


Dividends and Dividend Policy
Learning Problems
Stock Transactions
Elmer Ltd. has a capital structure consisting of 1,250,000 common shares.  Each share currently trades at CAD 86 on the TSX.  The company is considering three alternative changes to its capital structure:

· Implement a 3-for-1 split

· Issue a 10% stock dividend

· Implement a 1-for-2 reverse split

Heather Topley currently owns 50,000 shares in Elmer and is contemplating the effect these changes would have on her fractional ownership and the value of her investment.  
REQUIRED:

1. What is Topley’s fractional ownership in Elmer under the three alternatives?
2. What is the value of Topley’s investment under the three alternatives?
3. Could any of these alternatives lead to an increase in the value of Topley’s investment?  Explain.

Factors Influencing Dividend Decisions
1. Smithers Ltd. is a growth business that is controlled by its founder, who owns 55% of the company’s shares.
2. Rampart Enterprises’ debt ratio is 20% lower than the industry average. 
3. Stella Inc. operates in a cyclical industry with high working capital and capital spending requirements.
4. Dexter Enterprises is a small technology start-up that recently went public.  Its assets primarily consist of patents and deferred product development costs.
5. Rascal Co.’s loans stipulate that it must maintain a current ratio above 2.0. 
6. Abigale Ltd. recently paid equity issuance costs equal to 12% of the capital raised.
7. Oscar Industries maintains a large portfolio of short-term investments as a contingency fund for financial emergencies. 
8. Waterson Inc.’s share is currently undervalued due to several plant closings, but its prospects are still bright with four major projects under development.
9. Tutor Ltd.’s largest shareholder is a trust fund that supports the members of a wealthy Ontario family.
10. Wilson Co. is a technology firm whose shareholders consist primarily of long-term investors who are saving outside of an RRSP or TFSA.  
11. Dempsey Consolidated can participate in several oil and gas joint ventures due to a recent decline in commodity prices that has caused other firms to rethink their investments. 
12. Grison Associates is a mature service business that is largely sheltered from international competition. 
REQUIRED:

1. Indicate whether the company should pay higher or lower dividends in each of the above scenarios.
Different Dividend Policies
1. Hecla Ltd. is a mature company operating in a cyclical industry.  After a protracted period of strong earnings, the company wants to distribute its surplus cash to its shareholders, but is concerned about the ramifications if it raises its dividend now but is then forced to reduce it in the next downturn. 
2. Jefferson Inc. sold a major product line as part of a corporate reorganization.  The company has no use for these funds currently.
3. Jasmine Industries has surplus cash that it plans to distribute to its shareholders in the coming months.  Its shareholders consist primarily of institutional investors, including pension plans and endowment funds.
4. Big Sky Enterprises is a recent start-up that has grown quickly using its retained earnings and new equity raised from venture capitalists.
5. Floyd Co. wishes to eliminate its regular dividend to help finance a new growth opportunity. Still, he needs to communicate to shareholders that its prospects are good and that it will continue paying dividends once this project is completed.
6. Hanna Ltd. needs to reduce its high equity issuance costs without reducing its current dividend.
7. Able Co.’s share typically trades in the CAD 35 to CAD 50 range.  After a period of rapid growth, the share price has risen to CAD 110.
8. Due to intense industry competition, Lincoln Industries’ share price has fallen to CAD 1 from its preferred price range of CAD 25 to CAD 30.  The company feels that the price decline is permanent.
9. Devers Ltd. is liquidating several of its mining properties and is returning share capital to investors.
10. Helmond Enterprises’ CEO resigned after being accused of insider trading by the Ontario Securities Commission.
11. Crandle Inc. has issued many stock options to its senior executives, which are expected to cause significant earnings per share dilution in the next annual report.
12. Ramone Consolidated has a large cash reserve that is being invested in short-term debt securities until the company can complete several acquisitions in the coming year.  It hopes to expand into a new industry to diversify its sales.
13. Simpson Ltd. is considering implementing its first regular cash dividend, but finds investment opportunities in its industry are erratic.
14. Cadence Co. feels its shares are undervalued and wants to communicate this to its investors.
15. Edson Inc. plans to increase its debt ratio to the optimal level by repurchasing a large block of its shares at the best price possible.

16. Atlantic Enterprises wants to immediately increase its earnings per share so executives can attain their earnings targets and claim maximum year-end bonuses.

17. Cleveland Co. plans to announce a stock repurchase to increase its share price but needs the flexibility to freely time the equity markets and purchase a lesser or greater number of shares than announced, depending on economic circumstances.
18. Henderson Inc. wants to establish a loyal clientele of long-term retail investors.

REQUIRED:

1. Describe the appropriate action to take in each of the above scenarios.
Dividend Policy for a Mature Firm
Maple Leaf Ltd. manufactures auto parts with several plants in eastern Canada.  The company has the following characteristics:

· Mature company with large free cash flows to equity, modest growth opportunities, and high cash balances
· Free cash flows to equity are subject to considerable cyclical variations

· All positive net present value projects have been undertaken
· The debt ratio approximates the industry average
· Owned primarily by another auto parts producer and two pension funds

· Managers own a limited number of shares

REQUIRED:

1.
Describe an appropriate dividend policy for Maple Leaf Ltd.

Dividend Policy for a Growth Firm
Agnes Company is a high-tech firm specializing in the production of hand-held GPS devices.  The company has the following characteristics:

· 5-year-old start-up with significant free cash flows to equity and high growth prospects
· No dividend-paying history 

· Limited ability to borrow from financial institutions because of the intangible nature of most of the company’s collateral and the uncertain and competitive nature of the industry
· Investors are primarily the founder, a local angel investor, and managers
· Local angel and some of the other investors are looking to cash out using an initial public offering
REQUIRED:

1. Describe an appropriate dividend policy for Agnes Company. 

Change in Dividend Policy
VAC is a large-cap company trading on the TSX.  Approximately five years ago, the company began a significant expansion into wind and solar generators from its base in the aviation parts industry to invest excess cash.  Sales have continued to grow modestly, but free cash flow has declined and is quite erratic due to operational difficulties in the new units and the cyclical nature of industry sales.  

Approximately 60% of VAC’s shares are owned by various company pension plans, but some shares are owned by board members.  The board’s compensation committee makes limited use of stock options to compensate senior executives.  The company’s share price has fallen dramatically over the last five years due to a falling rate of return on equity resulting from poor profitability in its new units.  Also, with the expansion, the company’s debt ratio has risen well above the industry average. 

VAC has reduced its high payout ratio to approximately 5% over the last five years to help finance the expansion, but its investors are now complaining.

REQUIRED:

1.
Analyze VAC’s current dividend policy and make any recommendations for change.  

Dividend Policies at Two Canadian Companies
REQUIRED:
1. Access the most recent annual reports for CAE and Canada Goose found on their company websites or through SEDAR.
2. Research these annual reports to determine each company’s dividend practices and policies.  Consider why these policies were likely adopted based on the dividend theories and empirical evidence studied in this module. 
3. Prepare an approximately 200-word submission addressing Part 2. All submissions should be well-researched and carefully written and edited before being posted to the discussion board.
4. Respond to the posts of at least three classmates.
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