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WEIGHTAGE ANALYSIS

SR.NO NAME OF TOPIC
May

18
Nov
18

May
19

Nov
19

Nov
20

Jan
21

Jul
21

Dec
21

May
22

Nov
22

May
23

Nov
23

1
MEANING , SCOPE AND 
OBJECTIVES OF FM 4 2 3 4 4 2 2 2 2 4

2 TYPES OF FINANCING 6 8 6 4 4 2 4 4 2 4 6 8

3 LEVERAGE ANALYSIS 5 10 10 10 12 10 10 10 10 10 7 5

4 COST OF CAPITAL 10 5 14 5 10 10 5 10 11 10 10

5 CAPITAL STRUCTURE 10 5 10 10 10 5 10 10 6 10 10

6 CAPITAL BUDGETING 28 10 15 20 5 12 12 2 14 20 10 10

7
RISK ANALYSIS IN 
CAPITAL BUDGETING 4 7 6 3 12 5 5 14 5 5 5 5



SR.NO NAME OF TOPIC
May

18
Nov
18

May
19

Nov
19

Nov
20

Jan
21

Jul
21

Dec
21

May
22

Nov
22

May
23

Nov
23

8

ESTIMATION & 
FINANCING OF 
WORKING CAPITAL 10 10 10 5 5 4 5

9
MANAGEMENT OF 
ACCOUNT RECIEVABLES 10 9 5 5

10

MANAGEMENT OF CASH 
& MARKETABLE 
SECURITIES 10 4 5 9

11
MANAGAMENT OF 
PAYABLES

12
MANAGEMENT OF 
INVENTORY 5

13 DIVIDEND DECISION 5 5 5 5 5 5 5 4 5 10

14 RATIO ANALYSIS 5 5 5 5 5 5 10 10 5 5 10 5

TOTAL 72 72 72 74 72 72 72 72 72 72 72 72

0000000000
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 GORDON’S MODEL
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 STOCK SPLITS
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INTRODUCTION



THEORIES OF DIVIDEND

Irrelevance Theory 
(Dividend is irrelevant)

M.M Approach

Relevance Theory 
(Dividend is relevant)

Walter’s Model

Gordon’s Model

Other Models

Dividend Discount 
Model (DDM) 

Linter’s Model



MODIGLIANI AND MILLER (MM) APPROACH



ASSUMPTIONS OF (MM) APPROACH





POSSIBLE SITUATIONS UNDER (MM) APPROACH





I Determination of Price (PI)

= No ·

of additional shares to
issued

~ based on Funds required
share Capital -

Envestm - Earnings available
to be raised required

③ Determination of value of
Firs



DETERMINATION OF SHARE PRICE  UNDER (MM) APPROACH

O



DETERMINATION OF VALUE OF FIRM  UNDER (MM) APPROACH

Value of Firm = (No of Shares Outstanding at The Beginning + No of Shares issued to

raise Funds) *Price at The End of Period – Investment Req. + Earnings

(1+Ke)



ILLUSTRATION 1

-

-



CASE A 
Value Of Firm When Dividends Are Not Paid
Po PIP

It ke

100 = PO
It 0 '10

.. 110 = P1 + O

.. Pl = 118
-
-



value of Fros
-

Name of Erin = No ·

of shares ↑ No·ofshares X P1
OIS at to be issue
the Beginning
- restment suroi + Ennings

I tke

[= 1000000000a
1 +0 10

- 200000 +
= (10000 + 909-09(x70 1000
-

1 . 10



= 100000



CASE B 
Value Of Firm When Dividends Are Paid

Po = Plt DI
-

Itke

100 = P5
It0-18

110 = Pl + 5

.. Pl = 15
-



Value of Firm

value of Ferne' = [NOof shares Outstanding + No · of
shares to

,

be Issues /X P1 - Investment

requires+ Earning)
--

1 +ke

=

20000+ (2000-tons/105)x105:20o
e

It 0-10

-

1000000
-



ILLUSTRATION 2



CASE A 
Market Price of Share When Dividend is not Declared

Po = PltDI
-

Itke

10 = P1 + O
-

1 +0-12

.. Pl = 112



CASE B
Market Price of Share When Dividend is Declared

Po = PIP
I + ke

100 = Pl + 10
-

10-12

112 : PI 10

1 . Pl = 112-10

- 102



SR.NO PARTICULARS AMOUNT/NO.

