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Concept of Dividend
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What is a Dividend?

✓ A dividend is a share of profits and retained

earnings that a company pays out to its

shareholders.

✓ When a company generates a profit and

accumulates retained earnings, those earnings

can be either reinvested in the business or paid

out to shareholders as a dividend.

✓ The annual dividend per share divided by the

share price is the dividend yield.
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How a dividend works

✓ A dividend’s value is determined on a per-

share basis and is to be paid equally to all

shareholders of the same class (common,

preferred, etc.).

✓ The payment must be approved by the Board

of Directors.

✓ When a dividend is declared, it will then be

paid on a certain date, known as the payable

date.
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Steps of how it works:

✓ The company generates profits and retained

earnings

✓ The management team decides some excess

profits should be paid out to shareholders

(instead of being reinvested)

✓ The board approves the planned dividend

✓ The company announces the dividend (the value

per share, the date when it will be paid, the

record date, etc.)

✓ The dividend is paid to shareholders
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Types of dividends

➢ There are various types of dividends a company can pay to its shareholders.

Types include:

1. Cash – this is the payment of actual cash from the company directly to the

shareholders and is the most common type of payment. The payment is usually

made electronically (wire transfer), but may also be paid by check or cash.

2. Stock – stock dividends are paid out to shareholders by issuing new shares in the

company. These are paid out pro-rata, based on the number of shares the investor

already owns.
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3. Assets – a company is not limited to paying

distributions to its shareholders in the form of cash or

shares. A company may also pay out other assets such as

investment securities, physical assets, and real estate,

although this is not a common practice.

4. Special – a special dividend is one that’s paid outside

of a company’s regular policy (i.e., quarterly, annual,

etc.). It is usually the result of having excess cash on

hand for one reason or another.
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Dividend policy

A dividend policy is the policy a company uses to structure its dividend payout

to shareholders.

Dividend decision

The Dividend Decision is one of the crucial decisions made by the finance

manager relating to the payouts to the shareholders. The payout is the

proportion of Earning Per Share given to the shareholders in the form of

dividends.
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Dividend Decision
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Types of Dividend Decision

Stable Dividend Policy

A stable dividend policy is the easiest and most commonly used. The goal of

the policy is a steady and predictable dividend payout each year, which is what

most investors seek. Whether earnings are up or down, investors receive a

dividend.

The goal is to align the dividend policy with the long-term growth of the

company rather than with quarterly earnings volatility. This approach gives the

shareholder more certainty concerning the amount and timing of the dividend.
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Types of Dividend Decision

Constant Dividend Policy

The primary drawback of the stable dividend policy is that investors may not

see a dividend increase in boom years. Under the constant dividend policy, a

company pays a percentage of its earnings as dividends every year. In this way,

investors experience the full volatility of company earnings.

If earnings are up, investors get a larger dividend; if earnings are down,

investors may not receive a dividend. The primary drawback to the method is

the volatility of earnings and dividends. It is difficult to plan financially when

dividend income is highly volatile.
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Types of Dividend Decision

Residual Dividend Policy

Residual dividend policy is also highly volatile, but some investors see it as the

only acceptable dividend policy. With a residual dividend policy, the company

pays out what dividends remain after the company has paid for capital

expenditures (CAPEX) and working capital.

This approach is volatile, but it makes the most sense in terms of business

operations. Investors do not want to invest in a company that justifies its

increased debt with the need to pay dividends.
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Actual Dividend Decision 

Final Dividend - a dividend calculated at the end of a financial year based on 

the company's annual profits.

An interim dividend is a distribution to shareholders that has been both 

declared and paid before a company has determined its full-year earnings. Such 

dividends are frequently distributed to the holders of a company's common 

stock on either a quarterly or semi-annual basis.
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Actual Dividend Decision 
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Bonus Issue

✓ A bonus issue is an offer given to the existing shareholders of the company 

to subscribe for additional shares. 

✓ Instead of increasing the dividend payout, the companies offer to distribute 

additional shares to the shareholders. 

✓ For example, the company may decide to give out one bonus share for every 

ten shares held.
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Bonus Issue

Example 1: No of Shares : 1 nos

If 1:1 Bonus

Share Price : Rs. 100

Bonus Date

No of Share: 2 nos

Share Price : Rs. 50

Example 2: No of Shares : 5 nos

If 1:5 Bonus

Share Price : Rs. 120

Bonus Date

No of Share: 6 nos

Share Price : Rs. 100
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Share Split

➢ A stock split is when a company divides the existing shares of its stock into 

multiple new shares to boost the stock's liquidity. 
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Share Split

Example 1: No of Shares : 1 nos

If Old FV 1 & New FV 10 

Share Price : Rs. 80,000

Share Split Date

No of Share: 10 nos

Share Price : Rs. 8,000

Example 2: No of Shares : 10 nos

If Old FV 10 & New FV 2 

Share Price : Rs. 100

Share Split Date

No of Share: 2 nos

Share Price : Rs. 500
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Buy Back of Shares

➢ Buy-Back is a corporate action in which a company buys back its shares from the

existing shareholders usually at a price higher than market price.

➢ Share repurchase is the re-acquisition by a company of its own shares. It

represents a more flexible way of returning money to shareholders.
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Tax Issues

➢ In India, a company which has declared, distributed or paid any amount as a

dividend, is required to pay a dividend distribution tax at 15%. The Finance Act,

1997 introduced the provisions of DDT. Only a domestic company is liable for the

tax. Domestic companies have to pay the tax even if the company is not liable to

pay any tax on their income. The DDT stands withdrawn w.e.f 1 April 2020.

➢ Dividend Tax Issue 15% to 20% from 2021
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Tax Issues

22/2628.06.2021   Dividend Policy/19BA201, Financial Management /Mr.M.RAMANATHAN/MBA/SNSCE                              



How to calculate Dividend 

Annual net income minus net change in retained earnings = dividends paid

DPS = (total dividends paid out over a period - any special dividends) ÷

(shares outstanding).
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THANK YOU 
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