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18.1 Dividend Paolicy in Practice

nizy follow tne
- closely.




Dividend Policy in Practice
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Dividend Payment Mechanics Dividend Payment Mechanics

0 day Is 2 bUSlness days * o
IO the ex-dmdend day ati " Ex:Dividend Record Payment
Estlay, l\’lovembgzl 5}, 2007. <
General Supply’s stock clesed (! [ L ) |
& | "
Monday’ November 4 2007. I ember 5, 2007  Nowémber 7, 2007 December 9, 2007
Woeuld opé'n exeaividend on
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~ Date % Date Date

Cashi Dividend! Financed with

Homemade Dividend
Share Issue

7 New ¥ New
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“dividend \ own 25% N | 1 new. shfaneholders\& own 25%

|

Homemade Dividends
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Dividend Palicy: Is Irrelevant

#to cash, dividendipolicy will haVesoimpact on
Iliesof the firmk

il bove'example‘qBob began with tetallWwealth of
o )
$3,360 =80 sharesx P
/ share
dividend, his total wealth is still $3,360:

$3,360 = 80 shares ‘% +$240

1d, and sale ex-dividend shares, his
| $3,360: \ g

18.2 Why Does Dividend Policy
Matter?

UNSBIEYAIE not. irrelevant.
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18.4 Transaction Costs

3 %kes-it cheaperefor the firm tos sell a largethlock of:
Esithan fopindividigl shareholders to)make'small
iEses tolreinvest th&t dividends.

Wi minimize: the firm s*aGENCY Costs.
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Dividend Palicy: Is Irrelevant
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18.5 The Role of Income Taxes

18.7 Applying the Dividend
Polic Guidelines

o earnmgs, depyeciationtitngds,
2oitel expendityré’s ifor 2007 2009

Bondex Paper Co. (BPC):
Residual Funds

2007

s to 66n1mor-1\1 $50
tion funds . $12
penditures $45

e are in millions.
¢ -~ /

18.6 Dividend Policy Guidelines
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Applying the Dividend Policy.
Guidelines

s Howmg three d|V|dend
5 and make e recommencdation.
ain ihe 200‘6‘dividend amount.
N the"2006M02y6ut ratio.

e the d|\fdend | 10°$1.60 per share

BPC: Maintain Current
Dividend

2007 2008 2009

stocopmon®. $50 M- $60M  $67 M
g8 per share % $5.00 $6.00 $6.70
er share $1.20 $1.20 - $1.20

g 240% 20.0% 17.9%

SoM $12M  $12M

" 35 v Wssm  (s1M)

4




BPC: Maintain Current Payout
Ratior

2007 2008 2009

s to copmmon®, $50 M- $60M  $67 M
g8 per sharg $5.00 $6.00 $6.70
er share $1.50  $1.80 - $2.01
g 30.0% 300%  30.0%
,&I/.SM $18M  $20.1 M

g som Wsom - (s9.1 M)

Applying the Dividend Paolicy.
Guidelines

Policy Average Total Surplus
. P'eqout Ratio Funds

DPS .~ 23.0% $12 Million

-

”

OR 30.0% ($5.1 Million)

28.0%1-- % none

BPC: Increase Dividend to
$1.60

) ' 2007 2008 2009

S to common®,. $50 M- $60M  $67 M
g8 per sharg $5.00 $6.00 $6.70
er share $1.60 $1.60  $1.60

g 3;,0% 26.6% 23.9%

S16M 816 M $16 M

g siM s4M  (s5M)
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Transferable Put Rights

DisadVantages Acly hes DisadVentages
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Privately Negotiated Block
Purchases

Disadvantages
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Higher transaction
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Valuing Transferable Put
Rights

jonIpricing Models of

: ’j_’ne tirne [0 ety s sﬁally smalll

~ e ihe option'Siie grelitn
ically serzll, r

Igriore it

Valuing Transferable Put
Rights

oS modify‘things a hit:

e TYS +T.B-P.
AL=T )N
P4

o

Ins tax rate.
] | purchaser of the put rigt

Stock Dividends

Valuing| Transferable Put
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18.10 Stock Dividends and Stock

S T OUE thEREN IS0 transTEr ol
IENGEEs betweemthe equity accounts.




Financial Impact of Stock
D|str|but|ons

numbér of shizkes outstanding
ShnEither GaSEs thENpEr-share

Financial Impact of Stock
Dlstrlbutlons

15 dénd IS usually unchanged
iRl stoek splity the' cash) dividend! is

Financial Impact of Stock
Dlstrlbutlons

IStribUtiehn:
3-fr-2 stégk split, thershare
Il be $45(2/3) or $20.

Financial Impact of Stock
Dlstrlbutlons