STATEMENT SHOWING NO OF SHARES TO BE ISSUED WHEN DIVIDEND IS PAID

A Earnesigs 500 000

B less- Dividend Pard (10000 XD 10 000

C Earnings avaiable for Investment (A-B) 400ver
&

MD Total tends required 1000 000

E Additional Funds to be raised (1-2) 600000

F Price at which shares well be Isted 102

G NO of shares to be Issued (EIF) 5882 -35

say 5883 shary



ILLUSTRATION 3 RTP NOV 22
-
-

O &
=

=



Price When No dividend is paid

Po = ↳,
10 = P , + O
-

1705

1. Pl = 11 : 50
--



Funds to be = NO ofshareesend + Pl
raised to

F 26089 x 11 : 50

= 300 000

Funds to be raised=Investment - LEarnings
300 000 = x - 500000

% Total Investment = 800%
-



Vane
of His where

= value of term's When
Divided is not Dividend is paid-
Paid

(200 000 +25089)x11 . 50
-800000 + 500000

=(2000 x97519)XP >

I
I out50oe1 + 0
: 15

226089 x 11 : 50 = 2476194PI

2600023 = 2476194 P1

.. Pl = 10 -50



Po = P
Itke

10 = 10-55
11 .50 - 10 · 50 = SC

1

Did under Consideration
- 1 per share-



ILLUSTRATION 4



When a Company Des not Pey Dividend
-
-

Po = P1b)
Itke

100 = P110
1 : 15

=
- Pl = 115



valueof
Furn's = Co ·

ofshare ↓ Additional XP1-↑

Outstanding sharesJ
Issued

vestmentrequired t Earness
1 + k2

= 10000 t 200 000 (X115-950000-

115 +7500
-

1015
- 10000000
-



When a Company Pays Dividend
&

Po = Pi
1 +172

100 - P150
1 . 15

115-50 = Pl

% . P1 = 65



value of Form=o
-

of Share AddenonaXPI
outstanding shares

Isseved)
-Investment+ Earnings

required
--

1 + ke

= (10000 + 100 x 6
- + 5000

1 : 15
= 10000 000



WALTER’S MODEL

& 0 %
-
- 100%



ASSUMPTION UNDER WALTER’S MODEL



DETERMINATION OF PRICE UNDER WALTER’S MODEL

= DPSt (EP5DPS)
2
-

Ke



DETERMINATION OF OPTIMUM PAYOUT RATIO UNDER 
WALTER’S MODEL





ILLUSTRATION 5

&





(i) Market value Per Share As Per Walter’s Model
EPS = 500000/100000 share = 5

DPS = 5 x60% = 3

C
= DPS +

V CEPS-DPS)I -

Ke-

Ke

= 3 + 0 5 (5 - 3)
0'12

-2
= 45 : 83



(ii) Optimum Payout Ratio & Market Price of Share at 
that Payout Ratio

As2 (0-15)7Ke 2012 Optimum Payout

ratio show be zelo

P = DPS + * CEPS - DPS)
Ke
-

Ke

- Ot 0'15 (5-0)-

0-12
-

6 : 12

= 85
-
-



ILLUSTRATION 6



P = DPS + (EPS-DPS)
Ke
-

172

0 - 20

42 = se tE



6 . 72 = 3 + 1 : 25 (6 -5)

6. 72 = 5 + 7
. 5 - 1253

6 . 72 - 7 : 5 = - 0 . 255)

..) = 0 .

78/0 - 25

- 3: 12



DP ratio I X100
= 312 x 10

6
N

~

52 C
- ↑

-

-



SR.NO PARTICULARS AMOUNT

WN 1 – Statement Showing Computation of EPS 

A Profit after Tax 3000000

B Las-preference Dividend is 1200 ch

2 EAES (A- B) 1800000

D NO ·

of Eq shares (giran) 300 00
=L EPS 2 < (P) 6 Pershare



GORDON’S MODEL



ASSUMPTIONS UNDER GORDON’S MODEL



DETERMINATION OF PRICE UNDER GORDON’S MODEL
↑ retention

Natio

F-⑦ EPSX Payout

O PO = -satio
--

F

ke-br

= DPS
-

Ke-br

Payoutate &

retentionrea
return



DETERMINATION OF OPTIMUM PAYOUT RATIO UNDER 
GORDON’S MODEL



GORDON’S REVISED MODEL



DETERMINATION OF PRICE UNDER GORDON’S REVISED 
MODEL

POKe-g
direct growh

rate-
r



The formula given by Gordon shows that when the rate of return (r) is greater than the discount
rate (Kୣ), the price per share Decreases as the dividend Payout ratio decreases and the vice-versa.
On the other hand, if the rate of return (r) is less than discount rate ( Kୣ), the price per share
increase as the dividend Payout ratio increases and vice versa. The price per share remains
unchanged where the rate of return and discount rate are equal.



