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Chapter- ¥

COMMON STOCK AHALYSIS AND VALvnnon

% Dividend Discount V\ode\(bnm)

There are <0 many. medel Yo Calculate intrinsic

vole ob common Stock, akong thwem DDM s MOst Populqr

and widely used Method in“practice .

Acctrding 40 tis model , iNdrinsic vaue of (Ommor)

sYotk f¢ calcNated oy oltstributing an +ne dividends conich

are e xpeued 10 fecetvea fom v given common stock

Lo vear 1 40 s and Summarized Hyfen) .
uLLLLE '

e

P DI & e e s DB Gy b g o A s

B+1) ' OFKD* T (k)3 _(14e)=

whero,

P, = Indringic Value of Common stock

D, - Dividend ar Jué end 9} Year £

D, - Dividend ar Ve end of Year 2

Ks = R\equ-‘ved kate o] fefurnq, e




X Modets 0f DDM :

1. Zevo Growth ™odel

9. Congtant (rowth. Model

3. Supernormal Guowtn NModel
J

L. Zerp Growth trjodel :

¢ mModel assumes -.Ma\-v earnings and dividend

kil %emain constant each year upto «4 Y(g.=0). Aceording.

40 {hic model P, ts CqleulGted ac forowd: O
O
Ke
D-Do:= D.= Dg-: Dlz <o --'-'D-o

Q. Conetant Growth mModel : ;

qhfe madel assumes that @arnings and Jividends

will ‘4¥ow At a Same Constant rate Each yearfovever:

_ Accordling. to 4nis modet, Po f5 Caltulated ac’fonows:
T U 2 1

TR RO T W T Y
Ks - Ks- T3
s 5/ 531 '\“s 3),
WhHere, v :
= Congtant wth Tqte

NMe 4‘0 app\* .‘h:; mle, kﬁ must \OQ. q\'EQfer +tvan a
] N TR < o



Dy= Dol4+4)*

Diz Dy (1+9,)* 0% Dy= Do(4+§)”

Ds= Do (14032 Or Da= D;.(um)"" or, Da= Da(HA)
90 and_<g.on..

3. Supernormal Growth Model:

Accovding. 4o uis model €avnings and dividends @i

qrow At diffeveHt rate fom Year 1 18 2. Undzr 4uis model,

P 1c Calculated ac forows:

=
e B . D o Da. . Dy DU e
(L4Ks)t (k)™ (Atie)® (Al " (3He)S (4k)S
= Da D8 vt DY e s P
Qiks)t T (ke () (k)i T Qv
Pa:, ‘Ds \ DH_ 2 DS' i PS' |
Ores)  (13k)™ (k) 7 (k)3
whe‘ro.ﬂ;
Dx-Do(l'*'?(Sz) ~ Dy=Ds(1+9%9) PRz Dc,
DLUM&) Ds 2 Dy (t+4S0) k-9

Dq- Do (. 1+qsn Dy = Oe( 1+3) @)




Note.:"

Do = Cuvrent Dps | Present DPs\ DMd.a.nd ius} pa'd Past

Years Dps | Previous ear. DPS e

D, z Expec’fed »wadznd {J).v.dand at e Year

Ks = R{ + (Rm- R{') % —> CAPM .

Where

Rp= Rick «i‘me Rate

Rm Q-Q’rum on movker

Pm Rc = Marbb,\- Risk premmm
eem ,

2071 Q-NO.6
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Qiven:

Cument pividend (Do) Re- 10

a. Consjant Growih Model:

conkrant qmwrh Mie Gp =5 %

J)w-:\eﬂd in ‘fear 1o (Dm) Do(.!*%)“'

= 40(1+0.05)7

- Rs. 65.16
J




b- Requ:ved rate 0f return (Ks)= 127

Value 04 stodk (Po) = Dy . Dellt8)

Ks -3/ IKs-9-

= 40(1%0:09

R 0-12-0-05

= Rs-G00 -

_¢. Dividend di ine ebd of S Ye&r (Dg) = Rs- 50-8%

Growth /zqte, @ = ?

el ot

50-23 = U0 (1+3)

B N A T

G ()

= 4:939%

d Supemormal qmomun &mz(,qsk) 5/ (On)‘-fov?,\(,s)

Constant q'muo&h Jute (q) 1AM

Value of Stock ()= Dy | Do 4+ R R

(k) (k) (4%s)3 (heg)?

