DIVIDEND CAPITALISATION METHOD CONTINUED.....













Students please pay attention and understand the following logically. If a company had
issued some shares previously at face value say Rs 100 and gradually after being traded
for a few years , say the prices have risen to Rs 250 (due to good performance of the
company, positive expectations of the share holders etc) , and during that time if the
company needs some extra money and plns to issue fresh equity stocks, then

1. The face value of the equity share remains as its first issue

2. But if the company now issues the shares at the previous face value of Rs 100
which is much lesser than the current market price, the current investors , even
who believe that the company has good prospects will sell off their existing
shares(because they are higher prices) and opt for new shares (which are priced at
100) . So the company will never ever make a new issue at a price lower than the
current market price.

3. Even ifitis not mentioned explicitly in the sum, you have to assume the same and
make a note in the sum, and understand that the company will issue the shares at
a premium ans match atleast the current market price.

Note: since the current market price is higher than the face value, we assume that the company
must have made the issue at the current price . hence the current market price= issue price.
Thereafter floatation cost has to be adjusted, because it is a fresh issue. Then we arrive at P