ILLUSTRATION 7

--



Case(i) 150

(ii) 58

Citi 37 . 50



CASE A

Po = EpsX Payoutratio
-

&

Ke-(br)

= 6 x 25%
-

0 '16 - (0 .95X0
· 20)

E 1 : 5
- -

0'16-01)
- 150-



CASE B
Po = EPSX Payout ratio
-

Ke - (br)
-

- 6%
0 : 16 - 250x0 · 20)

E 3
-

0'16-0 · 10

- 3 = 50
0 : 06 --



CASE C

Po = EPSX Payout ratio
-

ke-br

= 6100%
O'16

E
= -

0
: 16
-

O- 37)
-
-



SR.NO PARTICULARS AMOUNT

WN 1 – Statement Showing Computation of EPS 

A Profit after Tax 3000000

B Las-preference Dividend is 1200 ch

2 EAES (A- B) 1800000

D NO ·

of Eq shares (giran) 300 00
=L EPS 2 < (P) 6 Pershare



ILLUSTRATION 8



Water's 55

Gordaris = 60



DIVIDEND DISCOUNT MODEL

--

-
--



ZERO GROWTH RATE

Ker ↳

PO

po = I
Ke



ILLUSTRATION 9



Ke = D

PO
5

0 - 10 =
-

PO

= Po = 50



CONSTANT GROWTH RATE

Ke =

e - g
=

PO
Po=

K2-9



ILLUSTRATION 10



ke = +

0-15 = 2 . 04 + 0
. 02

-

PO

0 - 15.0.02 = 204
G

0 . 13 PO = 2 . 04
% . Po = 15 . 69



VARIABLE GROWTH RATE





ILLUSTRATION 11

I



CASE A – Present Market Price at a Growth Rate of 5% 

Po =
↳ I
-

k2- g
= 2. 10
-

0- 15 - 0
- 05

- 21
-
-



CASE B – Market Price at a Growth Rate of 8% 

Po = DI
-

Ke-q
=
2: 16
-

0 - 15-0 · 08

= 2- 16
-

0'07
- 30

- 8)
-
-



CASE C – Market Price at a Growth Rate of 3% 

PO Pl
-

Ke-G
= 2 - 06
-

0
: 15-003

- 2 .
06
-

0'12

- 14 . 17



ILLUSTRATION 12

=

·

-

Price of Share
= Prof Here

Dividends
:

1140 3122 = 192



YEAR PARTICULARS CASH FLOW PVF AT 20% PV OF CASH FLOW

STATEMENT SHOWING COMPUTATION OF INTRINSIC VALUE OF SHARES

I Dividend (120 +15). 138 ·F 0-833 114 : 95
--

2 Dividend (13045] 1580-394 110-14
- -

3 Dividend (158 -70H5) 182 :5) F 0 -579 105 . 67
=

r
-

4 Dividend [182-51r 201 : 89
r

O ·482 101 . 17
A

r
4 Price of share 1469 . 20 0: 482 48815
at the endof 6th D5
Yea with constant - -Ke- -growth thi peopting 20089+5

%
1140 . 08

0-20-0 - 05



Conclusion ! - The current market price of
--

share is 3122 & The Entrinsic valueof

Share is 1140 cappox) Hence
it can be

said that share is currently overpriced by

Rs . 1902 (3122-1140



ILLUSTRATION 13 (PYP DEC 2021) 5 MARKS
X Ltd. is a multinational company. Current market price per share is Rs. 2,185.
During the F.Y. 20-21, the company paid Rs. 140 as Dividend per share. The
company is expected to grow @12% p.a. for next four years, then 5% p.a. for an
indefinite period. Expected rate of return of shareholders is 18% p.a..

1) Find out intrinsic value per share. 
2) State whether shares are overpriced or underpriced. 

