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Understanding stock split

WHATISIT?

Stock splitisacor-
porate action in
whicha company’s
sharesincreasebut
the market cap
remains the same.
“Stock splitissplit-
ting of shares by a
certaindenominationliketwo, threeand
four, whichincreases the total outstand-
ingsharesby two times, three times and
s0 on. The share’s value declines by the
corresponding denominator, but the
market capitalisation remains thesame,”
said NavinKulkarni, head ofresearchat
Reliance Securities. Theexistingshares
ofthe company are split but the market
value of each share falls, keepingthetotal
value of equity capital the same, but
changing thenumber of shares.

WHY ISITDONE?
The number of
shares you hold
increases. “Shares
held go up by the
split number. So if
one is holding 100
shares of a com-
pany and the com-
pany announces1:10split, the number of
sharesheld goesup by 1,000shares,” said
Kulkarni. Companies go fora stock split
toimprove theliquidity of sharesand also
tomakeitmoreaccessiblefor retail inves-
tors. Itexpands the customer base for the
company. “Investorstend toavoid high-
marketvalue stocks while institutional
investors avoid low liquidity stocks.
Thus, after stock split, firms see improve-
mentindemand forstock,” said Sanjeev
Hota, head of research, Sharekhan.

THE MATH
Gujarat Gas
had 14 crore
shares and it
announced a
stock split into
2 per share
from 10 per
share. The num-
ber of shares withinvestorsincreased in
5:1ratio(five sharesfor every share held)
with outstandingsharesat69crore, said
Hota. But the portfolio value remained
unchanged as price also reduced in the
splitratio. “Ifyouhold 100sharesin Guj-
arat Gas at X717 per share, the value of
portfolioisat371,700. After the splitfrom
facevalue of 310 to 32, you hold 500 shares
of Gujarat Gas. Thus, the stock pricealso
gotadjustedandreduced toX143 per share
inJanuary from3717,” Hotaadded.



