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16. DIVIDENDS 

Dividends

· Cash dividends

· Regular cash

· Extra

· Special

· Liquidating

· Stock dividends 

· dividend paid in shares of stock

a) benchmark case

b) popular trading range

· (Stock splits)

Do stock splits and dividends matter?

· trading range argument

· liquidity/ownership base

Reverse splits

· trading range

· ‘respectableness’

· minimum price requirements

· buy outs

Dividend policy  (does it matter?)

· Low payout

· flotation costs

· indenture restrictions

· taxes

· High payout

· current income

· uncertainty resolution – the ‘bird-in-hand’ argument

· foundations

· Resolution?

· information effect

· clientele effect

Establishing a Dividend Policy

· A residual policy

· What is left after all positive NPV investments are funded and desired DE-ratio is obtained

· Dividend stability

· constant payout

Compromise Dividend Policy

· avoid rejecting +NPV projects to pay dividends

· avoid cutting dividends

· avoid issuing new equity

· maintain target DE ratio

· maintain target dividend payout ratio

Stock repurchase

· instead of dividends, a firm may buy back its shares

· value of outstanding shares remains the same (ignoring taxes and other imperfections)