Year 1 2 3 4 5
Discounting 

Factor @18%
0.847 0.718 0.608 0.515 0.436



YEAR PARTICULARS CASH FLOW PVF AT 20% PV OF CASH FLOW

STATEMENT SHOWING COMPUTATION OF INTRINSIC VALUE OF SHARES 
&

18%

I Dividend 156 - 80 0-847 13281

2 Dividend 175 . 62 0-718 126-10

3 Dividend 196 - 69 0 . 608 119 . 59

M Dividend 220 - 29 0-515 113 : 45

↳ price at end 1479 . 27 0 - 515 916 .32

of 4th year 231 : 50
-

0-18-0005
T408. 27



Conclusion: - The Entinse2 Value of
--

share is 1408 & Current market

Price is 2185
,
Thus If can be said

that share is pricedovey by 477
(2185 - 1408]



ILLUSTRATION 14



(i) Computation of wate of return by-

an Envestor
-
-

Expectation of an Investor = Ke

- Ke = + 4

-

205 0.0

- 0 . 0894 that is 8 . 97%



ci) computation of growth rate- - -

Retention Natio =
60%

rate of return (v)
= 10%

%. I = by

= 0.60x0'10

- 0 - 06

↓ As per gorda's growth mode growth
race shall be 6 %



Cill· computation of Ke at 60%

retention ratio s growth rate of
6Y .

Ke = + 4

I Espayout+ 0 : 06
ratio
-

1460
-

⑳xay 40 . 00 th



- 3 + 0-06
1460

= 0 . 0819

that is 8 - 19%



IN Computation of existing payout rate s EarningsN

Existing growth rate = 75 I I
&
share

vole of return = 10%

- Existing Retention Natio as Per

gordan's growth model .

g = br

0 : 045 = DX010

.. b = 0 . 75

- ExistingRetention rate=15
%



· Existing payout natio = 25%

" Earnings of the = Dividend
-

company Payout
satio

= 28
-

25 /

= 80



LINTER’S MODEL



DETERMINATION OF CURRENT YEAR’S DIVIDEND UNDER 
LINTER’S MODEL



ILLUSTRATION 15



D1 = Do t[EX Payout - DOJAFNatio

= 9 . 80 + [20x 60% -98) x45%

- 9 : 80 + [12 - 980] x45%

= 9 .80 + 2
- 24 45%

= 9 .807 0 . 99
10- 9
-



SHARE BUYBACK

Share buyback, in simple terms, means buying/repurchasing own shares by the company resulting
into decrease in share capital of the company. Thus, the shares bought back are cancelled leading
reduction in outstanding number of shares.

Share buyback is also a form of shareholders' dividend. As the number of circulating shares in the
market fall, amount of dividend per share in the future increases.

There are two main types of buyback that can be performed by the companies. One is through an
open market, and another is through tender offer. While company intending to buyback through
open market, need to go through secondary market. However, in case of tender offer, company
offers a fixed price where all the shareholders can participate or sell their shares.



ILLUSTRATION 16
Following information is given pertaining to DG ltd,

No of shares outstanding                                                1 lakh shares

Earnings Per share 25 per share 

P/E Ratio                                                                               20

Book Value per share                                                     400 per share

If company decides to repurchase 5,000 shares, at the prevailing market price,

what is the resulting book value per share after repurchasing.

↑

E



Total Book vale of the Company = 100000 shares

x 400

= 40000000

Market Price share shares = EPSX Plevatio

= 25 X20

= 500

Amount paid for rejurchase of = 25000 shares

25000 shares X 500
E 12500000



Total Book Name after repurchase of shares

F Total Book Valve
-

Ant Paid For

Beforesepurchase repurchase

= 40000 000 - 12500 on

= 27500 000

Book Name Per Share = Total Book Valve
after repurchase

after repurchase ·of shares
afterrepurchase



= 200000
T OUR

= 37
-



ILLUSTRATION 17

Mr H is currently holding 1,00,000 shares of HM ltd, and currently the share
of HM ltd is trading on Bombay Stock Exchange at ₹50 per share. Mr A have
a policy to re-invest the amount of any dividend received into the shares
back again of HM ltd. If HM ltd has declared a dividend of 10 per share,
please determine the no of shares that Mr A would hold after he re-invests
dividend in shares of HM ltd.

A



Com Dividend Price- 50

Ex- Dividend Price - 50-10

= 40

Dividendreceived a shares = 100000 share

X 18

= 1000o

No of shares thatCan - Funds availablebe Bought up from
-

-

-Devidend
DividendIncome Price



-

1000 000
-

-

40

- 25000 shares

. Total holding after 100000 + 25000-

sinvestment vidend shares
of D shares

= 125, 000
shares -



ILLUSTRATION 18





(i)
Analysis of Whether The Company is Following Optimal 

Dividend policy
ToDetermine whether the Company is following
Optimum Dividend Policy we need to

Compare v 8 Ke

8 = Earnings = 2000
-

In

=200 00

Capital employed 20000 200000

= 0 . 10

thatIs 10%



ke = 100/PECAno
= 100/12 : 50

= 8 %

Here
, >

Ke Henc the Optimum

Divided Payout Vatis share be clo.

