CHAPTER 4: CORPORATE DIVIDEND POLICY 

1. Prof. James E. Walters

           D + [ Ra/Rc x (E – D)

Vc = ----------------------------
                      Rc

Where,

Vc= Market price of a Share

D= Dividend per share (DPS=EPS X Payout ratio)

Ra= Rate of Earning by Company on its Retained earning 

Rc= Expected rate of return for shareholders 

E= Earning per share (EPS)

Note:

Ra > Rc i.e. the company has better rate of earning then profits should be retained by the company instead of distributing it. by more retention market price increases. 

2. Myron Gordons Model
         EPS (1 –b)          D1

Po= --------------- = ---------

         K – br              Ke - g 

Where,
Po=market price 

(1-b)= Payout ratio

b= Retention ratio

K=Expected ROR for shareholders (i.e.Ke)

r= Rate of earning by the company on its retained 

     earnings

br=Growth (i.e.g)
D1=Do x (1 + g) & Do= last year dividend

3. Modigliani and Miller Approach (MM)
         D1 + P1

Po= ------------

         1 + Ke

Where,

Po= Market price
Ke= Cost of equity

D1=Dividend after end of period 1

P1=Market price after end of period 1
Relationship applicable to issue of shares

NP1=I – (E –ND1)

Where,

NP1=proceeds of fresh issue

I=Investment in Capital Budget 

E= Total earning 

ND1=Total Dividend

4. John Lintners Model

Dt = C.R. EPS + (1 – C) Dt-1

Where,

Dt= dividend per share for the year “t”

C=Adjustment rate

R=Target Payout Rate

EPSt=EPS for the year “t”

Dt-1=Dividend per share for the year “t-1”

          (i.e dividend for the last year)

5. Earning Per Share Based On Book Value
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BVPS x ROE = ------------------
                            No. of Shares

BVPS x ROE = EPS
Where,

BVPS= book value per share

ROE= return on equity

