , . n 1 Market price per s ha -, R .. 2() . re • p :. )1out is 20" 

()( }9 

() l 2 

D - D,, 1dl·nd - 2tr· 1 1 1 ° ·• \ I • ~ ., _(l " u l R_-, .211 K, 4 

p 4 • c 0'-1 1 ) I c ;(J ~ l 

I'." 
bl Market pri ,e C! r . Divtdend . p share if pJ yout ;~ &O'~,, 

<J t·. of r I~ , .... . "• h t R-, 2fl R., 12 

}6 

I) 
R!i.lP 
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