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Homemade Dividends

» Bianchi Inc. is a $42 stock about to pay a $2 cash dividend.
» Bob Investor owns 80 shares and prefers a $3 dividend.
» Bob’s homemade dividend strategy:

> Sell 2 shares ex-dividend

homemade dividends $3 Dividend
Cash from dividend $160 $240
Cash from selling stock $80 $0
Total Cash $240 $240
Value of Stock Holdings $40 x 78 = $39 x 80 =

$3,120 $3,120

Copyright © 2016 McGraw-Hill Education. All rights reserved.
No reproduction or distribution without the prior written consent of McGraw-Hill Education. 19-12




Dividend Policy Is Irrelevant

» In the above example, Bob Investor began with a
total wealth of $3,360:

42
$3,360 = 80 shares x 5

share

o After a $3 dividend, his total wealth is still $3,360:
$39

share

$3,360 = 80 shares x +$240

e After a $2 dividend and sale of 2 ex-dividend shares, his
total wealth is still $3,360:

$40
share

$3,360 = 78 shares x +$160+$80

___________________
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