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Abstract
This case study focuses on dividend policy for a company in regards to its capital structure,
future growth prospects, and relationship with the shareholders. While the firm has regularly
paid dividends to its shareholders in the past decade exhibiting consistent growth, it faces a
crucial decision. It must decide on whether to reduce its dividends in order have profit retention
for investment in product development and long-term growth or continue to pay dividends at the
same rate and at the same growth rate. Other major concerns for the company in deciding on a
dividend policy include the impact on the stock price and the firm’s relationship with its banks.
Keywords:
covenants

Consumer products, Dividend policy, Dividend growth rate, Cash flow, Debt

Introduction
Valerie Germond has been the Chief Executive Officer of Quigley and Hart (Q&H) Consumer
Products, Incorporated for the past ten years. She has spent her entire professional career at
Q&H, coming to the company after completing graduate school. Q&H is a consumer product
company making items for grooming, healthcare, beauty, fabric care, and baby care, to name a
few. More specifically, the company manufactures consumer products such as laundry
detergent, tooth paste, men and women’s shampoo, and razors. Located in the Midwest, the
company has various manufacturing plants across the United States and around the world,
making different products and serving diverse markets. While the firm has enjoyed long-term
financial and competitive success, analysts, board members, and company employees at various
levels, have recently mentioned to Valerie that it was time for changes. It seemed that the
company was losing its edge and not the leader of the consumer products industry it once was.
Deep inside, Valerie agrees with these individuals having seen Q&H’s competitors, in the United
States and globally, take some of the firm’s market share. She would love to have more money
put into research and development so that it can revise its capital structure, improve future
growth prospects, and strengthen the company’s relationship with its investors. But the question
is where to acquire this financial capital. Interest rates are starting to go up and the stock market
seems precarious since it is accelerating at a faster pace now than in its entire history.
Introducing new, innovative products will definitely help its market share and, in the long term,
increase profits and cash flow. One possibility that Valerie has been seriously considering is
changing the firm’s dividend policy and allowing more cash to go into new product
development. The problem is deciding how much to reduce the firm’s dividend, the effect on the
stock price, and what the reaction will be of the shareholders.
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Company Background
Quigley and Hart was started in 1840 as an accidental partnership rather than by design. William
Quigley was born in Scotland in 1802 and learned the trade of making soap as a teenager since
his parents could not afford to send him to school. He learned to make soap from animal fat and
eventually opened his own business in Glasgow, Scotland with $6,124.50 borrowed from various
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sources. As hard as he tried, his business failed and he ended up in debt for $9,000.00. With
nowhere else to turn, he and his young bride, Emily, headed to America in 1825 determined to
start a new life and pay off their enormous loan. Quigley eventually landed in Cincinnati where
the city’s meatpacking industry provided a supply of animal fat that was cheap and plentiful.
Quigley also started to experiment with different types of soaps for human use.
John Hart was born in London in 1805 and he came to the United States shortly after his parents
died in 1820. As a teenager, he learned candle making as a trade and taught himself how to
make soap. He came to America, not only to start a new life, but to earn a substantial living so
as to escape the poverty he knew since childhood. While he worked for a year in New York
City, he heard that Cincinnati offered him an opportunity to work for soap manufacturers and
even explore the possibility of starting his own business. He worked long and hard to put
together enough money to start his own soap manufacturing company. He eventually met the
sister of Emily Quigley, Mary, who emigrated to America to work in William Quigley’s soap
manufacturing business. John eventually married Mary who suggested the partnership of
Quigley and Hart as soap makers. While at first there was some reluctance between John and
William, they formed a partnership in which they would make their own soap and sell directly to
the public via their own store in 1840.
As sales grew, so did their families. John and Mary had four children who, over time, became
involved in the business in different capacities. William was competitive by nature and once
said to John, “Whatever you do, I can do twice as good.” William and Emily ended up with
eight children who also became involved in the company. The store started to sell other
household products and after the Civil War, with Cincinnati and the American economy starting
to grow, there was a demand for their products. Quigley and Hart not only opened more stores in
Ohio, but started selling their soap across the United States. They eventually put more money
into research and development to offer more products to their customers and build up market
share. They manufactured their products in Ohio and started to purchase other companies that
made household goods.