D/P ratio of Dividend =N = 0 .75= -

Company Earnings 2000 thatis
75%



Conclusion - The Optimum Dividend Payout
-
-

ratio is20o p The Company's /P Vatio

is 75%, Hence if can be conceded

that company is not following Optimum

Dividend policy .



(ii)
Computation of P/E Ratio at Which Dividend Policy Will Have 

No Effect on value of Share 

Divided Policy shal not have any Effect
on Yal of shares #N

= ke

Here e = 10%

To get Ke = 10% PE Ratio Sha be as
Follow

PIE Ratio- 100/Ke-

= 100/10 = 10 this



thus at a plevatio of 10 this ,
the

Dividend Policy We not have any
Effect an market volre of share.



(iii)
Analysis of Whether The Company is Following Optimal 

Dividend policy If P/E Ratio is 8 instead of 12.50 
⑦ PIENato is 8 three sharbe

Pleratio = 100/7e
= 100/8
= 12 . 50 %

Now(10%) < KC 50% ) The
1

Optimum Dividend Payout ratio
shal be 100%



DI Natio of company = Dividend
-

-

Earnuni ,
- 150000
-

20000
- ↑57 --

Conclusion: Stil the company is not following
Optimum Dividend Policy as DIP Natio

is 75% WhereasOptimum DIP ratio
Shou be 100%



ILLUSTRATION 19 (PYP NOV 2019) 5 MARKS

L1)
= J=

S





(1) computation of current Market Price

PIE Natio = MPS/EPS
1O = MPS/5

%. MPS = 50



Alternatively
PO = BPS +

N
-

-

CPS-DPSS
Ke

Ke

F 3 + 0 . 20 (5 -3)
OPERATE
--

100/PE rati

O - 20
= -37100/10



=
3 + 0.20 25 -3)

O- 18
-

0 :

10

-

3
= . TO



(i) Capitalis rate of 1 risk class.

Capitalisation vote = Ke

La Pleratio = 100/Ke
10 = 100/ke
- Ke = 100/10

= 10%
-

-



(11)% Determinatin of Optimum Payout
ratei

As U 220%) > Ke (10%) The Optimum

DividendPayout Natio shall be clo



1 Computations of market Price at

Optimen Payout Natio (waster's model)

Po = DPS + ~ (EPS- DPS)-

Ke
-

Ke

=

·
(5-0)

0
- 10

-

& 100



ILLUSTRATION 20
Following information are given for a company: 

Earnings per share ₹ 10

P/E Ratio 12.5

Rate of return on investment 12%

Market price per share as per Walter’s model ₹ 130

You are required to calculate:

(i) Dividend payout ratio.

(ii) Market price of share at optimum dividend payout ratio.
(iii) P/E ratio, at which the dividend policy will have no effect on the price of share
(iv)Market price of share at this P/E ratio.

(v) Market price of share using dividend growth model.



(1) Dividend Payout Ratio

p DPS + s CEPS- DPS)- -

Ke
-

Ke

PESATIO 100
-

Ke

12-5 = 100
-

Ke

! 2 = 8%



130 = x + 0 (10 - x)
-

0-08

10 · 40 = 57 + 15210 ->)

10 . 40 = 1) + 15 - 155)

4 : 6 = 0551

1. $ = 9 - 2
& DP Natio = N = 2 x 10
-

10 92 .



(ii) Market Price at Optimum Dividend Payout
Ratio

As <1 Ke(8) Optimum Dividend

Payout ratio show be zero

P = DPS + CEPS- DPS
Ke
-

Ke

= Ot 0
:12 <10-0
0 .68
8



- 1
-

0 - 08

- 184-50



(ii) PERatio at which Dividend Policy
wil have no empact on Share Polce .

If = Ke
,
Devidend Policy War's have

impact on share Price
,
Considere = 12%

-PE Ratio 100
-

12

- 8 - 33 Hems S



I market price at PIEWato of 8
: 33 tes

Po = DPS + O CEPS - DPS)
12
-

Ke

=
9 - 2 t 02 (10-9 .2)

0 - 12
-

0- 12

E 83 . 33



Y Price using Dividend growth moder.

P = DIS
ke-g

- 9 :20
-

0
.08-(0 - 08012)

- 9 . 20 E 9- 20
- -

0: 08-0-0096 0 : 0704

- 130 . 68