= U Yyl uedos . 52989
(140 |2)'4(1+0 n)"' ('+° 12)3

(\t+o-n)’3
- Rs uga 49 ‘




Wherg,

Dy = Do (14gs.) = U0( 4+ 0-05) = Rs-U2

Dn Dy (148s1) = Y2(140-:08) = Rs-yy.1

Daz Dy (_H;}sn = 4y.L (14 0:08) = R Ub-305

Dy= D (1+3) = U6-305(140.09=Rs- U763

Po=. Dy - ujes TR
) _ks-é— . 0-12-0-03 = Rs-529.89

e- (e Qssumphions o ppw| are:

i The clividend s expeued te ;ymvo orevey At ( Constan}-
%0te & -

it. TMe Hock brice i¢ Q"Pedﬁd to gwow ar same %ate.

ia. Tve expected dividend ¥ yield is W@ Constant

iv.- 4he expedted kafe o] %eturn Ts always greqies-tuanq .
. V N
‘ d

2069 func.

201"

CI ivon:

. Curren} Dwudo,nc\ (Do)- Re: 25

Requived ate of £etarn (k)= 16 Y-

4. Zevo Geowth Model:

Valve of foctR(P)= D _ 05 = :
A Ks 016 =Rs 15605




b Conshn\- JYowth ate ) =8 Y.

i‘Valup_O stock tR)= D1 _ Do(1tg)

¥s-4 — Ks-9
it 95(1-\-\0’-08-)
~0-16b-0-08

= Rs.23%-5

2 g.nce 4\ne 31oq< is underpr-ceal We would bux-}-b,.e_

Sjock i it i Ge\nn% ar” 8¢ 300 Jper share-

¢. Subernormal g-mw&h Tate (ﬁs;) = 5. (for 3 Years)

Congiant gﬂmh fale (@)~ = 0

VO\uQO-[S\OCKU’o)- Oy Dm ; Da. . Pa

(9 - @4k T (k)3 (re)3

- 2695 | 9296k . 280y | 2£3Y\:wgy

H016)" * (14016)> * (140-6)3 " [ro-1)°

® R‘r- [49:53

wher, 0= ; ' 3

D, = Do u+8s,) = 251+ 0- 0S) = Rs. Q(; 05

Dy = D1 (1348) = 26.25(1+008) = Re. 97.5¢

Do = Da(144%) = 29-5b (140.05)= Rs. 08:3G

Dy'= D (144) = 283N (1+0) = Rs- 2894

Pgl* qu 22.9Yy

ks—% i 0-16-0 = RS- \gog""




S dwe slock fs Overvalued, we would cell Yhese stok.

d. 51 4ho Sloe T undz'rvalue_d we Shoutd /15unhaﬁ€~:}wl

_Stotk_and f ft s Overvalued we wooued’sen it-

2436 @-N-19

Sg")

C\NQ“

Risk qree Rme(m 5%

Keturn on marke (gm)= 1S 7 ‘

_Cuwent Hividend (m = Rs-10

Beja Coeflicient () =

Supevnormal q¥oWth m'\e(y(sl) 207 (Hor 2yeass)

Congiant growth .meadl Ya'te (3)= 5%
" S : r\J

1 Requived vate of Return (K = Rex (n-%5) B

= 544 (64 -5/)1
‘- 5‘5%

b. Dividend 0 Year 1 (D)) = DoL1+fv\Sx)=_\o(.\‘-»0-no) =Rs 4.

DaQ:dmd in Yeay 2 (Da)"-‘ Dy U-tg;s;) ] 19_‘(;40.9_0); g’,'“q’q

¢. Price Gt twe end o& Year 2 (Pa) Da _ Do(l1+8)

_Ks -ﬂ' Ks-%

= 14.4 (13-0.05)

0-35-0-05

.,‘?Rs.jg.i.g‘



d. Value of otk foday ()= Dy, Do . Pa
Y (k)T O¥ks)r T (k>

2 40 . o U o Ssi)
Q+0.5)* (14015  A+015)*
T Rs. 13565 5

e I{ e Slock 1s drading ar Re 130 ,:% is underpriced. So,
4

e should buy +he Ygtock.
U

2039 Q-N-19
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Gven: -

Latest dividend (Do) = Re-UO

Dividend next \(ear (D)= Rs. U0

Dwvidond n Near 2(Dg)= Re- QG F

Dividend o Year 3 (py) = Rs- 50-Y

Current sfock brce (f) = ps. 565

frice 0& Stug 10 3 ‘(eqrs '(93’)-: Rs- 49350

9. Requived rate of veturn (Ke) = 15 7

Value of stock (R) =7

Yos. ..V i Da " Da- ., Pa
(k) (k> () T (A Ks)3
va M3 YeE D i oSy, - FR%50

(140:19)' * (14019)> ~ (14+018)* " [1r0-15)*

= Rs. 613-23




b. Calculation of Expected Yate o veiurn Ulsiné. IRR aﬂ)mach:

PO = Dy ag. DQ. s Dg R )
kY (ke ' ()3 (d+ks)?
s = 430 . Yot soy 34450

(14K~ (1tke)> © (J+\<;)3 (rks — O

Siepo: Ty av 20%.