The Quigley and Hart children took over management of the company in the latter part of the
19th century and grew the company even further. When the company went public in the early
part of the 20th century, they became known as Q&H specializing in household and consumer
products, including soap. Ronald Quigley, who became the company’s president in 1895, felt
that in order to attract investors and more financial capital, they would run a very fiscally prudent
operation. But they would also offer dividends as a reward to shareholders for being partners in
the business. While the dividends were not high, they were steady and shareholder turnover was
very low. Q&H attracted new investors who brought new money into the company, and the
dividends kept growing over the years. Q&H acquired the reputation on Wall Street as a
company that was highly regarded in the consumer product industry as being innovative with
new products, always profitable with good cash flow due to their philosophy of fiscal prudence
and having reliable dividend growth over the years.
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Current Situation
Valerie Germond is faced with the task of resurrecting her company’s reputation as an innovator
in the consumer products industry. She wanted to rebuild the company as a leader rather than a
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follower in terms of innovation when it came to consumer products, whether it was for house
cleaning or personal care. The problem is that the industry was changing and so were its
customers.
For example, while consumers still purchased house-cleaning products, many of the traditional
customers, namely women, were now working outside the home. Therefore, they increasingly
used house cleaning services to clean their home. Many women were also marrying later and
having children later. The result was that while women may still do the family shopping, many
purchased fewer household cleaning products.
Also changing were the different personal care products the younger market was using. At one
time just having things as spray-on deodorant, toothpaste, or shaving cream in a can was enough.
But younger tastes were changing and she was not sure if her company could keep up with the
changes.
To make matters worse, shareholders were expecting dividends to keep rising over time. This
meant keeping a dividend growth rate of 3 percent as institutional investors, such as mutual
funds and pensions, and individual investors expected. But the problem is coming up with the
cash to pay dividends while also putting the necessary funds into research and development in
order to come up with new products. Maintaining this delicate balance was probably the biggest
challenge facing her and the company. If she could not maintain this over the long term, then the
common stock price will start to drop and then stock analysts will have a field day taking the
company apart. Compounding the situation, a lower stock price could make the company a
target for a hostile takeover that could cost her and the management team their jobs. While she
knew she had the support of the Board of Directors, she also knew that they would only go so far
with her if the company was not performing on different levels as it was expected to.
Valerie had discussed these issues with the company Chief Financial Officer, Jason Isaacson.
They had known each other since they started in the company’s management training program
straight out of graduate school. They had confidence in one another and well understood the
challenges they and Q&H currently faced.
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Valerie still had questions and uncertainties that had to be addressed which she put in a memo to
Jason and requested a reply in one week.
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Q&H Consumer Products
Home Products since 1840
TO: Jason Isaacson – CFO
FROM: Valerie Germond – CEO
DATE: June 8, 2018
RE: Concerns about dividend growth
Based on our previous conversations regarding dividends and their growth rate, as well as
product development for the company, I have some questions. The questions are financial in
nature, they are listed below, and I would like to have a detailed reply from you in one week and
then a follow-up meeting to discuss them.
1. Given the company’s financial forecast (see Financial Statement Exhibit 1.1) and our
desire to continue the 3 percent dividend growth rate that the shareholders enjoy, how
will the company be able to maintain its capital reinvestment?
2. Also, how will the company be able maintain the 3 percent dividend growth rate and still
stay in line with the debt covenants on our outstanding loans?
3. Perhaps, most importantly, how will we be able to maintain a 3 percent dividend growth
rate when the possibility of inflation going higher is very real. The problem here is
maintaining good investor relations, for the short and long term.
4. What are your suggestions for improvement in key areas of our business and still keep
the 3 percent dividend growth rate policy? Is maintaining the current dividend policy
realistic or something we will have to reconsider?
5. How will our relationships be with our bankers in terms of our loans and maintaining
financial ratios in line with the debt covenants (see Debt Covenants Exhibit 1.2)
6. What are the risks we face regarding keeping our current dividend policy?
7. Finally, is it possible to increase the company’s cash flow opportunities? Once this
occurs we then have to decide to either maintain the 3 percent dividend growth rate,
increase it, or put substantially more funds into research and development?
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I look forward to reading your replies and subsequently discussing them with you.
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