W= H8%. .. Wk . Sou. - BATED
(1+0-90)* = (1+40-20% (1+029)>"  (440-20)°
Z Rs.BUL-53 & ‘ '

Step-37 Ty or MRV

TPV s Y& . UR- oo S0y 4 344-50
(.l-»om)tT 02 T (L4093 T (140-19)
“Js 5R7- 9‘5

step-U: By Immfo\q tion :

Annual Return = LRY. + TPVg- fo X (HR-WR)
' TPVig- TPVug. -

= 194 + 58}.95-505 mox-\m)_/
- G27-95- SU3:5> FEN '

18-40 %




. Consfant qrowth vate(@ = 87/

P\quuima' waie o reRivn (k)= 157

\alue 3:}00((?0)3 Di _ Do4+d) _ 4o (3+008)

Ks-X Ks-& 0.5-0.08

il Rs- 63334

d- J1 q \s dregier Ahan Ks, 1t imp\ies M«a‘k diwidend \(R'Q,ld

& Uneqdti v@ . Which does »not fold {rue in weal Life.
7

¢ D3 = Rs-40-Y

ﬂ- = 8‘/0 {
K 215%
Po= Dy _ Daav§) _ 50 (1+4003)
. | Ks-o 045-008 =Rs-333-6

he Value or STuk it Similay v€cause +the Valuatiom of-

Common 6rock At PR end ¢ year 3 s Als0 based On e

came expected guiWin wdie 9 & .
1 U J

Problem -6
a. (iv(m

( ?v':dend Ahis year (Do) = ReQ0

Consfant qrowth %ate (@) = 6%

Required” vate oF 2&urn (Ke)=16 %,
: |




\le\lQ 0} stock (,Po) = Dy 3 DO(,“ﬁ_)

Ks r4« Ks~9%~
~ = 20(J+0.06)
0.16-0-06
‘s &S. 239

b.

widend Yer chare (D)= s i;).

Required vate of &eturn (ke)= 14 %

Value o stock (%) = D 19

Ke = 0.1y =Re.g25.%1

c. Expected dividend dl— Yre end of tag Year (D)= gs8

nstant ayowth %ate (@ = &%

KQq‘u'\er Jm& o& % v (k)= %% 4

Value of Q%K (R)= D1+ "8

kc—g 0:1y-0-06 = R¢. 300

d. ©xpected dividend (D)) = R, 12

Market drice ot end (B) = Ks.2ky

Keqlweﬂ %ate of %edurn (ke)="15 %

Value

stock(P)= Dy, P

(LHKe) (i)t




19, 26y

(140.15)* (3+o.,3)x'
R‘s.QNO i

n

Problem 3% -

Sy
Given:

Dividivid Aust paid (Do) :, Rs-20

Required %ate of Sedurn (k)= 35 %o

Corstant gyowin fate QS)= 5 %
|9

a- Vatlue &} stotk (B) = .DOUJ«g)’_ 20 (1+0.05)

,\45..(3_} 0.15-0-05 = Rs- 240
b. Value 0of slock tn 5 ~vearg (Pg) = Do _ Do (149)°
' | kg Keg
= = 20 (44 6/05)°
0-15- 005
. _=Re-263

¢. Supernormal qrowth Zate (gs,)= L0 % Qﬁ;ré Yearz)

consfant gyowth %0t igV= G/
) U

PO""»Di oy O.Q- A DB I pa ‘

(k) (k™ (Qtkg3 T QoD

. 99 . OwO . 9840 . 9%8.E

[droe)’ - (Q4015)*  (140:8)® ~ (1t015)3
=1Rs. 2%8.91

Where,

Di= Do (1+85) = 20( 5 +0-10) = Re00

Do = D, (1445:) = 22(J+0-10) = Re. 2U-2

Da= Do ((4g8) = 2y.9 (1+0:10) = Rs. 26.62

= Da (149) = 26. -05)=Rs. 29.-
Dy= D» (1+8) =26:62(142:05)=Rs- 239§

Po= Dy _ 9495

‘ks'-g 0-1S-0-05 = Rs.2%3.G







